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$377 BILLION DEBT LIMIT

MONDAY, MARCH 24, 1969

U.S. SENATE,
CoMMITTEE ON FINANCE,

Washington, D.C.

The committee met, Hursuant to call, at 10:15 a.m., in room 2221,

Newfd_Senate Office Building, Senator Russell B. Long (chairman)

residing, . :

P Present: Senators Long (presiding), Anderson, Talmadge, Hartke,

B(frrd of Visginia, Williams, Bennett, Dirksen, Miller, Jordan of
Idaho, and Fannin. .

The CHAIRMAN. ne .

This morning w6 are pl:ased to have withrys the Honorable David

M. Kennedy, Secretary of the Treasury, to tigcuss the matter of

increasing $He public debt limit,~We are also pleased to welcome the

Honorablg” Robert P. i
back to the commitiee: )
Mr. Mayo, it js“a dozen|years\since

unseled S@&ryH mphray i
ial condition of-th¢ Unite 2

197Q. Thereafter, the debt

| evert to $365 billiop and would
remain at tha} leye gs C

ougress again changes it.

(A mittee, frgm Tom Vail,
chiof imijf; and the bill
‘H.R.

To: Members, Committee on Finance.
From: Tom Vail, Chief"Gaynsel. 2
Re H.R. 8508, $12 Billion In¢rease-in-Public Debt Limitation.

Present law.—At present the public debt limit is $365 billion for every day of
the fiscal year except June 30. On that single day in every fiscal year the limit
drops by $7 billion to $358 billion.

istorical 2-part limitation.—These limitations are all considered as permanent
legislation, as contrasted to the dual system of debt limitation which applied from
1955 until 1968. Under this dual s{gtem there were two limitatioris—one per-
manent and the other temporary. The permanent limit of $285 billion, set in
1959, remained unchanged through 1967. The temporary additional limit, how-
ever, was progressively increased through the years and by 1967 it had reached
$51 billion, for an overall limitation of $336 billion. :

(1)
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House bill.——The House bill provides for a single permanent debt limitation of
$365 billion, coupled with an additional temporary limitation of $12 billion for
the fiscal year ending June 30, 1970. For that one fiscal yecar the debt limit
will total $377 billion.

According to data prepared by the Treasury Department (sce att~ched table)
the debt subject to the limitation is ecxpected to exceed the present limitation
($365 billion) by $2.2 billion in April 15, 1969. Assuming the House bill is enacted
%he 'fxi%a;;xry estimates no further increase in the limit would be required before

sca, .

ESTIMATED PUBLIC DEBT SUBJECT TO PRESENT LIMITATION (BASED ON CONSTANT MINIMUM OPERATING
CASH BALANCE OF $4,000,000,000), FISCAL YEARS 1969 AND 1970 (WITH AND WITHOUT A $3,000,000,000
CONTINGENCY ALLOWANCE)

{tn billions]
X Public debt subject to limitation
Operatin,
cas| Without

balance $3,000,000,000 With $3,000,000,000
(excludin, conﬁnzency oonfingency
free gold allowance allowance
$4 $362.1 $365.1
4 367.2 370.2
4 356.9 359.9
4 364.1
4 361.9 364.9
4 3 365.7
4 3 357.6
4 359.4 362.4
4 358.3 361.3
4 362.8 365.8
4 363.3 366.3
4 367.6 370.6
4 360.6 363.6

4 365.9 368,
4 366.0 369.0
4 370.7 373.7
4 368.4 371.4
4 373.3 376.3
4 366.6 369.6
4 3717 374.7
4 367.3 370.3
4 0.2 373.2
4 368.7 3717
4 374.0 3717,0
4 369.5 372.5
4 313.7 376.7
4 365.4 368.4
4 370.6 373.6
4 369.2 372.2
4 8,3 371.3
4 361.4 364. 4

Source: Treasury Department (published in the House of Representatives Report No. 91-32, accompanying H.R. 8508).
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91sT CONGRESS
1sT SEssioN H R 8 50 8
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IN THE SENATE OF THE UNITED STATES

Marcu 20, 1969
Read twice and referred to the Committee on Finance

AN ACT

To increase the pubiic debt limit set forth in section 21 of the
| Second Liberty Bond Act.

o

Be it enacted by the Senate and House of Eepresentu-
tives of the United States of America in Congress assembled,
That the first sentence of section 21 of the Second Liberty
Bond Act (31 U.S.C. 757b) is amended by striking out
“$358,000,000,000” .and inserting in lieu thereof “$365,-
000,000,000”.

SEc. 2. During the period beginning on the date of the
enactment of this Act and ending on June 30, 1970, the

© W =T O Ot = W N

public debt limit set forth in the first sentence of section 21

jay
[l

of the Second Liberty Bond Act shall be temporarily in-
II
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ereased by $12,000,000,000, Section 3 of the Act of June
30, 1967 (Public Law 90-39; 81 Stat. 99), is repealed.
Passed the House of Ropresentatives March 19, 1969,

Attest: W. PAT JENNINGS,
Cle’rk.;
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The Conareman. T'his bill is quite different. from the recommenda-
- tions originally submitted to the Congress by the administration
recommendations which ealled for a l'c(hnﬁni(.iun of the debt subject to
the limitation and a sharply lower limit to accompany and reflect the
narrower definition. The Committeo on Ways and” Means did not
approve those suggestions but chose to continue the present definition.

} am advised, Mr. Secretary, that today yvou do not intend to renew
those recommendations to this committee. That being the ease, hope-
fully wo can coneentrate on the relatively simplo question of just in-
crousing the debt limit. Now, this table we have before us shows that
by April 15, you estimate the debt subject to the limitation will excoed
the present limitation by more than $2 billion.

I that is still & good estimate, T know you must view this legislation
as an urgent mattor, and something on which Congress should completo
nction before the Easter recess.

Mr. Secretary, you may procoed with your prepared statement and
then perhaps Mr, Mayo can deliver whatever statement he chooses.
At that point, Senators on the commiltee can begin their questions
and both of you will be available to answer them. I might ask that
Senators limit their questions to 10 minutes on the first round so that
overyone will have equal opportunity, and then we will begin another
round of questions without that time limit.

STATEMENT OF HON. DAVID M. KENNEDY, SECRETARY OF THE
TREASURY; ACCOMPANIED BY HON. ROBERT P. MAYO, DIRECTOR,
BUREAU OF THE BUDGET

Secretary KenNeEpy, Thank you very much, Mr. Chairman, and
members of the committee, I appreciate this opportunity to appear
before you today in regard to our request for action to ramse the hit
on the public debt. 1t is especially urgent, as you indicated, that we
secure prompt action on this request as otherwise we could be above
the legal ceiling during the mid-April period.

The situation is illustrated by our experience in March. On the
14th of Mareh we had securities outstanding in the nmount of $364,717
million. We were within $283 million of the statutory ceiling, not
much more than o third of 1 day’s expenditures. We were able to
do this only by reducing our cash balance to a lovel of $2.4 billion,
far below the daily average of $5.1 billion in the useal yewmr 1968.
The position has improved somewhat, but we will be going into o
far tighter situation in early April. On April 15, with the conventional
$4 billion cash balance assumption used in these hearings in the
past, our projections indicate that we will be over the ceiling by
$2.2 billion. We can stay under the existing $365 billion ceiling only
by drawing down our eash balance to a level of $1.8 billion.

I might add that the ceiling is oven tighter on the day before the
mid-month point.

It is possible, by finer adjustment of our borrowing through dail
drawings on the Federal Reserve System, that we could get through
the April problem, but we will have no margin for any contingencies.
With receipts and expenditures averaging nearly $750 million a day,
you can see how any change in timing of either receipts or expenditures
carries the risk of putting us over the statutory himit with the only
alternative being a failure to pay our bills,
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I hesitato to contemplate as T am sure you do, the potential harm
to the Nation’s economy and to our position in the world economy
from a failure to pay our legal and contractual obligations. Unless
the debt limit is increased promptly, we face this prospect as a real
possibility.

Wo are asking at this time for a revision in the debt limit to a
permanent ceiling of $365 billion and a temporary allowance above
that permanent ceiling of $12 billion through June 30, 1970. This was
the bill that passed the House of Representatives. Because the April
problem is almost upon us there is little time for action.

According to our projections for fiscal year 1970, the debt outstand-
ing on March 15 will total $374 billion with an assumed cash balance
of $4 billion. The bill before you provides a minimal leeway of $3
billion above that amount. 1 believe that a larger allowance for con-
tingencies than $3 billion can be justified. However, we are willing to
try on this basis to meet the prob{cms in fiscal year 1970-—fully aware
that we may be back before this committeo a year from now with
another request for an increase in the debt limit.

The debt projections used in the attached tables are based on the
January budget as presented by the previous administration. As you
know, that budget provided for a continuation of the surtax on indi-
viduals and corporations, which is scheduled to expire on June 30,
1969. It also included $10.7 billion of higher revenues attributable pri-
marily to higher individual and corporate income from economic
growth and inflation.

Attached to this statement, Mr. Chairman, is a table which shows
the limit on a series of things in 1968, 1969, and 1970. That concludes
my statement.

(The tables referred to follow:)

PUBLIC DEBT SUBJECT TO PRESENT LIMITATION, FISCAL YEAR 1969
{In billions]

Operating
cash balance Public debt
(excludin subjsct to
free gol limitation
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ESTIMATLD PUBLIC DEBT SUBJECT TO PRESENT LIMITATION (BASED ON CONSTANT MINIMUM OPERATING
CASH BALANCE OF $4,000,000,000), FISCAL YEAR 1970

{In biltions)

. Allowance to provide flexibility in
Operating cash Public debt i tng and for contingenci
balance (exclud- sub}m to
ing free gold) limitation $3.0 8.0

. $354.6 $357.6 $362.6
4 359.4 362.4 367.4
4, 358.3 361, 366. 3
4, 362.8 365, 70. 8
') 363, 366. 71,3
4.0 367.6 370. 75. 6
4 360.6 363, 368.6
4.0 365.9 368, 13,9
4.0 366.0 369. 74.0
4, 370.7 373, 78.7
4, 368. 4 371.4 76. 4
4, 373.3 316.3 381.3
4 366.6 369.6 374.6
4.0 3117 374.7 79.7
A, 362.3 370.3 73,3
4 310.2 373. 78. 2
4 368.7 31, 76.7
4. 374.0 an. 382.0
4 369.5 n. 3717.5
4 373.7 316. 381.7
4 365.4 368.4 3713.4
4.0 310.6 313.6 18.6
4.0 369.2 312.2 77.2

.. 4.0 268.3 371.3 76.3
June 30.. ... i 4.0 361.4 4.4 369. 4

The CuairmMan. Mr. Secretary, in view of the urgency of passing
this bill before Congress quits for the Easter recess I would be dis-
posed not to offer amendments to the bill but pass it in the fashion
that it was sent to us. However, through the years, 1 have argued for
the kind of bookkeeping that you advocated before the Ways and
Means Committee and, in my judgment, I would not be consistent
nor would I be entirely sincere if I failed to support that position if I
had the opportunity to do it.

Can you provide us, or will you provide this committee, with a
copy of the statement that you prepared on this subject that supports
iyour argument in favor of the kind of hookkeeping that you contended
or?

Secretary Kenneny. I will be glad to submit that, Mr. Chairman.
L think, along with the conclusion you have reached, that this legisla-
tion should be the same legislation as passed in the House because of
the time situation.

The CHAIRMAN. From my point of view there is no point in offering
an amendment that you would favor if you don’t rcguré it as favorable.
[ take it you like that approach and 1 think you advocated that even
when President Johnson was President, did you not?

Secretary KunNEupY. Yes, 1 did, and 1 think it will take a longer
period to get an understanding of it and debate the issues further so
that the Congress can understand it and the public can understand it.

There is a lack of understanding of this, and I think more time is
needed, but I welcome the oportunity to put into the record a state-
ment which would keep the issue alive.

The Cuairman. T wish you would do that.
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(Material supplied by the Department of the Treasury follows:)

Tue Waite Housg,
Orrick oF THE WHITE Houst PRESS SECRETARY,
February 24, 1969.
To the Congress of the United States:

When I took office as President of the United States, the public debt subject
to limit was $364.2 billion—only $800 million below the statutory ceiling of
$365 billion. Available projcctions indicated that borrowings nceded to provide
the Government with minimum cash balances essential for its operations would
place the debt subject to limit at or above the legal ceiling by mid-April.

These projections have now been reviewed and updated on the basis of the
latest revenue and expenditure flows. They continue to show inadequate leeway
under the debt limit to meet all anticipated cash requirements through the middle
of Agril. These facts permit me only one prudent course of action. I must ask
the Congress to revise the debt limit before mid-April. The new limit should
provide a reasonable margin for contingencies.

President Johnson foresaw the possible need for such action when he stated
in his fiscal year 1970 Budget that ‘It may be nccessary . . . within the next
few months to raise the present debt limit.”

Continuing high interest rates may add several hundred million dollars to the
1969 expenditures estimated by President Johnson. Other possible increases in
outlays, including farm price support payments and a wide variety of past com-
mitments in other programs—such as highways—may be greater than was
estimated by the outgoing Administration.

All department and agency heads are now reviewing their programs in a de-
termined effort to reduce costs. But we should not let our hopes for success in
this effort deter us from the necessary action on the debt limit. Such cost reduc-
tions can have ori}ly a minor cffect on expenditures in the next month or two,
and it is in early March and again in earty April that the Treasury will be faced
with the heaviest drain on its resources.

Moreover, even if the Budget surpluses for fiscal years 1969 and 1970 were to
prove somewhat larger than estimated in the January Budget, the present debt
limit would be inadequate for fiscal year 1970. Thus even if an immediate inercase
in the debt limit could be avoided, an increase cannot be postponed very far into
the next fiscal year. My predecessor also noted this fact when he presented his
Budget for fiscal year 1970.

The apparent paradox of a need for a higher debt limit in years of anticipated
budget surplus is explained mainly by the fact that the fiscal years 1969 and 1970
surpluses reflect substantial surpluses in Government trust funds—projected at
$9.4 billion in fiscal ycar 1969 and $10.3 billion in fiscal year 1970. These surpluses
in the trust funds provide cash to the Treasury, but only through the medium of
investment in special Treasury issues. The consequent increase in such special
issues is subject to the debt limit, under present definitions. Hence, the debt subject
to limit will rise even though borrowing from the public will decline.

In addition, we must acknowledge the seasonal pattern in Treasury receipts.
Net cash requirements prior to the mid-April tax date are regularly very sub-
stantial, while after that date the Treasury will be repaying a large amount of
debt on a net basis.

While a small, temporary increase in the debt limit might prevent the undue
restrictiveness of the present limit in the months immediately ahead, I urge that
we now direct our attention to the future, and at least through fiscal year 1970.

I believe that the Congress stould now enact a debt limit which will serve the
?eeds of our Nation both for the balance of this fiscal year and for the foresceable

uture.

In doing so, I also belicve that the Congress should take this occasion to redefine
the debt subject to limit to bring it into accord with the new unified Budget
concept developed by a distinguished Conmission that was headed by the present
Secretary of the Treasury and included leaders from both Houses of Congress,
officials of the previous Adninistration, and distinguished private citizens. The
recommendations of this Commission largely have been adopted in the last two
Budget presentations and in. the new form of Congressional budget scorekeeping.
These have been major forward steps toward better public understanding of the
budget. The concept of the debt limit should also be redefined as suggested in the
Commission’s report.
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Under the unified Budget concept, attention is focused on the total receipts and
expenditures of the Federal Government, including the trust funds. The surplus or
deficit thus reflects the net of revenue and expenditure transactions between the
Federal Government and the publie, and the net debt transactions between the
Government and the public are thus the relcvant basis for a proper understanding
of the Federal borrowing requircments. To conform fully with this Budget pre-
sentation, only those Federal obligations which arc held by the public—all debt
exeept that held by Federally-owned agencies and by the trust funds—should be
subject to the statutory limit on the public debt. Debt of Federally-owned agencies
held by the public would be included as well as direct Treasury debt.

This change would in no way affect the integrity of the trust funds. This Ad-
ministration recognizes, as the Commission on Budget Concepts emphasized, the
firm obligation of the (ijovernment to maintain proper, separate accounting for the
trust funds. This can and will be done without ii.cluding obligations held by the
trust funds in the total debt subject to the debt limit.

I therefore propose that the Congress establish a new debt limit defined to
accord with the unified Budget concept. On this basis, a limit of $300 billion should
be adequate to permit cflicient and responsible handling of the Government’s
financing for the foresccable future. This compares with an outstanding debt on
the unified Budget concept of $293.7 billion on January 21, 1969.

On the present public debt limit coneept, the debt outstanding on January 21,
1969 was $364.2 billion as compared with the current debt limit of $365 billion. An
increase in that limit to approximately $382 billion would correspond in the next
fiscal year to the $300 billion limit I am proposing on the unified budget basis.

RicHARD Nixon.
Tur WHite Housk, February 24, 1969.
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TREASURY DEPARTMENT

WASHINGTON, D.C.

FEBRUARY 24, 1969

MEMORANDUM ACCOMPANYING DEBT LIMIT MESSAGE

The President has asked the Congress for a revision
of the debt limit. This revision will take care of the
Treasury's immediate needs and, looking ahead, provide an
adequate margin for financing the Federal Government for
the foreseeable future. The President's recommendation
will also bring the debt limit into conformity with the
unified budget concept now utilized in all budget
presentations,

The present debt limit corresponds closely to the
administrative budget concept formerly used in budget
analyses. The proposed revision will bring the debt limit
into accord with the financing analyses presently shown in
the monthly Treasury statements and the budget under the
headings of "borrowing from the public" or "debt held by
the public." The debt transactions reflected in these
categories can be directly reconciled to the over-all
surplus or deficit in the unified budget accounts.

The major differences between the proposed concept
of the debt limit and the concept now used are:

(1) All debt issues of Federal agencies in
which the U, S. has an ownership interest
are included in the proposed concept.

(2) Investments of Government accounts
(including trust funds) in Federal securi-
ties are not included in the proposed
concept.
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The attached table reconciles the two concepts as of
the 21st of January. As may be seen, on that date borrowings
from the public amounted to $293.7 billion. The President
has requested a limit on that basis of $300 billion.

The debt subject to the present limit totaled $364.2
billion on January 21. If the debt limit were to be con-
tinued on the old basis, the Congress would need to provide
an increase in that limit to approximately $382 billion to
provide equivalent leeway through fiscal 1970. Moreover,
further sizable increases would be required in subsequent
years, even if balance is maintained in the unified budget,
so long as the Federal trust funds realize substantial
surpluses and invest those surpluses in Federal securities.

As the President's message points out, the proposed
change in the debt limit has no effect on the operations or
integrity of Federal trust funds. These funds will continue
to operate precisely as in the past.

The inclusion of the public borrowing of Federal
agencies in the total debt subject to limit will be a major
step forward in promoting better public understanding of
public financing. In particular, the new concept reflects
the growing role of agency financing in the total public
borrowing of the United States Government.

Attachment
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Debt subject to limit—Comparison of present concept to the President’s proposal,
9

Jan. 21, 1
{In billlons]
Current debt limit. __ . s $365. 0
Public debtb - - - e 361. 0
Guaranteed securities_ - - ... .6
Total public debt and guaranteed securities. . ... .. . __._____ 361. 6
Deduet: Publie debt not subject to present limit_ . _ . ___.________ .6
Add: Participation securitics subject to present limit (issued by FNMA
in fiseal year 1968) _ . . e 3.2
Debt subject to limit, present coneept. - ____________ 364. 2
Add: T
Public debt not subjeet to present limit_. . __ . _____.______
Federal agency issues (including participation certificates) not
subject to present limit_ . __ ... 11. 2
Deduct:
Federal securities held as investments by Government accounts._..  81. 5
Special issues to IMF reflecting balance of U.S. subseription_.____._ .8
Debt subjeet to limit, proposed concept (borrowings from the
pPublic) - e 203. 7

STATEMENT OoF THE HonNoraBLE Davip M. KENNEDY, SECRETARY OF THE
TREASURY, BEFORE THE HoUsE WaAYs aAND MuaNs CoMMITTEE, MARCH 5,
1969, 10:00 .M.

Mr. Chairman and members of the committee, the President in his message to
the Congress on February 24, 1969 requested the prompt enactment of legislation
to revise the debt ceiling. Specifically, he proposed a new permanent statutory
ceiling for the Federal debt of $300 billion under a definition according with the
unified budget concept. This new statutory debt ceiling is designed to take care of
our needs indefinitely into the future for as long as we are successful in maintaining
a balance in the budget.

The new ceiling is required to meet three specific objectives:

First, the proposed ceiling will enable the Treasury to meet anticipated
cash requirements in an orderly way through the middle of April of this year.

Sccl(gl_% the proposed limit will meet requirements anticipated for fiscal
year 1970.

Third, by bringing the debt ceiling into accord with the budget presenta-
tions now used by the Federal Government and by focusing attention on
total borrowings from the public, the proposal will promote a better under-
ztaglding of public finance and contribute to more effective control of the

ebt.

Under cxisting law the Treasury has been operating very close to the temporary
ceiling of $365 billion. At the end of January and February, debt subject to the
limit was within $3 to $3% billion of the statutory ceiling and on individual days
the leeway has been less than $1 billion. Assuming normal cash balances of $4
billion, our latest projections—while reflecting better-than-anticipated tax
collections over the past month—still indicate financing needs that would bring
us above the legal ceiling by minor amounts for six days in March and by sub-
stantial amounts for scven days in April.

By permitting our cash balance to decline below the levels required by prudent
financial management, by exercising close control on those balances by borrowing
from the Federal Reserve on a day-to-day basis, and b{ making maximum use of
agency borrowing that does not come under the debt limit, we might be able to
squeeze through this period without disturbing the orderly flow of expenditures
or tax refunds. However, the margin in March and April is extremely tight.
Unforeseen expenditure increases above projections or declines in revenues below
projections, even of relatively minor proportion, would impair our ability to get
through the April period without cxtraordinary measures to conserve cash.
Essentially, we have no leeway for emergencies.

With expenditures and tax receipts running about $750 million per day, even
the most careful projections need to be revised frequently, and some deviation in
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the actual results are normal and expected. Fortunately, recent results have
indicated receipts are flowing somewhat more strongly than the projections
available when I took office. But prudent management of the Government’s
financial affairs simply does not warrant undertaking the risk of confining our
margins of flexibility under the debt ceiling to a few hundred million dollars.

After mid-April, we should readily get through the remainder of this fiscal year.
The outstanding debt will be declining sharply, and our financing pattern will
permit us to be comfortably below the ceiling for the rest of the year.

However, an increase in the ceiling will certainly be required in the carly part
of fiscal 1970. The situation can be illustrated by using the numbers in the Budget
Message submitted by the prior Administration. As you remember, that Budget
forecast a surplus on the unified budget basis of $2.4 billion in fiscal year 1969
and $3.4 billion in fiscal year 1970. Assuming these projected surpluses can be
realized, our estimates indicate that at the seasonal peak in fiscal 1970 the debt
subject to the limit under its current definition will be $374 billion, far in excess of
the present seasonal limit of $365 billion.

As the Budget Director will explain in more detail, we have some reservations
concerning the expenditure figures in the budget and anticipate spending in some
categories will be greater than estimated by the outgoing Administration. Because
our review is not yet completed, we cannot now tell the extent to which urgent
efforts to achieve further economies will offset these higher costs. But it is evident
that no practical savings can avoid the need for an increase in the debt ceiling
next year.

Our debt projections have been constructed on the basis of an assumed $4 billion
operating cash balance as is the usual practice in these hearings. That more or less
arbitrary amount, I might point out, was first established for debt limit projec-
tions years ago when Federal expenditures were less than half the current annual
totals. In the latest fiscal year, 1968, even with tight cash management our oper-
ating balances averaged $5.1 billion. Our average balance has not averaged $4.0
billion or less since fiscal year 1958. Nevertheless, even with no further allowance
for gontingencies, the current debt ceiling will be inadequate to take care of our
needs.

It has long been recognized in past hearings and legislation that prudent manage-
ment of the Government’s finances requires adequate allowance for contingencies
beyond the assumption of a $4.0 billion cash balance. In reviewing the problem this
time, we are particularly conscious of several special factors in the situation,

Perhaps most important quantitatively, the surtax on individuals and corpora-
tions is scheduled to expire on June 30, 1969. As best we can now look ahead, we
anticipate that this surtax will need to be retained to maintain an appropriate
budgetary posture. However, we must consider the consequences of expiration.
The revenues that the surtax would supply in fiscal year 1970 are estimated at
$9.0 billion, and there would be an earlier shortfall of $.5 billion in fiscal year 1969,
This contingency alone, were it to materialize, would be seversal times the projected
surplus for 1970 shown in the budget.

There are also the uncertainties of revenue shortfall that could occur from a
more moderate rate of cconomic growth. The budget for 1970 included $10.7
billion of higher revenues attributable primarily to higher individual and corporate
income from economic growth and inflation. A full measure of success in our
efforts to moderate rising prices could result in a reduction of this estimated gain
in revenues.

These possibilities, on top of all the more or less normal uncertainties in antici-
pating cash needs more than a year ahead, in our judgment justify a larger than
normal contingency allowance. We are, therefore, requesting a margin of $8
billion over the projected peak debt totals. We feel that this is the smallest allow-
ance that we can, with prudence and reason, request in setting a debt limit that
we hope to be able to maintain for the indefinite future. It is smaller than the
contingency allowance provided in 1967. I believe a still larger allowance could
certainly be justified.

With this allowance, the need for the statutory debt limit on the present basis
amounts to $382 billion. The President has, however, proposed that we now
change the statutory definition of the debt limit to conform to the unified budget
concept. We strongly support this redefinition and urge its acceptance. On this
basis we will need a ceiling of $300 billion to provide the same margin for con-
tingencies as would be provided by the $382 billion figure on the present definition.

The statutory debt limit can, of course, be defined in any way that the Congress
sees fit. As I understand it, the main purpose of the statutory debt limit and these
hearings is to provide the Congress an opportunity to review in a eomprehensive

27-174 0—69——2
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way the outlook for the Government’s finances and to authorize the Treasury
to issue indebtedness in the light of this review. It scems to me that, to facilitate
this review and to best achicve the Congressional purpose, the changes in debt
subject to limit should be related as nearly as possible to the net budget results.
This would greatly clarify Congressional appraisal of the impact of Government
finances on the debt limit and contribute greatly to better understanding by the
public. Thus we do sce a clear public interest in placing the debt limit within
the frame of the present unified budget presentations.

The unified budget has been used in both the last two budget messages. It was
designed to avoid the confusion over various budget concepts formerly given
wide publicity: (1) the administrative budget, (2) the cash budget, and (3) the
national income accounts budget. Each of these served a different analytical
need, but the net result was confusing. The unified budget concept was designed
to eliminate this confusion and to enforce a consistent discipline on budgetary
presentations, thus maintaining year-to-year comparability and facilitating
analysis of the cconomic implications of Federal finances.

I had the honor of serving as Chairman on the President’s Commission on
Budget Concepts. As you know, that Commission was comprised of men of differ-
ent political affiliations and experience from both the public and private world.
They engaged in an intensive review of all the problems and unanimously recom-
mended the adoption of the new budget concept.

Although the President’s Commission on Budget Concepts did not specifically
recommend a change in the statutory debt limit itself, the Commission did sug-
gest that the limit be re-examined with the new debt concepts in mind. That
is what the President has done. He concluded that the appropriate policy would
be to make the debt limit consistent with the unified budget presentation.

This consistency is achieved partly by climinating from the ceiling Federal
securities owned by trust funds and other agencies. The laws establishing various
trust funds require that we invest their surplus funds in Government securities.
The interest on these investments provides additional earnings for the trust funds.
But this investment accounting is internal; it does not affect the net surplus or
deficit on the unified budget and no funds flow from or to the public on these
transactions. Nevertheless, the securities provided the trust funds are included
in the present statutory definition and this results in the anomaly of the ceiling
needing to be raised at a time when the overall budget is operating at a surplus.

The fact is that, so long as the trust funds are operating at a surplus and thus
acquiring additional Treasury issues, the debt subject to the ceiling will increase
even if the overall budget is in balance. The trust funds are projected to provide

, surpluses of $9.4 billion and $10.3 billion in the fiscal years 1969 and 1970 respec-
tively. That alone is the reason why the debt on the present statutory basis will
continue rising, even though the unified budget is in surplus and the debt held by
the public is projected to decline.

Conversely, if at some time in the future the trust funds happened to operate
at a deficit, the debt on the present definition might decline, even though the
unified budget had no surplus.

Clearly, this situation could give rise to results out of keeping with the intent of
the Congress in setting a debt limit. For instance, a larger-than-anticipated sur-
plus in the trust funds, which as trustee I must invest in public debt, could result
in a tigher ceiling on public borrowing than the Congress intended. A smaller
surplus or deficit in the trust funds, on the other hand, would provide more leeway.

The second general way in which the new debt limit will importantly improve
understanding and control of public finances is to include the debt issues of
agencies in which the U.S. Government has an ownership interest. This will
add the debt issues of TVA, the Export-Import Bank, Defense family housing,
and the participation certificates issued by FNMA before and after the fiscal
year 1968 In contrast, the present limit includes only the FNMA p/c’s issued
in 1968 and lesser amounts of debentures or bonds issued by the Federal Housing
Administration and the District of Columbia.

This change to a uniform treatment of all agency issues side-by-side with
direct Treasury debt will for the first time relate the debt ceiling to the total of
Federal borrowing demands in the financial markets. This is the total appropriate
for governing and controlling these aggregate demands.

Your Committee in prior hearings has focused intensively on the problems
generated by use of agency and p/c financings as a substitute for direct financing
by the Treasury. Under +' e proposed concept, the choice between agency issues
and direct Treasury issu : has no effect on the debt limit. Thus, the appropriate
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financing mechanism, whether by direct Treasury issues or agency borrowing,
can be considered entirely on its own merits without any suspicions that the
choice has been affected by a desire to finance in ways that will not show in the
debt limit. There have been allegations in reéent years that the Government was
using agency financing to get around the statutory debt limit and for budget
“gimmickry”. Whether true or false, the important thing is to eliminate the
possibility and provide for the treatment of the debt that best assures public
confidence in the integrity of the Government’s financial arrangements.

I would emphasize that the exclusion of the holdings of Government accounts,
including trust funds, from the debt ceiling in no way affects the operations or
investments of the Federal trust funds. These funds operate under statutory
provisions covering their revenues, benefit payments and investments. The statutes
thus assure that these funds will continue to operate as they have in the past and,
as the managing trustee of many of these funds, I pledge that their investment
management will be carried out in full accordance with the law and the intent of
the law. Indeed, removal of these securities from the debt limit should provide
an additional element of protection for the trust funds, for it assures that a Sec-
retary of the Treasury will never be faced with a conflict between his statutory
duty to remain within the debt ceiling and his responsibility to maintain full
investment of the monies in the trust funds.

In conclusion, we have examined the need for prompt debt limit action and
the need for a redefinition of the debt subject to the limit. We urge the prompt
enactment of legislation providing a new permanent ceciling of $300 billion as
recommended by the President. .

Attached is a table showing our cstimates of the semimonthly debt totals
through June 1970 on the new basis consistent with the January budget presenta-

tion.
PUBLIC DEBT SUBJECT TO PROPOSED NEW LIMITATION, FISCAL YEAR 1969

{In billions)
Operating .
cash balance Pubiic debt
Cexcludin, subject to
N free gold limitation
ACTUAL

1968
JUNB B0 o e n—aaas $5.2 $290.6
July 15 5.6 94.8
July 31 5.9 94, 6
Aug. 15. 5.4 96. 6
Avg. 31.. 4.5 97.5
Sep! e 1.3 97,7
Sept. 30, .o ieeias .- 8.5 92,9
N 4.4 93.0
6.4 96. 1
2.0 95. 1
2.7 95, 4
1.0 96. 6
4.6 91. 9
1.8 291.9
7.1 293.5
4.0 2.6
4.8 1.5

ESTIMATED (Based on constant minimum operating cash balance of $4,000,000,000)

Mar. 15.. 4.0 293.6
Mar. 31_. 4.0 291,2
4.0 294.8
....................... 4,0 285.1
............................. 4.0 287.5
4,0 287.1
4,0 286.8
June 30, et . 4.0 278.4
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ESTIMATED PUBLIC DEBT SUBJECT TO PROPOSED NEW LIMITATION (BASED ON CONSTANT MINIMUM OPERATING
CASH BALANCE. OF $4,000,000,000), FISCAL YEAR 1970

[in billions]
Allowance to provide flexibility in
Operating financing and for contingencles
cash balance Public debt

(excludin subject to

free gold limitation $3.0 $8.0
$4.0 $278.4 $281.4 $286.4
4.0 282,3 85.3 290.3
4,0 282.0 285.0 290,0
4.0 285.3 288.3 293.3
4.0 285.0 288.0 293.0
4,0 288 291.3 296. 3
4.0 281,9 284,9 289, 9
4.0 286.3 89, 94, 3
4.¢ 87.8 90, 95, 8
4.9 91. 3 94, 99, 3
4.0 88.9 91, S 96. 9
4.0 291.4 294. 4 99, 4
4.0 86. 8 289, 8 94, 8
4.0 90. 3 93.3 208.3
40 87.8 90, 95. 8
4.0 90. 0 93, 98, 0
4.0 87.6 90, € 95, 6
4.0 9], 1 294, 99, 1
4.0 88, 4 291, 96. 4
4.0 91,7 94,7 99, 7
4.0 83. § 86. 91, 5
4.0 286.3 289, 94, 3
40 284.5 287, 292, 5
4.0 282.5 285, 290.5
4.0 274.4 277.4 282. 4
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[Excerpts from the Report of the President’s"‘Commission on Budget Concepts]

THE PUBLIC DEBT LIMIT

Since the statutory public debt limnit is likely to continue to be used by the
Congress, the Commission suggests that the executive branch may wish to
ask that consideration be given to changes that will make the debt limit
consistent with the Federal budget concepts herein recommended.!

The Commission’s recommendations revising the concept of the budget
deficit and the parallel revision of debt concepts have a bearing on the struc-
ture of the debt limit. The Commission points out that a debt limit which
is parallel in structure to the new concept of Federal securities held by the
public will make it possible for the Secretary of the Treasury and the Budget
Director to relate their Congressional debt limit testimony to the recom-
mended concept of budget receipts, expenditures, and deficit much more
understandably. The administrative budget has traditionally and necessarily
dominated debt limit hearings, regardless of which budget concept the
President has emphasized in January. This has been one of the more con-
fusing aspects of budget presentation. '

In reviewing the debt limit structure, the Commission is hopeful that the
definition of the public debt subject to limit can be set up in a manner con-
sistent with recommendations in this chapter and outlined in Table 3, which
shows both gross debt outstanding and debt held by the public. There
could be an advantage in separating the two basic types of Federal securidies
for dcbt limit purposes since they have a cifferent legal basis of issuance
and the degree of Treasury control varies. The public debt Limit could
be confined simply to direct borrowing by the U.S. Treasury, with another
limit reflecting Federal agency borrowing. { The Commission has suggested,
in Chapter 3, the closer surveillance of the Government guaranteed and
insured loan programs, which do not directly affect the debt.)

The Commission notes that the concept of what the Congress has seen fit to
include in the debt limit has undergone substantial revision over the years.
It has moved from individual issues to classes of securities, from classes of
securitics to overall public debt, to inclusion of those Federal agency obli-
gations guaranteed by the Government as to principal and interest, and to
a redefinition of savings bonds from face to current redemption value. A
further revision now seems logical in line with the Commission’s recommen-
dations on concepts of the budget and Federal securitics held by the public.

1 While they do not, of course, have any objection to the Commission’s suggestion
that the executive branch may wish to recomniend that the structure of the statutory
public debt limit be re-examined in the light of the Commission’s proposed new
budget and debt concepts, the congressional members of the Commission would not
want to be understood as now subscribing to the thought of any change in the overall
debt limit in advance of careful study by the appropriate committees of the Congress.
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Financing of Budget Deficits

TaBLE 3.—Reconciliation of various major concepts of Federal borrowing
[In billions of dollars]

As of June 30
1966 1967 1968
actual estimate | estimate
1. Present debt concepts:
A. Publicdebt................... 319.9 326.8 334.8
Plus guarantced obligations. . . .. .5 .5 .6
B.  Federal securities (public debt
and guaranteed obligations). 320. 4 327.3 335. 4
Less pre-1917 debt not sub-
jecttolimit...... ... ..., .3 .2 .2
C.  Debt subject tolimit......... 320.1 327.1 335. 2 !
T i
2. Development of new debt concepts: . 1
A. Public debt (1-A above). .. ... .. 319.9 326.8 334.8
Less noninterest bearing notes to .
international organizations. . ., 3.8 3.3 3.3
Gross public debt (revised). . 316.1 323.5 331.6
Less holdings by Federal agen-
cies and trust funds.......... 64.3 72.9 77.9
Public debt held by the public. 251.7 250. 6 253.6
B. Plus: Federal agency securities:
Bonds, notes, and debentures. 7.7 10. 1 11.
Participation certificates... .. 3.5 6.5 1L
Gross Federal agency debt. ' 1.2 16.6 22.8
Less holdings by Federal agencies
and trust funds.............. .2 .7 .8
Federal agency debt held
by public............. i 1.0 15.9 22.0
C. Equals: Federal securitics (1ec- ’
ommended concept): :
Gross Federal debt....... .. 327.2 340. 1 354.3
Less holdings by Federal
agencies and trust funds. 64. 5 73.6 8.7
Federal sccurities held by ' ! |
the public..... ...... | 627 : 26.5 ' 275.6
Memorandum* Federal land bank and ! : l l
Federal home loan bank secutities held by | !
the pubfic....... ... ... o TR (UL 2§ A A A
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BUDGET CONCEPTS AND THE PUBLIC DEBT LIMIT
Staff Paper

President’s Commission on Budget Concepts
June 21, 1967.

At first glance, the question of the public debt limit—even with regard to
its conceptual problems—may scem somewhat foreign to the charge which
the President has placed upon the Commission ‘‘to advise me on budgetary
concepts and presentations.” However, as the Director of the Bureau of the
Budget aptly pointed out, in his statement to the Ways and Means
Committce in its hearings on thé public debt limit on May 15, 1967, “the
conceptual and accounting treatment of debt is closcly related to the con-
ceptual and accounting treatment of budget receipts and expenditures.”
Both the Budget Director and the Secretary of the T'reasury referred to the
future work of the Commission in regard to debt concepts in the February 6,
1967, hearings on the public debt limit before the Ways and Means Com-
mittee as well as in the May hearings. In his most recent testimony, the
Secretary stated:

Our conclusion is that by far the preferable course at this time is to make no change
in present debt limit coverage. This is not because we feel the present arrangements
are incapable of improvement, but because the proposals that have been discussed
do not appear to us to offer the prospect of significant improvement, and because
this is a topic that deserves careful, unhurried consideration. . . . I do not believe one
should merely sit back and expect this Comunission {on Budget Concepts] to supply
easy answers to this complex question, but since the matter can be deferred, it seems
appropriate to continue studying this question, and particularly to consider it in light
of comments or recornmendations that the Commission might have.

Although the Ways and Means Committee, in reporting out its most
recent bill on the debt limit increase, changed the definition of the
public debt to include all FNMA participation certificates that will be sold
in the fiscal year 1968, the Committee made it clear that this action “is not
intended to imply that your committee necessarily believes this represents
the appropriate treatment for future issues of such certificates. Your com-
mittec reiterates the statement contained in its report the last time it con-
sidered the debt limit (FILR. 4573) that the question of what amounts should
propexly be included in the debt subject to limitation is a debatable issue
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which should be studied carefully, and it is an issue which the committee
will consider in the future when it has the benefit of the recommendations
of the President’s Commission on Budgetary Concepts.”

It is clear, therefore, that the Commission is expected to delve specifically
into the problem of decbt limit concepts by both the Congress and the
executive branch. This seems appropriate also on the substantive ground
that regardless of how the Commission comes out in its deliberations about
a “best” budget deficit concept, that concept will either have a positive
¢ffect on the redefinition of public debt or will make the relationship of the
deficit to changes in debt more complicated.

Is the debt limit useful?>—It can be argued that the public debt limit serves
no useful purpose and should be abolished. Those who take this point of
view note that the entire process is very time-consuming and embarrassing
to the Secretary of the Treasury. By the time the spending process gets down
to the question of paying specific bills, the Treasury has no alternative but
to ask for an increase in the debt limit and the Congress has no alternative
but to grant it, although it may be very reluctant. It can also be argued that
the whole process is embarrassing to individual Congressmen who recognize
that they must eventually vote for an increase in the debt limit so that bills
are paid even though it is interpreted by their constituents as a vote for
higher Government spending. At least one Secretary of the Treasury has
told the Chairman of the Scnate Finance Committee that if he thought
the debt limit saved one dollar of Federal expenditures, he was sadly mis-
taken. Most cconomists and journalists have also taken the point of view
that the public debt limit serves no real purpose since it is merely a feverish
attempt to lock the bam after the horse has been stolen,

Continued support for the idea of a public debt limit is basically a reflec-
tion of frustration on the part of both the executive branch and the Congress.
They feel that there is no other place under the present organization of the
Government where the entire Federal budget picture can be brought into
focus for review. No one will deny that such a review is very iinportant; yet
no one has come up with an acceptable plan of congressional overall budget
review as a substitute for the debt limit performance, which has gone through
the entire legislative process 16 times in the last 9 years.

Many attempts have been made to find an effective alternative, including
the idea of a single appropriation bill which died a-borning. Perhaps the
continued efforts in recent years of the Appropriations Committees and the
Treasury Secretary and Budget Director to get together before appropria-
tions hearings start will produce somewhat better control of the spending
side of the budget, particularly if they were to include a review at the close
of the session as well as at the beginning of it, but even here the picture is a
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partial one. In the meantime, the Ways and Means Committee is still
a logical place for overall budget review because of its initiating powers
on tax, trust fund and public debt legislation. And no onc can argue that
the entire process of debt limit legislative action is without meaning after
witnessing the refusal of the Housc to pass the most recent debt limit bill
approved by the Ways and Means Committee in June 1967. The debt limit
hearings may be said to have another advantage, from the point of view
of the Commission’s desire to have more frequent interim budget reviews, in
that it forces the Exccutive Branch to produce and defend more up-to-date
projections.

The Commission may very properly feel, therefore, that a recommendation
as to whether there should or should not be a public debt limit is outside of
its arca of responsibility to the President. Given the existence of the debt limit
as part of the fiscal environment, however, the Commission can make a
positive contribution—as a direct outgrowth to its conclusions on budget
concepts—to a proper definition of public debt (and debt subject to limit).

How the present definition of the public debt ties into present budget concepts

The present concept of public debt is tied in much more closely with the
administrative budget than with either the cash consolidated budget or the
national income accounts. As noted in the table below, there is a fairly close
relationship, subject to changes in Treasury cash balances, between the
administrative budget deficit and the net increase in public debt:

TABLE ).—Administrative budget deficit and changes in public debt outstanding

[Billions of dollars]
Fiscal Year
1966 1967 1968
estimate | estimate
Budgetdeficic. ..........oooviii i 2.3 9.7 8.1
Plus: Net miscellaneous expenditures!. ... .. .6 .5
Plus: Net increase in Treasury cash. ... ... —-.1 -3.4 | ......
Equals: Net increase in public debt. . ... ... 2.6 6.9 8.1
Public dcbt outstanding: End of year....... 319.9 326.8 334.8

*Less than $50 million. .
! Includes clearing account for outstanding checks and public debt accrued interest,
etc.

The reconciliation between public debt outstanding and public debt sub-
ject to limit has two further steps, so there are 4 major reconciliation items
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(one of which is a catchall of a great many items) between the administra-
tive budget deficit and the public debt limit.

In the first place, public debt subject to limit includes fully guaranteed
securities of Federal agencics held outside of the Treasury—currently con-
sisting almost entirely of Federal Housing Administration debentures and
District of Columbia Armory Board Stadium bonds. Adding these in pro-
duces a concept called “Federal securities” or “Securities Issued or Guaran-
teed by the United States Government,” which is the basis for overall debt
figures uscd in Treasury, Federal Reserve, and other Government
publications.

In the second place, however, the concept of public debt subject to limit
excludes those public debt obligations which were incurred by the Treasury
prior to the enactment of the statutory debt limit in April 1917 and are still
outstanding as noninterest bearing debt.

TABLE 2.~—Public debt outstanding and debt subject to limit

[Billions of dollars]
June 30
1966 1967 1968
estimate | estimate
Public debt outstanding. ................. 319.9 326.8 334.8
Plus: Guaranteed sccuritics of Federal
BRENCIES. .. vttt i .5 S5 .6
Equal: Federal securities... ............... 320.4 327.3 335.4
Less: Public debt not subject to limit....... 3 2 .2
Equals: Debt subject to limit.............. 320.1 327.1 335.2

Despite the confusion growing out of these four conceptual differences
between the budget deficit and changes in debt subject to limit, it is under-
standable why the executive branch continues to make all of its presenta-
tions to the Congress on the debt limit with a direct tie-in to the administra-
tive budget. The Secretary is responding to a concept defined for him by the
Congress, rather than its being of executive branch creation. If he were
to pick another existing budget concept (cash or NIA) he would merely
add fuel to the fire of confusion.

Let us try the recenciliation of the present consolidated cash deficit
to changes in the present debt subject to limit.
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TasLE 8.—Cash deficit and changes in debt subject to limit

[I:‘iscal year billions of dollars} .

1966 1967 1068
actual cstimate | estimate

Cashdeficit.................ooiiinias, 3.3 6.2 4.3
Less: Scigniorage.............co0iiiilnn —.6 —~L1 -.5
Less: Net increase in Treasury and agency

cash. ..o -.1 -3.4 | ......
Equals: Cash borrowing from the public.... 2.6 1.7 3.8
Plus: Dcbt issued in lieu of checks......... .5 .5 .6

Plus: Net investment of trust funds and
agencies in public debt and agency securi-

HeS. t it it e 3.6 8.6 5.5
Equals: Increase in public debt and agency

securities. .. .....ooviiiiiiiiiiiiiia 6.7 10.8 9.9
Less: Net sales of agency sccurities (except )

guaranteed). ... it iiiiiii e ~4.2 -3.8 -1.8
Less: Increase in public debt not subject to :

Bmit. ..o, e | S
Equals: Increases in debt subject to limit. . . 2.5 7.0 8.1
Debt subject to limit, end of year.......... 320. 1 327.1 335.2

The complicated reconciliation involved in translating the cash deficit
into changes in the present concept of debt subject to limit is obvious.

But there is more than confusion involved in thé use of the present cash
deficit as the introductory step to the debt ceiling calculation. There is an
absurdity involved in the present cash budget accounting, which is the
principal rcason why neither the Treasury nor the Bureau of the Budget
has ever published a table on outstanding debt consistent with their figures
on “net borrowing from public.” This absurdity relates to the fact that a
literal interpretation of the cash borrowing concept requires that U.S.
savings bonds, retirement bonds and Treasury bills—all of which are sold
at a discount—be included at issue price rather than at their current redemp-
tion value. This produces an understatement of about $111% billion of
accrued interest on appreciation type savings bonds (mostly E bonds), and
another $1Y% billion on Treasury bill interest (clifference between discounted
issue price and face value), even though the only difference between these
and other Treasury interest payments is that the other securitics pay interest
in cash semiannually on their face value.

Nevertheless, such a table on “cash” debt held by the public can be
constructed, and it is shown below.
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TABLE 4.—~Federal borrowing t outstanding in the hands of the public, June 30, 1966

[in billions of dollars]

Less Equals
Gross Debt | Dcbt held | Debt
debt issued | by Gov- in
inlieu | ernment | hands
of agencies of
checks | and trust { public
funds
1. Federal securities:
A. Subject to debt limit:
1. Public debt:
Marketable............. 1209.1 1.4 13.4 194.3
Nonmarketable.......... 55.2 11.5 2.1 41.6
Special issues. . ......... 511 | ...... 51.1 | .....
Noninterest bearing 2. ...] 4.2 26 | ........ 1.6
Total.............. 319.6 15.5 66.6 237.5
2. Guaranteed obligations. .... - T .1 4
3.Total........coovvunennn. 320.1 15.5 66.7 237.9
B. Outside limit................ IS T N T .3
C. Total Federal securities....... 320.4 15.5 66.7 238.2
11, Federal agency securities......... L % A T N 17.7
II. Total Federal and Federal agency
securities.........ooiieenn, 338.1 15.5 66.7 255.8

t Includes sccurities of Federal agencies and federally sponsored enterprises.
3 Includes matured debt.

There seems no need to pursue for the Commission’s benefit the even more
tortured and elaborate reconciliation which would trace the path from the
deficit in the national income accounts to changes in public debt subject to
limit.

Where do we go from here?

It appears to be a tremendous challenge to suggest that a budget concept
could be defined which would produce a figure on the Federal deficit exactly
equal to changes in the public debt subject to limit even if Congress had no
inhibitions about redefining its concept of debt subject to limit. It is possi-
ble, however, that the Commission can come very close to recommending this
identity—or at least with fewer items than now exist even in the reconcilia-
tion of the administrative budget deficit to the present public debt limit
concept.



To accomplish a perfect identity of the budget deficit and the change in
debt (and debt subject to limit), the following six questions would have to
be answered in the affirmative:

1. Should the budget deficit, as proposed by the Commission, be essen-
tially the presently defined cash deficit but perhaps (a) with expenditures
(and/or receipts) redefined on an accrued basis and/or (b) with loan
transactions excluded?

2. Should the present concept of debt subject to limit be expanded to
include: (a) old public debt now outside the limit; (b) securities issued by
Federal agencics and federally sponsored enterprises?

3. Should the present concept of Federal debt (and debt subject to limit)
be contracted to exclude securities held by Federal Government agencies
and trust funds, the investments of which are considered as intragovern-
mental transactions in calculation of the budget deficit?

4. Should the present concept of Federal debt (and debt subject to limit)
be contracted to exclude those noninterest-bearing notes issued to various
international organizations which are essentially a lme of credit rather than
securities?

5. Should the present concept of Federal debt (and debt subject to limit)
be redefined on a net basis to deduct all financial assets (net of liabilitics)
implicit in any new definition of budget deficit (including cash, loans out-
standing, and receivables) ?

6. Should the urge to expand the definition of Federal debt (and debt
subject to limit) be restricted to securitics issued by Federal agencies, with-
out including (a) securities and other evidence of debt issued privately even
though they are insured or guarantecd by an agency of the Government, or
(b) other contingent liabilities?

Each of these six issues should now be examined carefully.

1. The first question here relates directly to whether or not interest ac-
cruals on savings and retirement bonds, and on Treasury bills, are properly
included 'in a concept of Federal expenditures and, therefore, the deficit.
They are so included in the present administrative budget. They are de-
ducted, however, as “debt issued in lieu of chiecks” in working to the present
cash consolidated budget totals. In this instance, the admihistrative budget
treatment seems preferable. An investor who owns an accrual-type Series E
Savings Bond is surely receiving income on it at the end of each 6-month
accrual period although he has the option for income tax purposes of treat-
ing it as current income or deferring the tax until he cashes the bond. As was
noted in the introduction to Table 3 the exclusion of accrual of interest on
Series E savings bonds becomes rather farfetched when a table is constructed
showing “cash” debt held by the public and all accrual type bonds are shown
only at issue price which, of course, understates seriously their present value
to the owners and the present liability of the Federal Government. Treasury
bills, like accrual type savings bonds, are also sold 2t a discount frow: their
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face value. The law specifically provides that the difference between the pur-
chase price and the maturity value of Treasury bills is considered income for
tax purposes. So to exclude such interest accruals from Government expendi-
tures or from the total of debt outstanding is just as extreme as in the case of
savings bonds. The volume of such accruals outstanding on June 30, 1966,
was $11.5 billion for savings and retirement bonds and $1.4 billion for
Treasury bills, with additional accruals for types of securities combined
estimated at $1.1 billion for fiscal 1967 and $.6 billion for 1968.

If the budget deficit is defined to include all loan transactions, no further
debt question arises under this subheading. If a capital budget for loans is
adopted, however, a further step in reconciliation is required as discussed
in Question 5.

2. Expansion of the definition of public debt (and debt subject to limit)
to include all public debt outstanding has obvious merit simply on the
though under present law it will go on forever. The detail is as follows:
grounds of good housekeeping. As of June 30, 1966, there were only $266
million in this category. The figure will get smaller year after year even

Public Debt Excluded from Debt Limit, June 30, 1966
[Millions of dollars)

Maturcd debt on which interest has ceased:
Debt issued prior to April 1, 1917 1.5
2%4% postal savings bonds and First Liberty Bonds .8
Debt bearing no interest:

Fractional Civil War currency 2.0
Legal tender notes (issued under laws before 1901) . _____ 166.5
Old series currency and redemption accounts for National bank notes
and Federal Reserve Bank notes (big bills) : 91.9
World War I thrift and savings stamps 3.7
Total public debt excluded frpm debt limit__.. 266. 4

These figures are interesting to the historian, but are, of course, exceed-
ingly minor. .

At the time that the original debt limit legislation was passed in 1917,
there was good reason to exclude debt issued before April 1, 1917, on grounds
that it would technically involve retroactive legislation to include them. Half
a century has now passed. Although there might still be some obscure legal
grounds for keeping them out of the debt limit, the passage of time has
probably cured the “problem.” There is no interest-bearing debt in this
category, and it is safe to assume that almost all of this debt has been long
since lost or destroyed. There is no law which provides that the Treasury can
write off any of this debt. There is even $27,869.77 Treasury 6% stock of
1790 and a $3500 bond of the 8% loan of 1800 outstanding. In the absence
of such a law which would permit debt of such ancient vintage to be re-
moved completely from the Treasury debt rolls it seems simpler to include
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the small amnount which is involved to climinate one minor reconciliation
item between publxc debt and debt subject to limit.

The big issue in this question relates to the inclusion in the debt limit of
securities issued by federally sponsored enterprises or Government agencies.
In any overall summary of Federal borrowing, the extent of inclusion of
Government agency borrowing will, of course, depend upon the extent of
inclusion of the agencies involved in the coverage of the new budget. At
present, those agencies whose securities are widely accepted by investors as
being Federal agencies include one wholly owned agency (Tenncssee Valley
Authority), three mixed-ownership agencies (Federal intermediate credit
banks, banks for cooperatives, and Federal National Mortgage Association

_secondary market operations), and two privatcly-owned agencies where all
original Government capital has been repaid (Federal home loan banks
and Federal land banks). If participation certificates issued by the FNMA
as trustee for other Federal agencies or issued by the Export-Import Bank
are to be reflected in a new budget presentation as means of financing rather
than as negative expenditures, they, too (along with Commodity Credit
Corporation certificates of interest) should properly be included in such a
concept of Federal and Federal agency sccurities. The volume of such Fed-
eral agency bonds, notes, and debentures on Junc 30, 1966 was $18.1 billion
(growing to $24.0 billion in 1968) plus participation certificates of $4.4
billion on June 30, 1966 (growing to $13.0 billion in 1968).

3. Since the whole principle of a consolidated budget rests on the elimina-
tion of all intragovernmental transactions, this suggests that all holdings of
public debt or Federal agency securities by any Government account, trust
fund or agency, should be eliminated. The volume of such intragovernmental
security holdings as of June 30, 1966, for example, was $66.7 billion so this
becomes the single most important item in terms of size involved in these
six questions.

Arguments for leaving the debt definition on a gross basis at this point,
rather than allowing these deductions, go along these lines. Critics of the
social security and other Government retirement systems over the years have
continuously argued that the Government has taken the money and spent it
for general Government purposes, and has merely given the trust fund an
IOU as a bookkeeping transaction. The Treasury has countered this argu-
ment with the positive statement that the securities sold to Government trust
funds are no different than those sold to private investors, so there has been
no more “diversion of funds to other purposes” than through the sale of an E
bond to an individual or.a Treasury bill to a corporation or a bank. The
Treasury might find its point harder to make if the statement of the public
debt were to “demote™ securities sold to trust funds to a sort of second-class
obligation under the heading “intragovernmental transactions.” On the
etier hand, the Treasury would still be able to use the argument that the
trust funds and agencies hold biilions of dollars of regular public inarketable
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and nonmarketable securities ($15.6 billion as of June 30, 1966) and a
Treasury 4% bond maturing in February 1990 has exactly the same value
in the market or at maturity regardless of who holds it. The answer to that
argument, of course, would follow that if it is exactly the same, why take it
out of a broad statement of public debt just because it happens to be held at
a particular point in time by a Government agency rather than by the public.
In broad principle, however, the proponents of exclusion of trust fund and
agency holdings will argue that this exclusion should be no more difficult to
swallow than in the case of the initial receipts and expenditures which have
been used for years in the cash budget and which the Commission may very
well embrace itself. Again, this principle (zither on the receipt and expendi-
ture or the investment side) can be accepted without violating the trust fund
structure in any way.

4. The present Treasury concept of public debt outstanding includes ap-
proximately $214 billion of noninterest-bearing debt (payable on demand)
issued to the United Nations, the Inter-American Development Bank, the
International Development Association, and the International Monetary
Fund. These are, in effect, lines of credit rather than debt outstanding and
are more in the nature of an account payable than a security. As a practical
matter, these international organizations are now working with the Treasury
toward the eventual substitution of letters of credit for the existing public
debt obligations when they mature. Some of this substitution has already
taken place and all of the U.S. Government’s new increase in its quota for
subscriptions to the capital of the International Monetary Fund in 1965 was
placed on this basis.

The treatment of commitments of this nature as letters of credit rather
than as budget expenditures is not unique to these international organiza-
tions except insofar as direct issuance of public debt obligations is involved.
It is only part of a broader Government-wide effort to encourage the usc of
letters of credit in grant-in-aid and other Federal programs to obviate the
need for advance payments and the practical limitations of Government Ac-
counting Office policing of the Government’s requirement that no recipient
of grant-in-aid funds can employ them to earn income while awaiting final
disbursements. If this letter of credit trend continues, the exclusion of these
noninterest-bearing notes to international agencies may be automatically
achieved some time down the road and any recommendation by the Com-
mission to exclude them from the current debt figures would mecrely serve
to anticipate future developments. .

5. The idea of deducting net financial assets from debt outstanding to
arrive at a concept of net debt outstanding is not a new one in terms of
either Government or corporate finance. It ties indirectly with the Com-
mission’s desire to present a prominent means-of-financing section in its
new budget presentation.
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To many, it may secm strange to deduct cash, for example, because cash
is not debt. To others, however, the idea makes a great deal of sense in that
this in very real terms defines precisely where the Treasury stands at a given
point of time with regard to its most obvious current asset-—cash—as a par-
tial offsct, small though it may be, to the public debt. It scems clear that if
the public debt is $300 billion on a given date and the Treasury has $10
billion in cash, it is indeed in 2 better financial position than if it has a debt
of $297 billion and only $2 billion in cash. A net debt concept would show
this.

The point should also be made that a concept of net debt defined in this
manner would give the Treasury considerably more flexibility in the timing
of debt operations in the market than it has at present. A tight debt ceiling,
for example, may mean that the Treasury is completely unable to offer a new
issue of sccurities at a time when market acceptance appears to be quite
favorable because the issuance of the new securities would put the debt over
the debt limit. It could, however, take advantage of such an opportunity
under a net debt limit concept since the new issue of securities would be ac-
companied, of course, by an inflow of cash so that the net debt would not
change at all at first and the later effect would be much more gradual.

The same arguments for exclusion of cash can also be extended logically
to the net excess of Treasury accounts receivable over accounts payable.
This would be true regardless of whether the present “cash” budget is used
(which still has to reflect checks issucd but not paid and accrued interest)
or that concept is expanded to more of an accrual basis generally.

To the extent that the budget deficit is redefined to exclude loans on the
theory that they are financial transactions rather than spending the case is
strong for deduction of loans outstanding in calculating net debt. The dol-
lar value of loans so deducted would be exclusive of any capitalized subsidy
reflected in the budget as spending rather than lending.

In a sense, the definition of net debt offered here is a concept of financial
balance quite akin to corporate finance (debt outstanding plus accounts
payable less cash and accounts receivable). The most likely objections to
such a concept of net debt would presumably relate to the feeling that debt
is debt and the most effective congressional control over the amount of debt
outstanding relates to a summation of specific securities and that any at-
tempt to reflect cash or other financial claims is too confusing and
theoretical. :

6. The question of proprietry of inclusion only of sccurities issued by the
Federal Government or Federal agencies as defined in the Commission's
recommendation of its preferred budget concept may be attacked in some
quarters. Some observers maintain that in any comprehensive definition of
debt, the extension of private credit should be included when it is backed
directly by a guarantee or an insurance program run by a Federal agency.
In this category would fall obligations guaranteed by the Farmers' Home

27-174 0—069——3
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Administration, the Maritime Commission, the Federal Housing Admins-
tration, the public housing and urban renewal programs, AID loans
guaranteed by the State Department, guaranteed loans of the Veterans Ad-
ministration, of the Export-Import Bank, the Small Business Administration,
and a large group of others. These add up to $94.9 billion as of June 30, 1966,
and are expected to grow to $102.9 billion in the ensuing two years.

These ave all in a sense contingent liabilities of the U.S. Government, but
the opponents of their exclusion from compiehensive debt totals argue that
a clean line should be drawn between debt issued by the Government or
those Government agencies included in the Comimission’s proposed budget
concept, as against debt issued by any private lender outside of this concept
cven though there is a Federal guarantee or insurance program involved.
One recommendation might be to accept the degree of grossness suggested
here for purposes of constructing statements on Federal Government and
agency borrowing and show prominently, but strictly as a memorandum item,
the degree of Federal involvement through its guarantee and insurance
programs. Any defaults or losses growing out of these programs are, of course,
already reflected in budget expenditures.

Another point that can be made on exclusion of the guarantee and insur-
ance programs is that it becomes difficult to stop at potential Government
liabilities relating just to loan insurance and guarantee programs. It would
seem easy, conceptually at least, to extend the idea of contingencies to in-
clude nondebt items such as insurance of bank deposits and the unfunded
liabilities of the various retivernent funds, all of which offer new compli-
cations of calculation, theoretical justifications, and almost certain
mx»mtm'p.chtlon

To summarize, although reservations can be e\pres:,ed on each of the
six questions which pose obstacles to a perfect identity of the Commission’s
eventually agreed-upon concept of the budget deficit and its definition of
net changes in the Federal debt, the case for 1dcnuty seems very strong, not
only in thc detailed analysis of the'specific issues involved but also bz,causc
of the overwhelming appeal of its simplicity. Table 5 has been constructed
just as a “teaser” to put the various components in some perspective.

This would not be the first change in concept in the history of the public
debt limit. In its fifty-year history, it has already shifted from new debt to
debt outstanding, from specific issues to classes of issues, from classes of
issues to total debt, and from a basis of face value to current redemption
value of savings bonds.

Again, it should be mentioned that the Ways and Means Committee
has encouraged the consideration of just the sort of exercise spelled
out in this mﬂ“ paper by suggesting that the question of what “should prop-
erly be included in the debt subject to limitation is a debatable issue which
would be studied carefully, and if is an issue which the [Ways and Means]
Committee will consider in the future wheit it has the benefit of the recom-
mendations of the President’s Commission on Budigetary Concepts.”



31

TaBLE 5.—Reconciliation of Federal debt concepls
[Billions of dollars)

As of June 30

1966 1967 1968
estimate | estimate

1. Reconciliation of present definition of public
debt subject to limit to new concept:
A. Present public debt and guaranteed ob-

ligations subject to limit............ 320.1 327.1 335.2
B. Plus: Public debt now outside limit. ... .3 .3 .2
C. Less: Certain noninterest-bearing debt
~ issued to international organizations..| —2.6 —-2.1 -2.1
D. Plus: Seccurities issued by Federal agen-
cies:
1. Bonds, notes, & debentures. .. ... 17.7 21.5
2. Participation certificates. . ....... 4.4 7.2 13.0
E. Equals: Total Federal sccurities. . ... .. 339.9 354.0 369.6
F. Less: Federal securitics held by Govern-
ment investment accounts. .. ....... —66.7 | —75.3 ~-80.8

G. Equals: Federal sccurities publicly held.| °273.2 278.7 288.8
H. Less: Federal financial assets t..... .. .. —12.9 —9.6 —~9.6

J. Equals: Net Federal debt publicly held?.| 260.3 269.1 279.2

K. Memorandum: Private credit guaran-
tced or insured by Federal programs. . 94.9 98.3 102.1

I1. Reconciliation of present definition of cash
borrowing outstanding to ncw concept:
A. Present concept of debt outstanding

tying to cash budget. .. ............ 255.8 257.5 261.2
B. Plus: Accruals on public debt interest..;  12.9 14.0 14.6
C. Plus: Participation certificates... ... ... . 4.4 7.2 13.0
D. Less: Federal financial assets !... ... ... ! -12.9 -9.6 -9.6
E. Equals: Net Federal debt publicly held ’.! 260.3 269.1 279.2
F. Memorandum: Private credit guaran-

teed or insured by Federal programs..;  94.9 98.3 102.1

1 Assumes $0.5 billion cash held outside Treasurer’s account; includes net cxcess of
receivables over payables by definition but no figures have been included.
? Changes are exactly cqual to budget deficit.
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The Crarryan. 1f some of us were disposed to fight, for that position
now you would prefer that we didn’t. You would feel, would you not,
that you have this increase in the debt limit und that being the case
you would rather settle for the bill as the House passed it?

Secretary KeNNEDY. The most important thing right now, Mr.
Chairman, is getting an increase so that we can live within the law
and meet our obligations according to the statutory requirements. |
think because of the time situation and the fact that the Congress
would want more time to consider the revised conecept that we should
zo just with the present legislation.

The Cuamsan. May 1 say, Mr. Secretary, my thought in looking
at your request is that if [ were you I think I would be asking for more.
L think when you first come into office you can suy-—without making
any individual comparisons or pointing a finger of scorn- -“Well,
looking at the situation we tnherited here, we feel we need u little
elbow room to operate with and, therefore, we would like to ask for
x figure.” 1 think you can ask for and have confidence of getting more
when you first come before the committee than you can after we have
given you your initial request. But 1 hope you realize that if you don’t
ask for it you are not likely to get it. That is aboul what you are stuck
with, the thing that you asked for.

Secretary Kenvenpy. Well, we asked, as you know, in the House
for a $17 billion leeway rather than $12, but they wanted us to come
back at an earlier date. We can slide through with this if we lve within
the contingencies. It is 2 smaller leeway than was voted a year ago.
At that time we had a larger leeway than we now have for contingen-
cies. There is only $3 billion in here for contingencies. And we may
be back before you earlier than we indicated.

The CuarMan. Senator Anderson.

Senator ANpersoN. No questions.

The Cuamrvan. Senator Williams.

Senator Winniams, Mr. Seeretary, in line with the suggestion of
the chairman about this new definition of the debt, would not the
mathematical result of the Congress, congressional approval of that
new definition be that the administration could in the next 4 years
spond about $40 billion more than it has taken in and still report a
surplus and still report a balanced budget?

Secretary Kexyeny. Senator Williams, that would, of course,
depend on trust accounts.

Senator Winniams. That is correct. But I mean based on the pro-
jections of these trust accounts that is a reasonably aceurate appraisal
of the new definition, is it not?

Sceretary Kuvvepy. 1 believe that is right, yes.

Senator Winniays, Do you believe that is fair to the Ameriean
people to give them the impression that we would be living within our
ceiling for the next 4 years when, at the same time, we would be
spending $40 billion more than we are taking in. Don’t yvou think we
need a little more nceurate method of accounting for the people?
Don’t you think they are entitled to that?

Seeretary Kexxepy. ! think that the debt limit, as such, Senator,
is not a definition of debt. It is u definition that the Congress has fixed
for these hearings, It does not now include all debt. What we are
trying to do here is to get a review of receipts nnd expenditures so that
you ean have some control over expenditures. ‘The debt limit is a
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matter of definition. T don’t think that either one necessarily accom-
plishes n limitation of expenditures.

Senutor WinLiams. I agree.

Secretary KenNEDY. When you get into that situation you have to
change it us is being done here. The history of debt limits is that when
you come up ngninst a ceiling you have to raise the ceiling.

Senator WiLnianms, 1 agree we have to have more control, but
what bothers me is that if we adopted this new definition which we
heard of for the first time a couple of weeks ago, we would have lost
control over $40 to $45 billion in the next 4 years. I can assure you
that that won't slide through too fast in the Congress.

Now, one other question—you were quoted yesterduy on the pro-
gram of “Issues and Answers” to the effect that, as I get it here, that
we would have around a $4 billion surplus in 1970. In other words,
you are expecting u larger surplus even than projected by the last
administration, is that correct?

Secretary KrnnNepy. That is correct. 1 didn’t give a number,
Senutor. 1 suid we would have a surplus larger than shown in the
President Johnson’s budget because we are going to make further cuts
in expenditures to accomplish that.

Senator Wirniams. 1 don’t celaim to be an economist, I just ran a
small business before 1 came down here, but it was always my ex-
perience that when we were building up a surplus or profit we didn’t
have to go to the bank to negotinte a larger line of credit in order to
finance that surplus. Could you expluin at least to me and, perhaps,
to some others why if you really have got a true surplus that you have
to increase the debt.

Secretary KeNNEDY. It is because of the trust accounts and, as
you know, they are in excess of their expenditures, so they are put into
Governiment securities and that inereases the debt limit.

Senutor Winniaams. [ understand that but, Mr. Secretary, the money
that is owed to these trust funds-—and they can be invested only in
Government bonds -—~they are obligations of the Government just as
much as though those sume bonds were bought by one of the banks
or individuals, are they not? They have to be paid.

Secretary Kexngny, They are obligations, right. Receipts and ex-
penditures are according to the provisions of law.

Senator WinLiams. And based upon the accounting principles that
we operated under prior to the last 3 or 4 years, you actually ure con-
fronted with a prospective deficit in 1969 and 1970 of around $7
billion instead of a surplus, isn’t that a fuct?

Seeretary Kenyepy. Well, T don’t know what definition you are
using of-—--

Senator Winniams, 1 am using the same definition we have used for
175 years before this Great Society eame in and before your definition,
yvour confirmation of it.

Seeretary Kexxeny. You have had three kinds of budget surpluses
and deficits before, and now with a unified budget we use the one
that has the impact on the economy, as you well know. If you want to
relate it to the figures you are quoting that are in the budget message,
Mr. Mayo has them.

Senator Witniams, And they are a prospective $17 billion?

Mr. Mavo. They show a current defieit $6,962,000,000 and for the
year beginning July 1, $6,848,000,000. Together that would be a total
of $13.8 billion,
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Senator Writrtams. That is correct, and then when vou take the
manipulation of Commodity Credit it brings it up to $17 billion. It is a
fact that is where you got your $17 billion request raising the debt
ceiling, was really in vecognition of the fact that you do have and are
confronted with o $17 billion deficit--that is assuming we don’t cut
back or change anything.

Seeretary KExNepy. | know, [ don’t think that is completely correct,
Senator. We got our $17 billion request by taking a look at the figure
you have on the table and having a contingencey. Instead of the $3
sillion we are now using v-e used a contingeney of $8 billion.

Senator Wrinniams, Well, T still am having a job to understand why
vou need a $17 billion additional inerease in the debt to finance a
surplus of, as you elnim now, of around $6 billion for the 2 years but |
will pass for the moment; I don’t want to exceed my time.

Has the administration made a decision yet of what it is going to do
with the surtax?

Secretary Kenyepy. The President will be coming with a message
on this, 1 think, fairly soon.

Senator Winntayms, Well, in order to projeet your figures through
the year, as you did, you had to make an assumption as to what you
were going to do with the surtax; did you not?

Secretary Kenyeny. We projected that on the basis of the continua-
tion of the surtax.

Senator Wirniays, Has there heen any thought given or concern on
the part of the administration about the rapid acceleration of private
investment eapital, plant eapacicy, and so forth? I understand it is
about a 14-percent incerease projected. Is there any concern on that?

Secretary Krxyepy. Yes, there is great concern. Inflationary pres-
sures are continuing and it is quite evident that after 4 years of con-
tinuous inflation that there fs a psychology of inflation on the part of
the public. I think as u result of that if there were any question about
the extention of the surtax that would end it.

Also it requires further action on Government or budget expendi-
tures.

Senator Winntans. Well, T agree with you on expenditures but on
investment credit when Congress reinstated the investment credit
about a year or so ago, at the time, it reinstated it about 60 days after
they asked for a tax increase. Was there a reversal of policy? I noticed
in a report that was in yesterday’s financial papers that the investment
in private industry has increased substantially since that time. Is
there any thought being given as to whether the suspension of that
investment credit should be considered at this time to take some of the
heat off?

Sccretary KunnNeDpy. There has been consideration of it. T think
that that (ax, along with other incentives, should be under veview and
are under review. It is not the kind of n tax that should be turned
on and off. The purpose of any kind of a tax like that, as you well
know, Senator, is to provide a longrun competitive position for our
industry in keeping up with technology um\ the cost of moving to
more modern plants and equipment. Tt is not the kind of a thing that
should be turned on or off for inflation control.

Senator Winniams, 1 eriticized the turning on and off, particularly
the turning on again. Do you think that, looking back, a mistake
was made when the investment eredit was reinstated about a year
ago at a time when we were confronted with an overheated economy?
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Seceretary Kenxeny. No. T feel that the tax might be too high
or there might be some better way of accomplishing the purpose. But
I would not have turned it off when it was turned off before, I would
have econtinued it on and taken other anti-inflationary measures
rather than moving in one field.

We have a tendeney whenever the plant and expenditure figure
goes up or some other area to get out of focus and to put a centrol on
that one sort of thing. 1 think in a free market society we ought to
take a longer run view rather than moment-to-moment or based on
inflationary-deflationary positions at that time.

Senator WiLniays, Well, my time is about up. I will want to pursue
that u little further later, but 1 will ask you just one question. We are
hearing a lot of concern ubout the low rate of yield on savings bonds,
41{ percent savings bonds. 1 think that we can agree that it is morally
wrong to try to sell these at 414 percent to the small investors at a
time when anyone with $1,000 more to invest ean get 6 to 614, maybe
614 percent on Government investments, Is there any consideration
being given toward bringing those in line?

Seeretary KenNepy. Yes, definitely, there is. 1t is not an easy
thing to do, as you well know, but the 41 ceiling is being looked at
and 1 think we will be back before you on this,

Senator Wirniays, Don’t you think that if that was brought in
line where o small investor could get a reasonably comparable yield
to what is available to the larger ones that it would siphon off into
suvings a part of that which is now going into consumer spending?

‘Secretury Kexxeny, Well, I think 1t would substantially encourage
saving, 1t would be good for the economy today in this inflationary
condition, One of the things we are seeing is not only the difticulty in
selling savings bonds but savings ave not increasing at the rate we
would like. .

Senator Wirntams. | thank you. My time has expired.

Senator Tanyapai. The Senator from Delaware got into some of the
areas I wanted to discuss with you.

I'rom what I read in the press, despite the increased social security
taxes and despite the surtax which was imposed and the possibility
of extending 1t, the inflationary spiral seems to continue and, as
Senator Williams pointed out, the principal area scems to be the
corporate private investment for new plants. We seem to be feeding
the inflationary spiral with investment credit and trying to cure 1t
with the surtax and monetary poliey.

What is the rate of operation of plant eapaeity now? Isn’t it about
80 percent?

Secretary KeNNEDY. It is in that arvea. I couldn’t give you the
exact figure,

Mre. Mavo. Between 80 and 85, below 83.

Senator Tanyapae., Why would the corporations want to expand
their plants at this critical time of inflationary spiral with only S0 to
85 pereent operating capacity?

Seeretary Kexxepy, Well, that is overall operating  capaceity.
There are many plants that are under, and operating at very tight
capacity.

There is another factor and that is this cost factor. The wage
increases ean be offset by modernization and newer equipment.
I do not know what part of that total is in the equation, but it is a
very large part of the total,
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I think there is another point. There is longrun thinking and plan-
ning on the part of corporations. They are worﬁing not only for today’s
market but they are working for tomorrow’s mnarket, for increases
In population growth.
. Then, of course, there is the inflationary psychology and it is not
just the investment tax credit. There are many who are not getting
the investment tax credit that are actually pushing ahead with plans
to expand. They will tell you, if you talk to them, it takes a long time
to prepare a plan. Boards of directors have to be considered. They
look at their markets, their sales are good, the profits are carrying on,
so they go ahead with expansion. So that there are many factors in
it, Senator.

Senator TaLmapGE. Undoubtedly many of them expanded now
because they are fearful if they delay it will cost more later.

Secretary KeNNEDY. That is the inflationary psychology, they
know it will cost more,

Senator Tarvapce. What does the investment credit amount to
annually in the way of taxes? What is anticipated for this fiscal year?

Secretary KeEnNEDY. Senator, we will have to submit that figure
because I don’t have it in mind.

(The following information was received from the Department of
the Treasury:)

The estimated effect on fiscal year 1969 receipts of the investment credit is as follows:
[In billions]

Individuals. - - eean -80. 5
Corporations._.. ... _._______.____. e e —2.3
Total . o e —-2.8

Senator TarLumapce. Counsel for the commiltee stated it was
about $2.8 billion. If we suspended that, don’t you think some of
this inflationary spiral, particularly in plant investment, would be
curtailed?

Secretary Kennepy. I think it would have an effect.

Senator TaLyMange. Wouldn’t it be a better way to fight inflation
rather than raise the prime rate to 7% percent, with the discount rate
going up all the time, and putting a lot of these little builders and
small operators out of business. In other words, it seems to me that
the Government is working at cross purposes between monetary
policy and the investment credit, both at the same time. If we are
going the route of hard and tight money it looks to me the Govern-
ment ought to go the whole way and suspend this incentive for people
to go out and borrow more money and build more plants. What is
your view on that?

Secretary ENNEDY. I think it is a longrun problem. We have a
competitive position in the world to maintain, and we can’t for an
inflationary need just turn that on and off.

Senator Tavyvance. T would agree that tax policy ought not be
shifted——

Secretary Kennepy. If this was wrong as an incentive it should
be looked at. That is why T say all of these incentives, this is not the
only one, should be looked at.

Senator Taumanae. These major corporations with lines of credit
and huge resources can go in and borrow sums regardless of how
tight money gets and how high interest rates are. But a small operator
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trying to build homes or something like that is not in that fortunate
position. And if there is $2.8 billion in taxes involved, at a tiine when
apparently it is going to be the policy of the administration to recom-
mend increasing the surtix, I think the time has come to give serious
consideration to the possibility of suspending this investment credit
until our inflationary spiral gets more under control.

What is the rate of inflation at the present time? I see statistics
from time to time, and it doesn’t look as though we are making too
much progress in controlling it.

Secretary KExNEpY. We are making very little progress in control-
ling it. I think that for 4 vears we have been on an inflationary binge,
we had a very large deficit, $25 billion, the Vietnam war continuing
and social programs expanding. That has been changed now, and we
have a budget that is in relative balance depending on which figures
you watt to use, but it is in better balance, and we think we will cut
expenditures further.

Senator Tauyvavce. The rate of inflation for calendar year 1968,
I seem to recall—4.7 percent—is the most generally accepted figure,
is that about right?

Secretary Kexnepy. Well, that is about right. It depends upon
what you mean by rate of inflation.

Senator Taryance. I believe that was the cost of living incrense.

Secretary KexNeEpy., Compare the price levels, consumer price
increases or the wholesale price increases. I think it is running now
higher on wholesale prices which will be translated to consumer prices
later.

Senator TALMADGE. Is it running about the same level now? Is it
greater or less?

Secretary KENNEDY. Running about the same level.

Senator TaALMApGE. About the same level. Thus far our policies
have not been very successful.

Secretary KeENNEDY. That is right,

Senator TaLmMapGE. Thank you, Mr. Secretary.

The Cramaan. Senator Bennett.

Senator BENNETT. Mr, Secretary, I am interested, as I know we all
are, in this question of definition of the debt, and the problem that
Senator Williais has raised concerns me. Aren’t we dealing here with
the fact that there are two or, 1 think you said three, methods of
figuring a budget, and each of those methods will turn up a different
figure in either the profit or the surplus or deficit because those
methods do not include, or the elements in making up the budget are
different in the three methods?

Secretary IKenNEDpY. Well, we have, Senator, the receipt and ex-
penditure side, and you can come to a total of that.

Senator. BENNETT. Isn’t that called the administrative budget?

Secretary KENnEDY. Well, in part, yes.

Senator BEnngTT. All right.

Secretary KeEnNEDpY. Then you have the lending programs of the
Government, various agengies. The receipts are reductions there, net
lending, and then you have the trust accounts. You have all of those
segments in a budget of the Federal Government, and even after that,
vou have the means of financing it as another section in the budget—
how you finance. Then you come to a debt as a result of those figures.
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Senator BENNETT. We have been operating for 180 years, on the
basis of receipts and expenditures applying to the normal operation
of the Government, am({ using appropriated funds. Am | making an
accurate statement?

Secretary KenNevy. I don’t know about that period of time.

Senator BeEnNETT. [ think the statement is right.

Mr. Mavo. If I may interpose, vears ago when the trust funds were
small they were included in the budget.

Secretary KEnNEDY. T think so.

Mr. Mavo. And we have shifted around to include or exclude
Government corporations. We went through this in the early forties.
We have had quite a few definitions, even under the old administrative
budget.

Senator BENNETT. Well, T have felt that when the suggested change
created so much discussion that what we arve really dealing with here
is a publie relations problem rather than a finaneial problem because
the figures are still there no matter which way you turn. I have
wondered if it wouldn’t be wiser for the administration to have stated
two figures on the old method, the method used over the recent past,
the deficit would have been so much, but under the unified budget
concept including the trust funds, the surplus would have been so
much, and 1 think that lies at the heart of Senator Williams concern.

Secretary Ken~Nupy. [ think probably, Senator, the words “‘sur-
plus”” and *‘deficit” are at fault but we have been using them for 100
vears, too. It is really not in a sense a surplus or a deficit.

Take a trust fund, they are not surplus, it is just what they have
accumulated over and above their present expenditures, but iu the
law they have the payment. It is an actuarial thing. So maybe it is
semantics we are talking about.

Senator BENNETT. It is an increase in the trust funds rather than
a surplus.

Secretary KENNEDY. It surely is.

Senator BENNETT. Yes.

The thing that T always come back to is this interesting problem:
If we could reach a day when there was no deficit, when we were
able completely to wipe out the debt represented by the operation
of the Government, the administrative side of the budget, we had
been operating so long at a surplus that we had actually wiped out
the debt, wouldn’t we, unless the present law was changed, have to
create a debt for the purpose of creating debt instruments to be
deposited in the trust fund?

Secretary Kennepy. I think that would be right. Of course, it is
a fantastic assumption.

Senator BExNETT. T know it is o fantastic assumption, but it sat-
isfies me in the understanding of the difference between thz two types
of debt. So when we throw in the volume of Government bonds that
are held in the trust funds because they have to be held there, and
that increase is created by a type of tax that has nothing to do with
the appropriated side of the Government, I can understand, first, why
there is confusion and, second, why with ihe new unified budget we
turn up a theoretical surplus based on the increase in the trust funds
which are not available to us in operating the administrative side
of the Government. And why under the old system those were out
of the picture and we had a surplus or deficit represented on the
administrative side.
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So it seems to me that this whole discussion is on the basis of the
method of our stating a set of figures which do not change. The figures
are there whether we call them a surplus or a deficit, they are still
there, and I wonder if ‘we shouldn’t be considering or be concerned
more with the method of stating our financial position rather than
arguing whether we have suddenly moved from a deficit position to a
surplus position, and this is somehow dishonest. It is simply a different
method of stating the same set of figures.

Secretary KENNEDY. I wish we could get to a point where we don’t
argue the figures. You have them all in the budget. We should go to
the basic concern as to whether you authorize the debt to be incr eased,
whether we can sell to the public additional obligations and be within
our legal statutory limit,

Senator BENNETT. My feeling is this might have been done if you
had stated both figures with parallel phases, but by shifting over to
the new method and ignoring the figure that existed in the previous
method in your public statement, I think you helped create the
problem that we face today.

Secretary KenNEpY. I have made a review of some ol the past
hearings und it seems to me that a good share of discussion over many
years has been on the figures in the old concept, so what we are trying
to do is eliminate that kind of discussion and get to the issue of
whether we are——

Senator BEnNETT. Now, we are going back to discussing the figures
on the old concept.

Secretary Kexnepy. We are back on the old concept, but we are
not recommending we go to that concept, so we are having an academic
discussion I should think.

Senator BENNETT. I have no further comment, Mr. Chairman.

The CuairMaN. Senator Dirksen.

Senator DirkseN. Mr. Secretary, the budget we are operating on
does reflect the return from the surtax.

Secretary Kennepy. That is right.

Senator DirkseN. What is the estimated take?

Secretary Kennepy. It is about $9 billion on an annual basis, is
that right, Mr. Mayo?

Mr. Mayo. Right. A

Senator DirkseN. $9 billion. If they let the surtax expire on June
30, that would mean that would cause a gap in the year of $9 billion?

Secretary KenNepy. Right.

Senator DirkseEN. Unless we get revenues from some other source,
but it would certainly mean a deficit, wouldn’t it?

Secretary KenneDY. It surely will.

Senator DirksEN. On the basis of present figures?

Secretary KENNEDY. Any way you interpret the figures.

Senator DIrkseN. So if we are going any place, where can we go?
There is scarcely anything else to do except to continue that surtax.

Secretary IXenNEDY. That is precisely right, and I think we ought
to take action right away on this.

Senator Dirksen. And it is a fair assumption, without putting any
words in the mouth of the President, that when he does report to the
Congress and the country that he will recommend the retention of the
surtax.

Secretary INENNEDY. That is a good assumption.

Senator Dirksen. That is all.
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The CualrMAN. Senator Hartke.

Senator HArRTKE. Mr. Secretary, personally it would be very
difficult for me to supportany increase in the debt limit unless T first
had some knowledge that the administration is really serious about
tax reform, or whether it plans to continue using the present tax
system which allows some people to escape from carrying there fair
share of the costs of running this Government. And secondarily, it
would be very difficult for me to do so unless I had some clarification
from the Treasury, or from the administration, as to exactly why the
present surtax and the present tight money policy of the monetary
authorities is not working, and T think it is quite evident from your
answers to questions that as of now, and since it has gone into effect,
the tight money policy is not working.

Can you give me any reason why I should change my mind and
support such a measure in view of these serious questions which con-
front most Americans?

Secretary KeNnNEpY. Well, I think on the first question, Senator
Hartke, there will be some tax legislation presented. You know and
I know how difficult it is to get tax legisiation through in a short
period of time.

Senator HArTkE. Why?

Secretary KENNEDY. I don’t know why. That is a legislative problem
but my experience has been

Senator HarTke. Have you tried us?

Secretary Kennepy. Well, it was tried in 1953 when 1 was in the
Government, and it went through in 1954. It was tried with the surtax,
and it took a couple of years to get that through.

Senator HARTKE. [ know, but let me say this to you, why don’t
you try that?

Secretary KENNEDY. We are.

Senator HARTKE. I mean I would like to see the direction of your
tax policy, where do you plan to go?

Secretary KENnEDY. We will be before the House Ways and Means
Committee with tax proposals soon after the Easter recess.

Senator HARTKE. In other words you are going to submit your tax
reform proposal soon after the Easter recess, is that right?

Secretary KENNEDY. Precisely.

Senator Hartke. Is this a comprehensive reformation?

Secretary KENNEDY. As comprehensive as could be done in the time
frame. I think it will have to be followed by further and more basic
changes later on.

Senator HarTkE. Are you basically in agreement, disagreement, or
noncommittal concerning the tax reform recommendations made by
the Treasury report which was submitted as a result of the legislation
we passed last year and which was finally borken loose in the closing
days of the last administration.

Secretary Kexykpy. We have those proposals and we have been
studying them, and they, of course, cover many, many areas of the
tax system, and they are being appraised.

Senator HARTKE. Do you consider those recommendations basically
to be sound, responsible?

Secretary Kennepy. I think they are responsible; yes. They are
good viewpoints. I am not giving a commitment in favor or against
because it is on a specific item-by-item consideration you have to go.
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Many of them will be followed precisely. There will be others that will
probably be varied.

" Senator HArRTKE. Let me ask you, Has the administration indicated
to you that they intend to seriously cut back on certain programs?
I understand yesterday you made » statement that the SST' program
would have to be

Secretary KENNEDY. Deferred.

Senator Hartke. Temporarily withheld from further funding, is
that right? .
Secretary Kennepy. I did. T

Senator Harrke. All right, in other words, you do not intend {o
ask for any further implementation of the SST program;is that correct?

Secretary KENNEDY. For the hardware part, the prototype; yes. I
think there should be a continuation in the research and the areas of
planning but not on the building.

Senator Hartke. Now, you inow that as far as the SST is con-
c%riled that the Concorde is now flying and that the Russians have an
SST.

Secretary KExNEDY. Yes.

Senator HarTkE. And as far as we are concerned we have come to
the place where we no longer can compete with the French, the Brit-
ish, and the Russians in the field of planes; is that right?

Secretary Kennedy. No, I wouldn’t say that. They have to market
their planes. We have the technology and the ability to build the
planes. It is not a question of developing new technology here. It is a
question of economics, and I recall about 4 or 5 years ago that this
was a matter of urgency. It had to be done that year or a very serious
situation would have developed.

Senator Hartke. How much do you think you can save next year
by the cutback on the SST?

Myr. Mavyo. There is nothing in the budget as such for hardware
for SST in the Johnson budget. As to what that figure might be, we
have not developed a current one.

Senator HARTKE. How much do you plan to allocate to it, the same
amount as the Johnson administration?

Mr. Mayo. The decision hasn’t been made specifically on that,
Senator.

Senator HarTkE. Really though, this is not asavings in Government
expenses in relation to the proposed budget. What you are just saying
is you do not intend to expand the cost in this field; isn’t that really
what you are saying?

Mr. Mavo. Basically; yes.

Senator HARTKE. So this does not relieve the pressure on costs.

As T understand, there are four specific items in the campaign which
President Nixon said could be cut back. For your information I will
repeat them: SST, the highway program, space program, and the
beautification program. Is it your intention to make substantial cuts
in these areas or 1s it your intention to follow President Johnson’s
recomniended budget as to those areas?

Mr. Mavo. Well, all of the areas in the budget, Senator Hartke,
not just these four, are under careful analysis right now. As the Gecre-
tary indicated yesterday, defense is one of those areas, space is one of
those areas. I could list for you all the programs of the Government
and give you the areas that we are looking at right now. No area is
exempt at the moment.
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Senator Harrke., Well, is there any area in which a substantial
reduction in the budget can be expected?

In other words, you are asking us to increase the debt limit here?

Mr. Mayo. Yes. .

Senator HARTKE. You are asking us to say that all programs are
under study. That is very well and 1 accept this as being a factual
statement, but what are you really doing? In other words, what action
do you propose, of a congressional nature, which could encourage me
to change my mind which, at the present time, is to vote against this
debt limit increase? .

Mr. Mavo. Well, let me make two points. In the first place the
January budget estiinates were understated in several arens as events
since then have proved out. For example, on fiscal year 1969 which
ends, as you know, on June 30, 1969, we expect now that there will
be $300 million more of interest on the public debt than was allowed
for in the budget. We expect that higher price support payments may
amount to something like maybe as much as three-quarters of a
billion dollars. That would include the advanced payments on the
feed grain program, that were not allowed for.

Senator HartkE. $750 million.

Mr. Mayo. About that.

We are also losing maybe another $350 million, Senator, on offshore
oil lease payments largely because of leases that have not been
negotinted.

ow, just to prove that there are some things that do happen in
the other direction, we expect that we will be saving some money on
unemployment insurance benefits during this same period of time,
and we have various other items.

Senator Harrke. How much?

Mr. Mavo. Say $200 million.

Then we have $100 million of a great many smaller items.

So if you just take the figures I have given you, I believe you will
come to the conclusion that the $183.7 billion for expenditures ns
President Johnson estimated is more likely to look like $185 billion
by the time the end of the year rolls around.

Senator Hartke. What about the revenue?

Mr. Mavo. What about the revenue?

Senator HARTKE. As compared to the estimates.

Mr. Mavyo. In the first place, the revenue estimate assumes that
the Government will receive $500 million of new revenue from cor-
porate income tax payments because of the extension of the surtax
in April, before April 15. It seems unlikely, as a practical proposition,
that the surtax extension would be passed by April 15, so we will lose
some of that revenue this fiscal yoar. '

Senator HArRTKE. Now, it was passed retroactively last time.

Do you not intend to ask for an extension of the surtax in direct
- contravention of the promise of the last campaign?

Mr. Mavo. Oh, no; this has to do with whether the collections
come in this fiscal year, Senator.

Senator Harrke. I understand.

Mr. Mavo. If the bill is not passed by April 15 many corporations
are not going to guess on their tax return that it will be passed.

Senator HgAl{'I‘KE. I understand, but I also ask you, is it your
intention to ask for an extension of the surtax and for it to be com-
pletely retroactive during that period?
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Mr. Mavyo. Of course, it doesn’t have to be retroactive. It is in
effect to June 30 now and they will be paying on the full calendar year,
but my point is that collections in fisenl 1969 would lag by $500
million if it is not passed before June 15. '

Senator Harrke. Now, what you are saying here is simply that
there may be a possible temporary failureof collection. But T am asking
you about the revenue portion of the proposed budget by President
Johnson, is it going to be higher or lower in your estimate,

My, Mavo. The new revenue estimates have not yet been prepared.
We still don’t have our April 15 data, of course, or March 15 to the
extent that is relevant to presenting a revision of those estimates.

Senator Harrke. [ thought the Secretary gave a statement yester-
day that he anticipated a®substantial surplus in this period.

Mr. Mavo. A substantinl surplus?

Senator HAR'I‘K!& Isn’t that right; am I correct? Just correct me if |
wm wrong. P '

Mr. Mavo. Perhaps the Seerctury \ka for himself.

Secretary KENNEI)y/«'us speaking of fiscal 1 of a substantial
surplus,

Senator Harrkg” What about 19697,

Secretary KenKrpy. In 1969, the mﬁ;n}fh\lms nearly 1t
figures that theAirector of Lthe Bidget\has just iven you wi
smaller surpluy, 1 think, than in the Jolinson budget.

Senator Hywrrke. Lel me ask -

-Secretary JXENNEDY. Beosus

Senator Hartke. You do or d{
Kex~neny, We. hytr
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show a
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Senator Harrke., Doesn’t\the ’l‘i'euﬁ[r,\)}l
mate of whiyt they m}(icilmt revenue, r) {;9
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Secretury\KENNEDY, Yes; and_ it ig' cong
President’s . h

Senator, H

dget. e e
irKE. What is the figure?
Mr. Mavyo. \[t is the same figure.
Senator HARRKE. In otlgr words you e the reyenue is
going to be the saie as Presidént Jolinsgn’s estimate, isn’t fhat right?
Secretary Kenskpy. For fiscal 1969; yes.

Senator Harrxe. That is right.

Let me ask you this: What 1s your estimate at time concerning
our balance of payments? AvFe-we_in n_syrplis or are we in a deficit
position?

Secretary KenNepy. We do not have the first quarter figures yet.

Senator HarTke. Mr. Secretary, let me ask you if this statement
isn't correct: We have been in a substantial surplus position with
respect. to our balance of payments since the end o} last year and that
this surplus has sharply risen since that time, and fmnily, we are in
& position now where we are running a very substantial surplus the
nature of which we have not had in Lhe last 20 years; isn’t that true?

Secretary KENNEDY. In our balance of payments?

Senator HArTKE. In your balance-of-payments account,

Secretary Kennepy. No, I don’t think it is true, Senator.

Senator HarTkE. I understand my time has expired. Can we have
more time later on? Are we limited to 10 minutes?
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The CuarMAN. We are limiting our time to 10 minutes on the first
round and then we can ask questions to our hearts’ content.

Senator Jordan?

Senator JorpaN. Thank you, Mr. Chairman.

My, Seeretary, in your statement you said on March 14 the Federal
debt umounted to $364,177 million. '

My question is, How is that debt broken down us to maturity dates?

Secretary KENNEDY. As to what?

Senator Jorvan. Maturity dates, as to term. What is the average
term on these borrowings?

Secretary Kennepy. The average marketable debt has a term of
ubout 4 years maturity now. That is the lowest it has been in many
years. It has gone down from about a 5%-year average to 4-year
average, on the marketable debt.

Senator JornaN, Mr, Chairman, I wonder if we could have for the
record the muturity dates of all outstunding Federal obligutions that
comprise this $364 villion debt.

Secretary Kennepy. I would be glnd to supply it, Senator.

The Cuarrman. That will be made a part oﬂ the record.

(Information received from the Department of the Treasury
follows:)

COMPOSITION AND MATURITY DISTRIBUTION OF THE PUBLIC DEBT, FEB. 28, 1969
[Billions of dollars) :

Amount
Type ol security outstanding Remarks
Interest-bearing marketable:
Withinlyear.._......... ... .. ... ... $100.3
Ltobyears. ... ... ... il 75,8
Stol0years._................ ... il 357
10years and over.........ocoooiirinnieininennen. 24,7

Total, interest-bearing marketable. .. 236.5 Averag?h length to maturity, 4 years, 0
months.

Interest-bearing nonmarketable:
issues:

Public
Foreignseries................................ 4,5 Redeemable at various times at option of
holder or at call by Treasury.
U.S. savings bonds and notes. .. .. .. e §2.3 The avorare dollar of savings bonds is
outstanding 514 years.
{nvestment serles bonds. ....... .. ... ....... 2.5 Callable in 1975; redeemable in 1980.
Other... ... e .1 Redeemable at various times,
Special issues to Government agencies............... 60.9 Redeemable on demand or after 1 year from
Issue date,
Total interest-bearing nonmarketable. 120.3
Noninterest-bearing debt............... 2.0 Redeemable on demand.
Total publicdebt.............. ... ... ... 358.8

Senator Jorpan. You said the average malurity is now about
4 years, and it is getting less. Why is it getting less, Mr. Secretary?

Secretary KeEnNEDY. Time runs along and the debt that was put
out eatlier shortens up with the lapse of time. It is like the move-
ment of time.

The other part is we have been financing through shorter term
obligations, more bills, and short-term obligations. The market has
been such that longer term obligations could not be sold in large
amounts at times, and, of course, the 414 percent interest rate ceiling
over a period of time has had an effect on 1t.

Senator Jorvan. It is to our advantage to finance this debt on
as long a term basis as we can; is it not?
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Secrétary KEnnEDY. It is to our advantage to have a good balance
between long- and short-term secuvities. In periods when we can,
we should be putting on long-term debt because it just tends to get
shorter and shorter, otherwise we will have 1-day debt and we cannot
afford that.

Senator JorpaN. What significance do you attach to the fact,
as you have given to me, that we have gone from a 5-year average
several years ago to a 4-year average in maturity now?

Secretary KeEnNepy. Well, it is a combination of factors. One is,
of course, the fact they are just issued for a short term instead of
longer term and then the march of time.

Senator Jorvan, Does not the psychology of inflation have some-
thing to do with that? Because people fearing greater inflation are
investing their savings in equities lehcr than 1n Government bonds,

Secretary KennNepy. 1 think in an inflationary period people tend
to get out of fixed obligations into real estate or stocks or some other
area. ,

Senator JorpaN. Might that account in part for the trend toward
a shorter average maturity date?

Secretary KenNEpY, That is right; it is a market situation in lpm't.
Apparently there is never a good tine to issue large amounts of long-
term bond).;; that is what we are told. :

Senator Winriams, Would the Senator from Idaho yield?

Senator Jorvan. Yes, I would be glad to yield.

Senator WiLLiams, Is it not true the shorter term maturity of these
bonds results from a ceiling on the interest rates——

Secretary KenNEDY., Four and a quarter percent.

Senator WiLLiaMs (continuing). Which a few years ago you could
pay on debt issued beyond 5 years—just recently changed to 7—
an‘(ll' wgl have been forcing the monetizing of our debt as a result of our
ceilin

Sec%emry KenNEpY. That is precisely the case.

Senator WiLLiams. The Senator was not on the committee last
year, but we got through the Finance Committee and through the
Senate a proposal to repeal that ceiling, and we have had it through
the Senate three or four times in the last few years, but it has been
rejected in conference because the Treasury Department at that time
opposed the elimination of this ceiling. 1 hope we will get a change of
thought this time.

Senator Jorpan. I hope we do, too.

Mr. Secretary, under what circumstances is it desirable to issue
90-day Treasury bills bearing a high rate of around 614 percent?

Secretary KennEDY. Well, we issued the short-term,. 90-day bills
to meet our money needs, and, of course, there is a great market in
that, it is a liquid piece of paper that the money market needs and
wants, so it does serve in the economy u useful purpose as well as to
the Treasury providing a place where we can put Government
securities.

Senator Jornan. What percent of the outstanding debt would you
calculate is in 90-day Treasury bills?

Secretary KENNEDY. Do you have that?
b'lY'Ve will have to give you the figure for the record. It is about $70

illion.

(Information received from the Treasury Department follows:)

27-174 O—60——d
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TREASURY BILLS OUTSTANDING FEB. 28, 1969

Percent of Percent of

Amount (in marketahle total public

Type biltions) debt debt
Regular bills:

90 days at original issue. . . . $20.8 8.8 5.8

180 days at original issue. . .. . 28.6 12,1 8.0

270 days at oniginal issu . . 4.5 1.9 1.3

1 year at original issue . 12.0 5.1 3.3

Total regular bills. , Y Y ST ¥

Tax anticipation bills. . 10.8 4.6 3.0

Total bills RS TYY 25 2.4

Note: Figures do not add because of sounding.

Senator Jorpan. Thank you.

Now, on another matter, 1 have been interested in the colloquy
hiaving to do with the 7-percent investiment tax eredit and the fact
that the business community is going nhead at n very rapid rate with
eapital investment. In view of the fact that the prime rate is now 75
pereent and we only have an 85-percent utilization of the present plant
capacity, why do you suppose they are proceeding at such o rapid
rate? You have answered in part, 1 believe, but do you have any
idea, do you share my concern that the fear of the repeal of the invest-
ment tax eredit has something (o do with this stimulus for building?

Seeretary Kenneny, I do not think so, Senator,

Senator Jornan, You do not think so?

Secrotary Kenneny, No, 1 think that the boards of directors of these
curpm'utimm, at Jeast the ones T have sat on, take o look at their sales,
their need for eapaeity, their cost items, and caleulute out a rate of
return, They ean in an inflationary period ealeulute w fair return and
I think they go ahead. 1 do not lllill‘k that would - -

Senator Jornan. You do not think it has any influence.

Secrotary Kunnepy. T do not say any effect, but there are some
lines of business where it is a very important item, but in most areas
it would not be.

Senator JorvanN. Now, | get letters like this from some of my
constituents, and believe me there is almost a tux revolt going on
throughout the country. My constituents nsk how we can justify a 7-
pereent investment tax credit for business in a highly inflationary
cconomy when we only have a $600 exemption for dependents. How
do T answer that kind of o letter?

Secretary Kenneny. There is no easy answer, because there are
technical questions involved. I think you will have to admit that
there is an interest in taxation, But I do not think we can say there
is u tax revolt. I think that is an inflammatory word, it is not a {rue
statement. I think it is more a public concern for taxation, for equity
trentiment, to make sure that each person in each business is paying
its fair share. That is the rewson for the concern we have in tax legis-
Intion that is being presented.

Senator Jorpan. You will have some recommendations for tax
reform Iater?

Seeretary KenNepy., We shall have some in the hearings of the
House Ways and Means Committee vight after the Iaster recess, yes.

Senantor Jornan. Will you give any thought in your tax reform to
the possibility of incrensing the $600 exemption for dependents?
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Secretary KenNepy. That has been one area that has been con-
sidered. The cost is very high. H you change that $100 it decreases
your tax take considerably. 1 think at some point that should be done.
I'am not sure we can ‘give up the necessary revenue that will be
required at the present time because we need 1t to keep a very strong
budget surplus.

Senator Dirksen. Will you yield?

Recurring for a moment, Mr. Secretary, to this question of tax
reform, tax reform has always been rather fragmentary. :

Seeretary KenNevy., Yes.

Senutor Digksen. But it runs in my mind going back to 1962 and
perhaps 1964 about the only tax reform there has been has been with
respect to excise taxes. So in that period of 6 or 7 yvears prior adminis-
trations have not done anything about tax veform and, as a matter of
fuct, so far as excise taxes are concerned I think 1 initiated the matter
in this committee, and then the administration picked it up at a later
time. But it has been very fragmentary, 6 or 7 years, o say the least.

Secretary Kennepvy. | think there l);us not been any real basic tax
reform since 1953 and 1954.

Senutor Dinksen. It could be back that far.

Senutor Jorpan. Thank you, Mr. Chairman.

The Crameman. Mr. Secretary, since that niatter came up, if you
will permit me to suy I think we have passed two big revenue bills
that had in them the provisions that had to do with tax reform. The
administration would usually start out with, sny, 20 recommendations.
Half of them would be dropped out by the House, hall of what was
left. would be dropped by the Senate, and by the time we got. throngh,
only about five would survive. Meanwhile we would add an amend-
ment. to give relief to overtaxed taxpayers—-we would loosen up on
the tightenings while we tightened on the loosenings. Every tax bill
that ever came up here wound up being an overall loss in revenue to
the Government when we got. through with it. So you had better keop
that in mind. You will always find someone paying too much and by
the time we help that fellow and try to get something out of the
follow who does not pay at all—well, if you hope to beat that record,
1 wish you luck. You will find that history repeats itself.

Senator Byrd?

Senator Byrn. Thank you, Mr. Chairman.

Mr, Secretary, first 1 would like to get in perspective your request
for an increase in the debt limitation.

Leaving out for the moment your suggested and recommended
revised concept-—leave that out for the moment, T want to get back
in some detail to that later on-—your recommendation originally was
for an increase of $17 billion in that ceiling.

Secretary KenNEDY. That is right, Senator.

Senator Byrn. Now, the House approved an increase of $12 billion.

Secretary KenNEDY, That is right.

Senator Byrp. Which is of course $5 billion less than you had
sought.

Now, in reading your staiement of this morning, you sny on April
15 without a change in the debt ceiling, you will be over the ceiling
by $2.2 billion, so that $12 billion that is being considered now gives
you ample leeway, ample leeway for your high peak in April,
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Now, we will go to page 3 of your statement. You say on March
15 of 1970 the dobt will total $374 billion, which is $3 billion less than
the present bill contemplates that the ceiling will be.

Secretary Kennepy. That is right.

Senator Byrp. So that gives you substantinl leeway.

Secretary KENNEDY. It gives us $3 billion. It is not substantial in
today’s world.

Senator Byro., But that is your peak, estimated to be your peak
time, the closest that you will come to your debt ceiling, March 15,
1970, a year from now. '

Secretary Kennepy., Well, as I indicated in my statement, some-
times you have u peak about the March 15 or the April 15 date, and
sometimes you have it o day or two before.

Senator Byrn. But in looking over all of your estimates —~- -

Secretary Kunnepy, But that is the figure we used in this statement.

Senator Byun. Looking over all your estimated figures here for fiscal
1969 and 1970, the Murch 15 date is the one which comes the closest
to the new contemplated debt ceiling of $377 billion, and it would
be $3 billion under that figure. So this $12 billion inerease in licu
of 0 $17 billion increase would seem to give you ample working room.
Do you concur in that view?

Secretary KeNNEDY. Yes, sir. 1 think we can get by with thut
amount. That ussumes that the surtax will be extended.

If it is not, we will be buck aguin soonor, becuuse these figures
assume that, and there are other contingencies in here.

Senator Bynn. You can get by with $5 billion less than you origi-
nally sought?

Sceretary KenNepy, That is right. We wanted to work with a
larger contingency to make sure we can get. by. We may not get by,
and we may have to be buck, but on the basis of these figures you
are right.

Senator Bynn, I want to say as one Membeor of the Senate I feel
there should be a tight ceiling; I feel there should be a tight ceiling.
If there is going to be any ceiling at all, it should be a tight ceiling
and let the administration, whichever administration it might be, and
the Secretary of Treasury, whoever he might be, come back to Con-
gress and give his reasons as to why there should be an incroase.

Secretary Kennpy. [ think this 1s a tight ceiling. T do not think
it is o liberal ceiling. It is o tight ceiling.

Senator Byrp. 1 am pleased in the sense that it is less than what
it started out to be by $5 billion. T think that is very desirable, but
the Congress in making—whenever it raises the ceiling to an un-
reasonable amount such us we did in June of 1967, in my judgment,
is giving away its power, giving away its responsibility, so, so far as
my vote is concerned, I expect to vote for a tight ceiling.

Now, Mr. Secretary, I would like to get to an article which is in
today’s New York Times on page 1 by Mr. Edwin [.. Dale, Jr., the
Times financial correspondent and a very able one, I feel, and it says
here, “T'he Nixon Administration’s agency by agency review of former
President Johnson’s budget has produced a sizable net increase rather
than the desired decrease.”

I wonder if either the Secretary or the Budget Director would
comment on that sentence.

Secretary KennNEpy. That is right.

The Cuamrman. We will include that article in the record.
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('The article referred to follows:)
[From the New York Times, Mar, 24, 1069)

Ruview or JonunsoN Bupaer Brines INcreasg, Nor a Cur

NIXON’S TOTAL BELIEVED $198-BILLION—PRESIDENT DETERMINED TO REDUCE I't—
TREASURY CHIEF SEES DEFENSE SLASH

e

(By Edwin L. Dale, Jr.)

WASHINGTON, March 23.---The Nixon Administration’s agency-by-agency
review of former President Johnson’s budget has produced a sizable net increase,
rather than the desired deerease. However, Mr., Nixon is determined to cut the
total below his predecessor's estimate of $195,3-billion,

This beeame known today in ndvance of nn impending showdown between the
President and his Cabinet officers,

Highly authoritative sources regard it as certain that defense spending, as one
key exanmple, will be cut by the President much further than the $300-million
reduction already achieved by Sceretary Melvin R, Laird.

Secretary of the Treasury David M. Kennedy confirmed a television interview
today that there would be “substantial cuts in the defense budget.”

He also said in the interview on the American Broadeasting Company’s ““Issues
and Answers” program that he expeeted Mr. Nixon to ask or an extension of the
10 percent income tax surcharge in its entirety past its expiration date June 30.

The possibility of another budget saving emerged when Mr. Kennedy said that
he would recommend that construction of an American supersonic transport
plane be deferred.

To keep the program on schedule, an allotment of more than $200-million
would be needed in the budget for the fiseal year beginning next July 1. [Details
on Page 28.]

The President told a group of business leaders at o White House dinner last
week that he was determined to achieve a budget total “significantly below’”
Mr. Johnson’s figure as part of his program of “fiseal responsibility’’ to fight infla-
tion.

But the job turns out to be far more diflicult than had at first been supposed.

First, updated estimates of the “uncontrollable” items in the budget, such as
interest on the national debt, reportedly show an inerease of more than $1.5-
billion over Mr. Johnson'’s budget estimates.

Necond, budget changes proposed by various agencies are understood to have
produced increases of nearly $2.5-billion, apart from the uncontrollables,

This was partly offset by decreases in other agencies, including Mr. Laird's
$500-million, but the net result was an inerease of about $1-billion,

Thus as it now stands the budget is reported to be about $198-billion. In the
coming few weeks Mr. Nixon intends to make the decisions neeessary to bring it
ssignificantly” below $195-billion. .

The chances are strong, as Mr, Kennedy indicated that even if he does so, h¢
will still recommend extension in full of the 10 pereent income tax surcharge.
His ccomomic advisers believe that a sizable surplus in the budget—Iarger than
tvh;la $3.4-billion estimated by Mr., Johnson——is cesential in the fight against
inflation.

The President may convey his general intentions on the budget in a meeting
with the Republican Congressional leaders Tuesday.

According to reliable reports, most agencies have not yet “got the word"” that
the President means business about what he ealls “fiscal responsibility.”” Some
are said to cite various campaign pledges assuring support for, or even inereases
in, various programs,

But the only two spending areas the President is understood to regard as
“macrosanct” are support for the troops in Vietnam, as long as fighting continues,
and law enforcement.,

It is not known whether Mr. Nixon'’s budget director. Robert P, Mayo, has yet
presented him with a package of options showing how the large intended re-
duetions can be achicved.

However, decisions eannot be delayed mueh longer because revised appropri-
ations bills must be presented to Congress,
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A part of the diftienlty iz the time lag involved in Government programs in
spending, ax diselosed in Mr, Laivd's budget veview. He veduead the appropria-

tions request by $2.3-billion, but this will achieve a reduction of only 8500-
million in spending in the new tixeal year,
LART-MINUTE CHLANGE

A little noticed passage in Mreo Laivd's presentation Iast week to the Senate
Avmed Services Committee  a passage known {o have been inzerted at the last
minute  signaled what may be in store in the defense budget. He said:

“Ax you know, President Nixon had not tinally approved the Government-wide
budget changes as of the time I submitted this statement to you. However,
vealizing the urgeney of this committee’s time vequirements, 1 orequested and
veccived permission to present the defense changes to you in advanee of tinal
approval of the over-all budget.

“Accordingly, 1 must point out that the program changes and tigures which |1
disetss today are subjeet to moditication by the Bureawof the Budpet nnd the
President until the Government-wide budget is tinally approved,

Me, Mavo., Yes

Senator Byed, in Januaey  the President asked me o start the
budget machmery in motion to review thoroughly the dohnson budget
request. T should nlso say that in the process of issuing our instructions
to the department and ageney heads, wo asked that savings be
ascortained not only for fiseal 1969, where it was admittedly ditlicult
beenuse we were so close to the end of the year, but also, and more
importantly, for 1970, to produce savings out of which we might
cither add to the budget surpluses as projected in January or to
make room for o redivection of our programs within the administra-
tion, in our vecommendations to the Congress for aetion which,
in some instances, might absorb some of those savings,

The ageney heads, in tuen, have responded in most cases that
response is now complete (o the President’s dirvective. The point
that is veferved toin Me, Dale’s neticle is that, by and Inrge, the sug-
gostion for inereases were actually lavger than the savings out of which
they were o be paid, That is the result then. And T must say this in-
cludes a couple of suggestions that are rather costly in terms of
further postponement  the AFDC froezo on soeinl security or on publie
assistance welfave payments, and  possible ilitary - pay  veform.
Those are two quite sizable items, That is veally, T beliove, what My,
Dale had in mind when he made his statomendt.

There were savings produced by almost every ageney of the Gov-
crnment in the process of this review,

The other point I would mnke is that the sort of factors 1 was
reading about to the committee earlier, which havo inereased the
Junuary budget, make if necessary for the President to ask me to o
back again to each of the ageney heads with perhaps morve speeific
idens as to how we can save even further in order to keep expenditures
under control.

Senantor Bywo, Of course, I am speaking of a net inereaso or net
decrease, President Johnson recommended a $195 billion budget,

Me. Mavo., Yes,

Senator Byno. In your judgment will your proposal be for an
amount less than that or an amount greater than that total?

Mr. Mavo, Less than that.

Senator Byrp. An amount less than that?

Me Mavo, Yes, sir,

Senator Byuo, But at thiz point it is - Me. Dale's neticle is sub-
stantinlly covreet, it is about $3 billion move than that.

W patangar
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Mre. Mavo. The amount of the figure depends on what you put in
and take out on the way up and down, Hml Me. Dale’s article is
substuntially correct. But we have some more work to do before we
eot it under the $195.3 billion,

Senator Byun., But during the 2 months you have been working
on this 1 do not mean you personally, but the Government and the
present administeation has been working on this it has inereased
rather than decreased up o this point,

Mre. Mavo, Well, part of these are estimates - like interest on the
public debt of u lmlll billion and loss of oil lease panyments that are
not coming in, and more from price support puyments  relate to
other faetors that will add over a billion dollars,

Senator Bykn, Regardless of the veason, the fact is, am | correet
in stating it, the fact is that up to this point, after working on it for
60 days, up (o this point, there is nn inerease rather than o deerease
in the proposed budget?

Mue. Mavo. | think that is o faiv statement, yes.

Senator Byro, 1 thank you,

Mr, Mavo, But there is work in process {o remedy that.,

Senntor Byeo, T understand that, and 1 am hopeful that there will
be a substantinl change from these figures when you finnlly conelude
Nyour work, but up to this point. up to this point there is an inerease,

Seeretary KenNeoy, On that, when you say inerense, these are items
that are uncontrollable and they arve already in. But the items that
are under diseussion that are I»@mg looked at very eritically now will
be cut, but we have not done the final work that this vequires. When
the thing is finally put together the expenditure total will be below,

Senntor Byan, You mentioned the uncontrolluble items; the tax-
payers are interested in all whether they are controlluble or not. con-
trollable beenuse thev have to pay for them,

Meo Mavo, That s vight.

Seeretary Kuxxzeny, That is vight. But in adding up figures on the
debt that 1s taken into account

Senator Byrn, Well, the higher you raise the debt ceiling, the more
you are going (o pay on the debt, too.

You let me know when my time expires, heeause T am in no way
finished. 1 have gone over 1 minate of my time, Mr. Churman, but 1
assune we will be back.

The Ciateman. Very well, Senator.

Senator Fannin?

Senator Fanniy. Mr. Chairman, and My, Seerotary, T know that
the areas which you discussed, for instanee the capifal investment tax
eredit, is u very complicated thing. 1 remember one of the reasons for
adopting this program was to be competitive with some of the foreign
mations. How does our enpital investient incentive program compare
with the other leading industrial nations in the world?

Secretary Kenzuoy. In relation to our total GNP?

Sonwtor PanNIN, Percentagowise,

Secretary Kusnzuoy, Percontagewise I think that wo have been
under somo of the developed nations like Germany, Japan, and so on.

Senator Fannin. Well, 1 agree that it would bo beneficial to do
something nbout this $2.8 billion. But at the same time taking into
consideration what we have been trving to do in modernizing our
plants, wo know other nations in the world have more modern steel
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plants and have been going forward more rapidly. Do you feel that
the removal of this tax eredit would affect that?

Secretary Kennepy, 1 think the long-run effect would be detri-
mental. The short-run effect would give us income, and it is a short-run
against the long-term consideration,

Whether we should have incentives and try to answer the com-
petitive problem that way is a question we should consider very
carefully. But I do not think it is the kind of tax that should be
put on and turned over as we meet a change in our economic status,

Senator FANNIN, | can remember that was one of the complaints
that arose at the time that that was done.

Yetting to another matter that you have discussed, the citizen
taxpayer rebellion, From the mail 1 have received, from the infor-
mation 1 have from others, many vitally concerned ubout this, 1
think many of the people perhaps misunderstand what is involved,
but. when they know t,llmt someone can receive a million dollars o
year and a tax-free income they are annoyed and perplexed. As
yvou know, figures have been in the news about people who make
over $200,000 o year and pay little or no tax.

Would you fuvor or will you recommend that there be a minimum
puid by all taxpayers, all citizens that have an income over a certain
amount?

Secretary Kenneny. That one we have not concluded on. It is o
very diflicult one, it wonld change our whole tax program, and it
affeets o lot of people that you may not want to affect to get at the
ones that are muking very large amounts and paying no taxes. This
has been publicized m the papers. Those returns are being examined
one by one to see where the income came from and see what changes
could be made that could change that situantion. Many of them have
come through real estate or some other investment; repayment of
interest is one, and that should be changed. There will be changes
there.

Senator FANNIN. T know that for instance in municipal bonds as
far as public services are concerned, I think it very important that
we have the incentive. At the same time when municipal bonds are
being used for other purposes, and they are widely used for other
purposes- -building plants, warehouses, merchandise stores and all -
then it seems n little far-fetched that these should be protected.

Secretury Kenveny. That is extending the tax-exempt privilege.

Senator FanNiN, And you perhaps will have some recommendations
on this?

Secretary KenNEpY. That one is being looked at very carefully.

Senator FANNIN. That is all.

The Cuarman. Senator Miller?

Senntor Mirrer. Thank you, Mr, Chairman.

Good morning, Mr. Kennedy and Mr. Mayo.

I would like to ask Mr. Mayo-—and if 1 have covered something
which has been asked before, please forgive me--but looking at the
figures that have been given us by our chief counsel, I find that on
March 31, 1969, without the $3 billion contingency allowance you
expect the debt would be $362.1 billion.

Mr. Mavo. Yes.

Senator Minneir. And then looking at NMareh 1970, $374 billion or
a $12 billion increase, and there is a comparable increase when the
$3 billion contingency allowance is taken Into account, correct?
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Mr. Mavo. Let us see, you are talking about March 31 of the 2
years. One is $362 billion——

Senator Minnegr. One is March 15~-1 guess—I am sorry, when you
got to March 31 it is $369.5 billion. So we go from $362.1 to $369.5,
some $7.4 billion increase.

Mr. Mavo. Yes,

Senator Minper, Now, T would like to get a breakdown of that
increase, if possible, and let me start out this way:

Does that assume the continuation of the 10-percent surcharge?

Mr. Mavo. Yes, sir.

Senator MiLLkr. Does that assume a $500 million increase in postal
revenues?

Mr. Mavo. Yes, sir.

Senator MiLLer. Does that assume o $400 million increase in trans-
portation user charges?

Mr. Mavo. Yes, sir.

Senator MinLer. Does that assume n $200 million accelerated excess
tax revenue?

Mr. Mavo. Yes, sir; the unemployment tax.

Senntor Minner, So that the assumptions underlying the Johnson
budget from the increased revenues are contained in that.

Secretary Kennepy. That is right. :

Senator MiLLer. Still we go up about $7.4 billion.

Mr. Mavo. Yes.

Senator MiLLer. Now, can you tell us how we go up that $7.4
billion?

Mr. Mavo. Well, basically the difference there is the accrual of
excess of receipts over expenditures in the trust fund, Senator Miller.
Ior the fiseal year ns a whole, the fiscal year 1970, thero is o $10
billion excess of expenditures over receipts estimated in the Johnson
budget. We have not made any revision in that at this point. As we
were pointing out here earlier, the trust fund surplus is—as required
by law—invested in Treasury special debt securities which are part
of the public debt subject {o limitation under the present definition.

Senutor MitLer, Well, then, in other words, are you saying there
is no particular difference in your estimate of the operating budget
oxpell(llitures which go up $7.4 billion in that 1-year period over wﬁm.
the Johnson budget proposed?

Mr. Mavo. Actlm&ly, we would have a budget surplus during that
period of time consistent with the $7.4 billion increase in public debt.
subject to limitation because the incrense in the trust fund side would
be greater than that, maybe in the neighborhood of $10 billion. We
do not have exnct figures March to lﬁlm’ch you understand, only
June to June.

Sonator MinLer. I did not want to get into the trust fund. T am
talking only about the operating budget as o result of which wo have
this definite ceiling limitation request.

Mr. Mavo. No, the debt ceiling request, if we are referring to the
same document here, is on the basis of the present concept which does
include the debt held by the trust funds.

Secretary Kenneny. I think the Senator’s point is we are using the
President Johnson budget for these figures.

Mr. Mavyo. Yes, that is correct.

Secretary Kennepy. Not changing them to take into account any
revisions that are being made.
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My, Mavo. That is right,

Secretary Kunvupy. | think that was your point.

Senator MinLer. Maybe 1 was not oriented, but I was premising
your presence here in support of the House-passed bill,

Mr, Mavo. Yes, that is correet.

Senator Minner, The House-passed bill rejected your approach of
using the other budget, so we are still (alking nbout the operating
budget,

Secretary IKenNuby, That is correet.

Senator Minuer. So it appears to me from an operating standpoint
of the oporating budget from March 31, 1969, to Muarch 31, 1970,
thero is to be an inerease of some $7.4 billion in expenditures.

M, Mavo. 1 see your point. You ave getting to the fact again the
Johnson budget has a Federal funds deficit or an operating deficit, if
you please, of approximately $7 billion in the fiseal year,

Senator Minuekr, Well, whatever it is, it is a $7.4 billion ineronse in
expenditures from one year to the next to next March 31, Now the
question is, What makes up that $7.4 billion increase? Do you have a
breakdown, or would you rather provide it for the record?

Mur. Mavo. Well, I think I should, perhaps, provide it for the record,
but the $7 billion is, for all intents and purposes herve, the Johnson
estimate published in the budget of $6.8 ,»illion as the Federal funds
deficit for the fiseal year- -if you will grant me the difference hetween
Mareh to Mareh and June to June as ﬂving essentially the reason why
it does not tie up precisely,

Senator Minukr. Well, Mr. Mayo, | do not ask that you pull those
figures right now,

Mr. Mavyo, | have them here, sir.

Senator MinLer. You ean provide them for the record and show us
u breakdown of what makes up that $7.4 billion.

Mre Mavo, Yes,

(Information received from the Bureau of the Budget follows:)

T'he 1970 Johnson budget, on which the Treasury Department’s debt estimates
were based, estimated that there would be o trust funds surplus of $10.3 billion.
By lnw, this surplus has to be invested in Federal Government securities which
are-—-under the definition currently used--publie debt subjecet to limitation,
There is, however, a “Federal funds”’ (or, in Senator Miller's words, “operating
budget'”) deficit of $6.8 billion, so the Johnson budget for fiseal 1970 shows an
overall surplus of $3.4 billion, which can be used to retire some of the debt held
by the public. The publie debt subject to limitation will, therefore, be inereased
by about $10.3 billion and reduced by about $3.4 billion and thus show a net
inerease of about $6.8 billion over the period June 1969 to June 1970, The net
inerease of $7.4 billion from March 1969 to March 1970 will result from the same
enuser; the difference is attributable to the faet that a different period is covered.

Senator Minneir. And I am sure, for example, inereased interest on
the national debt, and some of these other things will:

Mr, Mavo. Yes

Senator Minuer. I want to get this in the record and that is your
assessment of the Johnson budget. There were certainly items in there
which T presume a budget evaluntor could have an alternative selec-
tion on. One would be what would be ealled o low figure, the other
would be a high figure. Is your assessment after analyzing the Johnson
budget that the low figure was almost invariably selected rather than
the high figure?

Mr. Mavo. Well, T would say that within all of these estimates
they involve a reasonable range of opinion, and I would say that in a
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number of cases they picked a figure which was toward the lower end
of that reasonable range.

Senator Minner. Well, for example, on the advance payment to
furmers going into the land retirement program, the Johnson budget
included nothing; they decided not to include half of the regular
payments, which have customarily been paid in advance.

Mre. Mavo, That is correet.

Senator Munekr, The Administration has decided to not do that
and to give the farmers theiv regular one-half payment as in previons
years.

Mr, Mavo. Yes.

Senator Muner. But the Johnson budget assumed they would not
gel it

Mvr. Mavo. That is correet,

Senntor Minner, This automatieally boosted your figure by roughly
$200 million.

Mr. Mavo. That is correet.

Senntor MiLpkr, That might be one item in response to Senntor

Mr. Mavyo. That is one item and higher price payments elsewhere
in the farm program, another $% billion.

Senutor Minner. I you could include those in the breakout of that
$7.4 billion, T would appreciate it, and I think it would be very
helpful - for once we woulkd have in one package here before us in
some way the way thix all came about, and T think it would be helpful.

Mr. Mavo. Yes, the actual break of the $7.4 billion we cun tie to
our table here that ties, in turn (o the Federal funds deficit, and 1 will
seo (hat you got the figures like the ones we are talking ubout here of
specifie difforences from the Johnson budget.

Senator Minper. Thank you.

(Information received from the Bureau of the Budget follows:)

ADJUSTMENTS IN JOHNSON BUDGET ESTIMATLS OF 1969 AND 1970 OUTLAYS
{in billions)

Fiscal year

1969 1970
Interest on the debt . . . $0.3 $0.5
EHect of higher interest rates on housing programs. . . . .3
Decline in olfshore oil receipts. ... 4 N}
Higher ptice-support psyments. . . .. . - 5 2
Advance teed grain payments. . . . . 2 ~.2
Change in accounting for certificates of interest for CCC. . 5
Unemployment insurance benefits. P 2 -2
Unbudgeted claims and jud t 2
Other, smaller items, net_. ... 1

Senuwtor Minner. 1 would like to ask one further question and
perhaps make a point that Mr. Kennedy would care to respond, and
if he did, I would apprecinte it.

When the Administration came over with the proposed budget and
used the revised budget concept, my understunding was that the
rationale behind it was to reflect. what is held by the general public
in the form of debt. Now, that is one way to look at it. But another
way to look ad it is to preserve the approach we have now because
this reflects what is owed by the general public. 1t is true that under
the revised coneept the general public would hold a lesser smount



56

than what is shown here; but the traditional approach I believe,
reflects what is owed by the general public, because the trust fund
surpluses are used to invest in Federal securities which must be paid
by the public to keep the trust funds liquid. The suggested new ap-
proach reflects a reduction in the amount that would be held by the
general public. But the general public, the taxpayers are going to
have to make up for the difference just the same, so I am wondering
why it would not be more accruate in the public mind, more informa-
tive in the public mind, to use the traditional approach so that the
public will know what is owed by the public.

Secretary KennNEDY. On that, Senator, I do not believe the public
really understands the precise nature of the debt limit and the amounts
involved. The public, I think, does not understand because they think
it includes accrued or owed liabilities. What I would like to see here
is something that the Congress could understand and consider in
connection with their control or survey of Government expenditures
and receipts so that they can have an accounting. That is o different
question from the public understanding of what is debt.

I think the public understands publicly held debt when it is explained
to them. I think they understand debt held by the trust accounts, so
if we get into a discussion of what the public owes or what the trust
account owes, that is a separate subject to me. The subject of debt
limitation for discussion in this Congress is not a question of determin-
ing what is debt or what is not debt. The hearing is to determine, it
seems to me, whether you want to have further action on taxes or
whether you want to have further action on Government expenditure
reduction. In the end, whatever the limit you use, whatever definition
you use, if the limit gets in the way of peyinz our bills, I think the
Congress is obligated to change the debt ceiling.

- It might take a very fine and close hold to it, but in the end they
must change it, otherwise we cannot pay our bills.

Senator MiLLeR. I would agree with you, Mr. Kennedy, that among
the general publi: there is a lot of confusion over this, but if it is going
to come to any one understanding, to me the most important under-
standing is that the people understand how much the taxpaying
public owes, and I am afraid that if we get into this revised concept,
they will be confused on that point.

T will grant you that for purposes of accounting and budgeting that
this makes a lot of sense, Lut, rather than telling the general public
this is what is held by the general public, I think it would be more
meaningful to them and perhaps give them a little more interest in
trying to hold down expenditures if they knew what the public owed.

Secretary KEnnEDY. I think there is no effort here to report the
public debt as just the privately held debt. All of the reports of the
Treasury on the Government debt outstanding and what the public
owes would have the total, and it would not be the precise total in the
debt ceiling limitation either.

Senator MiLLer. Well, my time is up.

Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Secretary, I have before me a hearing on H.R.
15202, dated 1966, before the committee and there are some charts
in that, pages 63, 64, 65, 66, showing information provided by the
Treasury which we would like to have brought up to date. It would
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seem to me that in order to improve the perspective of that data it
might be well not only to bring it up to 1968 but to take it back to the
turn of the century. That is a little bit more work but I know you
can get the figures to give us an historic perspective. I think you have
an adequate staff over there to do that for us and I would appreciate
it if ()lfou would provide it so we could put the whole thing in the
record.

Secretary KEnNEDY. Very good, Senator. We have tables here which
have been prepared bringing it up to date for you. I am not sure it
has been taken back as far as you want, but we take back as far as
our records permit us to take them back.

The CaairmMaNn. T would also like for you to make available to us
the debt broken down both as to what the gross debt was and what the
publicly held debt was during that same period. That would be a
separate chart, and if you would just add to that what the conversion
factor would be to put that in terms of 1968 dollars we could see about
what the debt would be in constant dollars.

I believe you have that figure to provide that index now. If you
would also add an additional column for the per capita debt, we could
have some perspective of that debt in terms of purchasing power
rather than just looking at it out in limbo without adjusting for things
that are relevant.

Secretary KENNEDY. Those figures are available.

The CuairMaN. When you have got twice as many people to pay
the debts it is not as heavy a burden as it is otherwise and furthermore
while the debt looked small back in those days it involved dollars
as big as » horse blanket, while dollars nowadays are not. nesdrly that
big. So if you make those calculations, I think we would have a little
better perspective.

Just leoking at the gross debt we were talking about, it was 22
percent of all publicly and privately held debt in 1965, and there was
2 time when it was as much as 62 percent of all publicly and privately
held debt. Of course, that doesn’t take the trust funds out of it. If
you took those out you would have an even smaller percentage, and
I think it would help in looking to what the overall picture was.

(The data requested follows:)



Estinmated fross Tovernnment and Private Debt, by Major Categories
—

December 1946 Decexzber 1960

Decenber 1967

:

Decexcber 1968

Percent

: Percent :Bi’liors : Percent :
H - ¢ of total:

:Billions of total: : of to:al:aillions

-

Percent

113
illions :of total

-3

Ffederal debt

Public S 259

teeereeacaan 582 $ 290 292 $ 345 217 $ 3358 202
Fecderal agency .... 1-1/2 - ko 6-1/2 1 20 2 15 1
Total......... .- $ 260-1/2 58% $ 2%96-1/2 30% $ 365 237% $ 378 212
State and local debt.. 16 4 70 7 122 8 132-1/2 8
Corporate debt........ 109-1/2 24 365 37 650 40 724 41 %g
Individual debt....... 60 13 263 26 4717 30 518 30
Total........... $ 446 100 $ 995 100 $1,614 100 $1,747-1/2 100

.

Office of the Secretary of the Treasury

Office of Debt Analysis

Yote: Detazil may not add to total due to rounding.

* Less than 1/2 of one percent.

March 21, 1969
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Lutimatod Geoes Govermment amd Private bebt, by Major Categories
———

(bollar amounts in billions)

S T Y TPercent

:ﬁlnlo H Federal 1
Dv(“mb"réludl- :CanO* : =‘uud ! : ! P rotat Federal
:v‘d“1‘:;“‘v 1} Total floeal iPublictAgencysTotal ¢ of
it alat =0 TR Ao T : : : Toral

o9, . § 72,9 §107.0 § 179.9 % 17.8 $ 16,3 § 1,2 §$ 172.5§ 214%,2 HX
e, 7.8 1074 179.¢ 18.9 to.0 1,9 17.3 2154 8
1931, 64,9 100.3 169.2 19,4 17.8 1.3 19.1 204.,8 9
1942, 57.1 96.1 153.2 19.7 20,8 1.2 22.0 194.9 11
1o, 51,00 92,4 tad.4 19.5% 23,48 1.5 25.3 188,2 1
1934, 49,8 90.0 1640, 4 1.2 28,9 4.8 33.3 192.9 17
1915, 49.7  89.8 139.5 19.0 30.6 5.6 36,2 195%.3 19
19130, . 50.6 90.9 141.5 19.6 344 5.9 40,3 201.4 20
1937, 5t.1 90,2 1413 19.6 17.3 5.8 43.1 204.0 21
1938.. 50.0 86.8 13o.8 19.8 KRN] 60,2 45.6 202,22 22
139, 50.8 86.8 137.6 20,1 41.9 6.9 48.8 206.5 24
1940, . $3.0 0 89.0 142.0 20.2 45,0 7.2 2.2 14,4 24
1941, 99,0 97.5 153.1 20.0 5.9 7.7 65.0 238.7 27
1942.., 49.9 100,13 150.2 19.2 108.2 5.8 113.7 289,1 19
1943, 48.8 110.1 159.1 18,1 109%.9 5,1 171.0 148, 2 49
1944, ., 2.7 109.0 159.7 17.1 230.06 3.0 133.6 410,4 57
1944, % .7 99.5 154.2 16.0 278,1 1.5 279.6 4h9.8 62
1940, . 59.9 109.3 169.2 16.1 259,1 1.6 260,7 446,10 58
1947.. 69.4 128.9 198.3 17.% 256.9 0.7 257.6 4134 54
1948, . 80.6 119.4 220.0 19,6 252.8 1.0 253.8 44934 51
1949, . N0L4 14003 230.7 22,2 257.1 0.8 2%71.9 51048 50
1950.. 104.2 167.7 271.9 25,3 250.7 1.1 257.8 555.0 “o
19810, 114.0 191.9 305.9 28.0  259.4 0.8 260,2 S94.1 L
1952.., 128.9 202.9 .8 11,0 267.4 0.9 268.3 6311 w2
1953.. 142.7 212.9 3%5.0 35,0 275.2 0.8 276.0 006, 6 L)Y
19%4.. 1506.5 217.6 374.1 40,2 278.8 0.7 279.5 6913,8 40
1955..  179,5 253.9 433.4 49%.3 280.8 1.4 282.2 760,9 37
1956.. 194.8 2717.) 47241 50,0 276.6 1.7 278.) 800.4 35
1957.. 206.7 295.8 502,58 Y406 274.9 3.2 278.1 835.2 33
1958,. 222.0 312.0 534.0 59.8 282.9 P 285.3 879.1 32
1959,. 244,13 41,4 S85.7 64,9 290.8 5.7 296.9% 9071 31
1960.. 262.9 365.1 628.0 70,2 290,2 6.4 296.6 994.,8 R\l
1901.. 284.4 391.5 675.9 77,3 290,2 6,8 J03.0  1,056.2 29
1962.. 311.8 421.5 733.3 84,9 103.5 7.8 311.3  1,129.5 28
1963.,. 349.7 456.7 B02.4 90,7 309.3 8.1 317.4 1,210.5 26
1964.. 180.2 497.9 478,11 97.7 3172.9 9.1 322.0 1,302,8 25
1965.. 416.3 550.1 966.4 104.7 320.9 9.8 330.7 1,401.8 24
1966.. 447.3 007.9 1,05%.2 111.6 329.3 14,0 343.3 1,510.1 23
1967.. 477.0 650.0 1,127.0 122,0 344.7 20.2 364.9 1,613,9 23
1908.. 517.8 724.1 1,241.9 132.3 1358.0 15.1 373.1 1,747.3 ' 2

Office of the Sccretary of the Treaanry March 21, 1969
Office of Debt Analysis

Sourceo: Commerce and Treasury Departments.
1/ lucludos debt of Foderally aponsored agenc¢ies excludod from the
Budget which amounted to §0.7 billion on Dec. 31, 1947; $9.0
billion on Dec. 31, 1967; and $21,3 billion on Dec, 31, 1968,



Table I

s

Estimated Gross Covernment and Private Debt
—’

1929 - presert
: Government debt : Private debt : Total Gov't &
End of : Amounts outstanding Per capita £/ :__Amounts outstending : Per capita 2/ : private debt
calendar: : R : B : : Corporate :Individual &: :Individual & : :
. Federal | State & | N . State & ° : A N . Corporate . Amount Per
veer : 3/ ! loeml ! Total :Fed”?l; locay ;] Total : b“?"}”ﬁ“_ ;“?gﬁ:gg::te; business ;‘°§§:g:::t°; outstanding} Capita
(villions of dollars) (dollars) (billions of dollars) (dollars) (billions  (dollars)
- of dollars)

1929.4...$17.5 $17.8 $35.3 $ 13 $185 $ 288 $107.0 $72.9 $874 $595 $215.2 $1,757
1930.s0.0 17.3 18.9 36.2 1o 153 293 107.4 7.8 868 581 215.4 1,742
1931...40 19,1 19.5 38.6 153 157 310 100.3 6.9 805 521 203.8 1,636
19320400. 22.0 19.7 L1,7 176 157 333 9.1 57.1 767 456 194.9 1,555
1933.0040 25.3 19.5 44,8 201 155 355 2.4 51,0 733 Loy 188.2 1,493
1934, 0000 33.0 19,2 52,2 260 151 411 9.6 49.8 et 392 192.9 1,520
1935¢.0.. 36.2 19.6 55.8 283 153 437 89.8 49,7 703 389 195.3 1,529
1936..... 40.3 19.6 59.9 313 152 L66 9.9 50.6 707 39% 201k 1,566
1937400 k3.1 19.6 62,7 333 151 L84 0.2 51.1 697 395 204.0 1,576
1938..... U45.6 19.8 65.4 349 152 501 86.8 50.0 665 383 202,2 1,549
1939..... 48.8 20.1 68.9 37 153 52k 86.8 50.8 660 386 206.5 1,569
1940..... 52.2 20.2 T2.4 393 152 545 89.0 53.0 670 399 2144 1,615
1941..... 65.6 20.0 85.6 489 149 638 97.5 55.6 77T 52 238.7 1,779
1942...,.113.7 19.2 132.9 837 b5 978 106,3 49.9 782 367 1 289.1 2,128
1943.....171.0 18.1 189.1  1,2k2 131 1,374 110.3 43,8 801 355 348.2 2,529
194k, .,..233.6 17.1 250,7 1,678 123 1,801 109.0 50.7 783 36h L10.4 2,947
1945, 44..279.6 16.0 9.5 Sh.7 707 389 1k9.8 3,197

295.6 1,987 1k 2,101

See footnotes at end of Table II
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Table I (Continued)

Estimated Gross Government and Private Debt
—

1929 - present
: Govermment dedbt H Private debt : Total Gov't &
End of Amounts outstanding : Per capita &/ :_Amounts outstanding Per capita &/ H private debt
calendar : : R : H : : Corporate :Individual &: :Individual &: B
. Federal ;| State & . . State & s N . Corporate | . Amount N Per
year y . local . Total I-’e‘dsfa.l . local . Total busi.}l}ess ;nox;‘ci:gz::te; business ;nogﬁgg:::te; outstanding Capita
{bIlTions of dollars) ~ ~  ~~ (dolIars) -~~~ ~ (billicms of dollars) (dollars) © " (bvillions  (dollars)
~ of dollars)
1946..... $260.7 $16.1  $276.8  $1,825 $u3  $1,938 $109.3 $ 59.9 $ 765 $ 19 $ .o $3,123
1%7..00 2576 17.5 251 LTI 120 1,81 12895 69.5 886 il pEES 3,254
1948..... 253.8 19.6 273.4 1,715 132 1,847 139.4 80.6 M2 545 k93l 3,334
1949..... 257.9 2.2 280.1 1,713 7 1,860 140.3 90.4 932 600 510.8 3,393
1950..... 257.8 25.3 283.1 1,685 165 1,850 167.7 1042 1,09 681 555.0 3,627
260.2 28.0 288.2 1,671 180 1,851 191.9 114,0 1,232 732 594.1 3,815
268.3 31.0 299.3 1,604 196 1,890 202.9 128.9 1,281 81k 631.1 3,985
276.0 35.0 311.0 1,714 217 1,931 212.9 2.7 1,322 886 666.6 k,139
279.5 ko.2 9.7 1,705 2ks 1,950 217.6 156.% 1,327 955 693.8 L,232
282.2 45.3 327.5 1,691 272 1,963 253.9 179.5 1,522 1,076, 760.9 k4,561
278.3  50.0 8.3 1,638 2% 1,933  2T7.3 194.8 1,632 1,147 800.4 4,712
278.1 Sk.6 332.7 1,609 316 1,95 295.8 206.7 1,712 1,1% 835.2 4,833
285.3 59.8 345.1 1,624 - 340 1,964 312.0 222.0 1,776 1,264 879.1 5,003
290.5 64,9 361.4 1,653 ‘362 2,015 3414 24h.3 1,903 1,362 HNT.1 5,280
296.6 70.2 366.8 1,627 385 2,012 365.1 262.9 R 1, 994.8 5,456
303.0 77.3 380.3 1,635 7 2,052 391.5 2844 2,112 1,535 1,056.2 5,699
311.3 85.9 . 3%.2 1,654 451 2,105 421.5 3.8 2,240 1,657 1,129.5 6,003
N7.4 9.7 k8.1 1,663 V75 2,138 Ls6.7 345.7 2,393 1,81 1,210.5 6,3k2
196h4....  327.0 97.7 L2k, 7 1,690 505 * 2,195 497.9 380.2 2,573 1,965 1,302.8 6,733
1965.... 33.7 10%.7 435.h 1,688 535 2,223 550.1 116.3 2,809 2,125 1,401.8 7,157
1;926 3'463-3 1.6 @.9 l,gg 563 g,i% 207.9 ‘:"*7-3 3’2;62 3,253 i,gig-; 'g,g%g
1967, ... . 122.0 . 1 50,0 770 3 .
o6 W1 1m3  sosh D R 721 517.8 3,580 23% LT3 8,639

See footnotes at end of Teble II °
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Table 1

Gro Government and Private Debt
Welated to Gross National Froduct

End of @ Gross s Ratios of debt to gross national product
calendar : national @ 1 State & : tIndividual &:
Year 3_product 4/ :Feder31= floeel :corpor“te:noncorpntate: Total
(in dillions (percent)
of dollare)
1929..400 $ 96.7 18.1% 18.4% 110.7% 75.4% 222.5%
1930.¢0.00 83.1 20.8 22,7 129, . 86.4 259.2
1931...... 66.9 28.6 29.1 149.9 97.0 304.6
1932,00.0 56.8 38.7 ‘34,7 169.2 100.5 343.1
19330000 60.3 42,0 32.3 153.2 84.6 3121
1934000000 68.6 48,1 28.0 132.1 72.6 280.8
1935...00 77.4 46.8 25.3 116.0] | 64.2 252.3
1936...... 86.5 46.6 22.7 10511 s8.5  232.8
1937...... 87.6 49,2 22.4 103.0, 58.3 232.9
1938...00 87.6 52.1 22.6 99.1 57.1 230.8
1939...... 94.8 51.5 21.2 91.6 53.6 217.8
1940....00 107.6 48.5 18.8 82.7 49.3 199.3
194100000 138.8 47.3 14.4 70.2 40,1 . 172.0
1942, ... 179.0 63.5 10.7 59.4 27.9 " 161.5%
1943, ..040 202.4 84.5 8.9 54.5 24,1 172,0
1944, ..., 217.4 107.5 7.9 50.1 23.3 188.8
1945...... 196.0 142.6 8.2 50.8 27.9 229.5
194640000 221.4 117.8 7.3 49.4 27.1 201.4
245.0 105.1 7.1 52.6 28.3 193.2
1948...... 261.2 97.2 7.5 53.4 30.9 188.9
1949,..... 260.5 99.0 8.5 53.9 34.7 196.1
1950...... 311.2 82.8 8.1 53.9 33.5 178.3
1951....0. 338.2 76.9 8.3 56.7 33.7 175.7
1952...... 361.0 74.3 8.6 56.21 35.7 174.8
1953...... 360.8 76.5 9.7 59.0 " 39.6 184.8
1954..0.... 379.8 73.6 10.6 57.3. 41.2 182.7
1955, ... 409.7 68.9 111 62,0 43.8 185.7
1956...... 433.2 64,2 11.5 64.0 45.0 184.8
1957, 00v s 438.1 63.5 12.5 67.5 47.2 190.6
1958...... 469,2 60.8 12.7 66.5 47.3 187.4
1959....04 496.8 59.7 13.1 68.7 49.2 190.6
1960...... 503.4 58.9 13.9 72.5 52.2 197.6
1961...... 542.8 55.8 14,2 72.1 52.4 194.6
1962, 0,000 574.17 54.2 14.8 73.3 54.3 196.5
1963...000 611.8 51.9 14.8 74.6 56.5 197.9
1964..000 654.0 50.0 14.9 76.1 58.1 199.2
1965.0.0. 719.2 46.0 14.6 76.5 57.9 194.9
1966...... 770.2 44,6 14.5 78.9 58.1 196.1
1967...... 821.1 44 .4 14.9 79.2 58.1 196.6
1968...... n.a. n.a. n.a. n.a. n.a. n.a.
Office gf the Secretary of the Treasury March 21, 1969
Office of Debt Analysis .

Note: Debt levels estimated by Office of Business Economics,
Comme¢rce Department.

1/ Total Federal securities.

2/ Debt divided by the population of the conterminous U. S.
and including armed forces overseas. Alaska is included
beginning 1959 and Hawaii beginning in 1960.

3/ 1Includes debt of Federally sponsored agencies excluded
from the Budget,

4/ Implied level end of year, calculated as the average of the
fourth and firast calendar quarters at seasonally adjusted
annual rates for the years 1939 through present. Prior to
1939, averages of two calendar year figures are used as the
best approximation of Doceupor 31 levels. '



Estimated Net Government and Private Debt Outstanding, by Major Categories
A

z December 1946 : December 1960 § December 1967 i December 1968
Federal debt........ § 229-1/2 58% $ 240 27% $ 286-1/2 202 $ 292 AQZ
State and local debt 14 3 63 7 118 8 129-1/2 8
Corporate debt...... 93-1/2 24 306-1/2 35 543-1/2 38 607-1/2 39
Individual debt..... 60 15 263 30 477 33 518 33
Total....... ... $ 396-1/2 100% $ 872 1002 Q,424-1/2 NN $1,546-1/2 1007
Office of the Secretary of the Treasury March 21, 1969

Office of Debt Amalysis

Note: Detail may not add to total due to rounding.
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Estimated Net Government and Private Debt, by Major Categorles
—

(Dollar amounts fin billions)

H Private tState @ ' s Percent
December 31 1 Indi- sCorpo- : T L and :Federal: Total :Federal of
t_vidualirate 1/ 1ot tlocatl 3 ° H 3 Total
l
|
1916000 $ 36.3 § 40.2 § 76.5 8 4.58% 1.2°8§ 82.2 1%
1917, 0000 8.7 43.7 82.4 4.8 1.3 94.5 8
191840000 44.5 47.0 91.5 5.1 120.9 117.5 18
1919000 43.9 . 53.3 97.2 5.5 125.6 128.3 20
1920, 0000 48.1 57.7 105.8 6.2 23.7 135.7 17
19210000 49.2 57.0 106.2 7.0 23.1 136.3 17
19220000 50,9 58.6 109.5 7.9 .22.8 140.2 16
1923....4 5%.7 62.6 116.3 8.6 21.8 146.7 15
192400000 55.8 67.2 123.0 9.4 2.0 1%7.4 14
192500000 59.6 2.7 . 132.3 10.3 20.3 162.9 12
1926..0400 62.7 6.2 138.9 11.1 19.2 169.2 11
192700000 66,4 81.2 147.6 12.1 18.2 177.9 10
1928 ... .. 70.0 86.1 156.1 12.7 17.5 186.3 9
1929...40 72.9 88.9 161.8 13.6 16.5 191.9 9%
1930, 0000 71.8 89.3 161.1 14.7 16.5 192.3 9
1931...... 64,9 83.5 148.4 16.0 18.5 182.9 10
1932...... 57.1 80.0 137.1 16.6 21.3 175.0 12
193300000 51.0 76.9 127.9 16.3 24.3 168.5 . 14
1934, 49.8 75.5 125.3 15.9 30.4 171.6 18
1935.0000 49,7 74.8 124.5 16.1 34.4 175.0 20
1936.¢0... 50.6 76.1 126.7 16.2 31.7 180.6 21
193700000 51.1 75.8 126.9 16.1 39.2 182.2 22
1938...... 50.0 73.3 123.3 16.1 40.5 179.9 23
1939...... 50.8 73.5 124,313 16.4 42,6 183.,3 23
1940.000se 53.0 75.6 128.6 16.4 44.8 189.8 24
19410000 35.6 83.4 139.0 16.1 56.3 211.4 27
1942, .40 49.9 91.6 141.5 15.4 101.7 258.6 39
1943, ..... 48.8 95.5 144.3 14.5 154.4 313.2 49
1944, 0.0 50.7 94.1 144.8 13.9 211.9 370.6 57
1945...00 54.7 85.3 140.0 13.4 2352.5 405.9 62
1946..000 59.9 93.5 153.4 13.7 229.5 396.6 58
1947, ... 69.4 109.6 179.0 15.0 221.7 415.7 53
1948, 80.6 118.4 199.0 17.0 215.3 431.3 50
1949, ..... 90.4 118.7 209.1 19.1 217.6 445.8 49
1950, ... 104.2 142.8 247.0 21.7 217.4 486.1 45
1950, .00 114,0 163.8 217.8 24,2 216.9 518.9 42
1952, .04 128.9 172.3 301.2 27.0 221.5 549.7 40
1953...¢.0 142.7 180.9 323.6 30.7 226.8 581.1 39
1954, .00 156.5 184.1 340.6 35.5 229.1 605,2 38
1955.00¢0s 179.5 215.0 394.5 40.2  229.6 664,13 35
19560040 194.8 234.1 423.9 44,4 224.3 697.6 32
1957, 206.7 249.1 455.8 48.6 223.0 727.4 31
1958.. 222.0 262.0 484,0 53.2 231.0 768.2 30
1959...40 244,3 287.0 531.3 58,0 241.4 830.7 29
1960...... 262.9 306.3 , 569.2 63.0 239.8 872.0 28
1961.0400 284,4 328.3 C 61207 70.0 246.7 929.4 27
1962, 311.8 353.5 " 665.3 78.1 253.6 997.0 25
1963...... 345.7 383.3 729.0 84,7 257.5 1,071.2 24
1964...... 380.2 417.4 797.6 92,4 264.0 1,154.0 23
1965...... 416.3 461.2 877.5 99.9 266.4 1,243.8 21
1966... .. 447.3 509.5 956.8 107.1 271.8 1,335.7 20
1907..040 477.0 543.4 1,020.4 117.9 86.4 1,424.7 20
1968...... 517.8 607.3 1,125.1 129.5 291.9 1,546.5 19
Off(tee of the Secrctary of the Treasury March 21, 1969

Office of Debt Analysis
Source: Commerce and Treasury Departments. R
1/ 1Iucludes debt of Federally sponsored agenfies excluded from the
Budget which amounted to $0.7 billion on DPec. 31, 1947; §9.0
billion on Der., 31, 1967; and $21.3 billipn on Dec. 1, 1968.
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.- Table I

Estizated Net Governzent and Private Debt
=""1916 - present

: Goverrment debt : Private debt : Total Gov't &
End of Acousts outstending : - Fer capita &/ :__Azounts cutstanding Per capita &f : rrivate debt
calendar : : H H T T TCorporate :Incividual &: sIngividual & oo T

Federal | State & State & A Corporate . Aocunt Fer
jesr : : Total : Federal : : Total : bYbusipess :noncorporate: . - :ncacorporate: :
H 1-/ : local : H H Llocal H : 372 : business : tusiness : business : outstanding : Capita
(billicns of dollars) {dollars) {villions of dollars) (dcliars) {billiocns {dcliars)
of dollars)

1916..... $ 1.2 $ 4.5 $5.7 $12 $ u $ 56 $0.2 $36.3 $391 4353 $ &2.2 $ 500
1917..ee. 7.3 5.8 12.1 70 46 16 43.7 8.7 420 372 .5 909
1918..... 20.9 5.1 26.0 199 L9 248 47.0 k4.5 L3 117.5 1,122
1919..... 25.6 5.5 31.1 2k2 52 24 53.3 43.9 504 L15 128.3 1,213
1920..... 23.7 6.2 29.9 220 58 2718 57.7 u8.1 537 uL7 135.7 1,262
1921.....  23.1 7.0 30.1 211 & 275 57.0 49.2 522 L50 136.3 1,247
1922..... 22.8 7.9 30.7 205 n 21 .6 %0.9 528 459 150.2 1,263
1963..... 21.8 8.6 0.4 193 76 269 2.6 3.7 Sh 475 6.7 1,28
192k, ..., 21,0 9.4 30.4 183 82 264 67.2 55.8 584 L8s 153.% 1,33
1925.00.s  20.3 10.3 30.6 174 88 262 72.7 59.6 63 511 162.9 1,397
1926.00.. 19,2 1.1 30.3 161 93 254 76.2 6.7 639 526 169.2 1,519
1927..... 18.2 12.1 30.3 152 101 253 81.2 66.4 678 554 177.9 1,485
1928.....  17.5 12,7 P.2 1k 105 249 86.1 70.0 st 518 186.3 1,538

See focirncies at end of Table IT



Table I (Continued)

) Estimated Net Government and Private Debt
— 1916 - present

: Government debt B Private debt : Total Gov't &
Znd of Amounts outstanding B Per capita 2/ :  Amounts outstanding : Per capita 2/ : private debt
:2lendar : H : : H H : Corporate :Individual &: :Individual &: :
. Federal | State & | M . State & N X . Corporate | nta. Amount Per
year y t Jocal Total Federal Tocal Total busian/ess ;nogﬁzg:::te; business ;nogzgzi-g:.s:te; outst e.nding; Capita
(billions of dollars) -~ (dollars) (billions of dollars) (dollars) (villions  {dollars)
o oL !

1929..... $16.5 $13.6 $30.1  $135 i $ 246 $ 88.9 $ 72.9 $ 726 $ 595 $ 191.9 $1,561
19300000 16.5 4.7 31.2 133 19 252 89.3 7.8 722 s8L 192.3 1,555
1931.....  18.5 16.0 34.5 149 128 277 83,5 64,9 670 521 182,9 1,468
153200000 213 16.6 37.9 170 132 302 80.0 57.1 638 456 175.0 1,39
~7330000e 24,3 16.3 40,6 193 129 32 76.9 51.0 610 Loy 168.5 1,336
193%,....  30.4 15.9 46.3 240 125 365 75.5 49.8 595 3R 171.6 1,352
1535.00es 344 1653 -50:5—- 269 126 395 4.8 49,7 585 389 175.0 1,370
1936eeses  37.7 16.2 53.9 293 126 g 76.1 50.6 592 3% 180.6 1,405
1937.e0e0  39.2 16.1 55.3 303 124 k27 75.8 51.1 585 395 182.2 1,407
1938.000s  40.5 16.1 56.6 310 123 L3y 73.3 50.0 562 383 179.9 1,379
193%..00.  U42.6 16.4 59.0 32U 125 148 73.5 50.8 559 386 183.3 1,393
1940..... L4.8 16.% 61.2 337 123 L61 75.6 53.0 569 39 189.8 1,429
191eeee. 56.3 16.1 TN k20 120 sko 83.4 55.6 622 IR 2. 1,576
1942,.... 101.7 15.4 117.1 49 13 862 91.6 49,9 674 367 258.6 1,903
1943,.... 1544 14.5 168.9 1,122 105 | 1,227 95.5 18.8 694 355 313.2 2,275
1944, ,000 211.9 13.9 225.8 1,522 100 1,622 %) 50.7 676 364 370.6 2,662
1945, 0000 252.5 13.4 265.9 1,795 95 1,8% 85.3 54.7 606 389 405.9 2,885

See fcotnotes at end of Table II
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" Table I (Continued)

Estimated Net Government and Private Debt
—o 1916 - present

: Goverrment debt : Private debt H Total Gov't &
End of : Amounts outstanding : Per capita 2/ s Amounts outstanding : Per capita 2/ H private debt
calendar : : B : : H : Corporate :Individual &: :Individual &: :
. Federal ; State & N . State & . : . Corporate | . Amount Per
year 1-/ Tocal Total Federal : local Total ‘business ;nogizg:::te; business ;noglcx::np:::te; outstanding; Capite
(billions of dollars) (dollers) (bilTions of dollars) (dollars) (billions (dollers,
. of dollers)
1946..... $229.5 $13.7 $u3.2  $1,607 $96 $1,703 $ 93.5 $ 59.9 ¢ 655 $ 819 $ 396.6 $2,777
194T.eeeae 2217 15.0 236.7 1,524 103 1,627 . 109.6 69.4 753 k77 115.7 2,858
1948..... 215.3 17.0 232.3 1,455 15 1,570 118.4 80.6 800 sks 431.3 2,91k
1949,.... 217.6 119.1 236.7 1,4k5 127 1,572 118.7 0.4 788 600 5.8 2,951
1950s0sss  217.4% 21.7 239.1 1,421 w2 1,562 142.8 104,2 933 681 486.1 3,176
195le0s0. 216.9 24,2 241.1 1,393 155 1,548 163.8 114.0 1,052 732 518.9 3,332
1952.00s  221.5 27.0 2u8.5 1,399 170 1,569 172.3 128.9 1,088 81k 549.7 3,471
1953..... 226.8 30.7 257.5 1,408 191 1,599 180.9 k2.7 1,123 886 581.1 3,608
1954000 229.1 35.5 264.6 1,397 217 1,604 184,1 156.5 1,123 955 605.2 3,692
19554000, 229.6 Lo0,2 269.8 1,376 241 1,617 215.0 179.5 1,289 1,076 664.3 3,982
224.3 by L 268.7 1,320 261 1,582 23%.1 194.8 1,378 1,147 697.6 4,107
223.0 18,6 271.6 1,290 281 1,572 249,1 206.7 1,441 1,196 727.4 4,209
231.0 53.2 28k,2 1,315 303, . .1,618 _ 262.0 222.0 . . 1,401 1,264 768.2 2
241,.L 58.0 299.4 1,346 323 1,669 287.0 24,3 © -1,600 1,362 830.7 4,631
239.8 63.0 302.8 1,315 346 1,661 306.3 262.9 1,680 1,442 872.0 4,783
246.7 70.0 316.7 1,331 378 1,709 328.3 2844 1,771 1,535 %9.4 5,015
253.6 78.1 331.7 1,348 ks 1,763 353.5 311.8 1,879 1,657 997.0 5,299
257.5 84.7 .2 1,349 Ly 1,793 383.3 345.7 2,008 1,811 1,071.2 5,612
264,0 92.b 356.b 1,364 478 1,842 7.k 380.2 2,157 1,965 1,154.0 5,95%
266.4 9.9 366.3 1,360 510 1,870 461.2 416.3 2,355 2,125 1,243.8 6,350
1966..... 27..8 107.1 378.9 1,3 sh1 1,913 509.5 47,3 23572 2,258 1,335.7 6,742
19674000, 28644 117.9 Lok 4 1,431 589 2,019 5434 477.0 2,714 2,382 1,424,7 7,115
1968..... 291.9 129.5 421,14 1,443 640 2,083 607.3 517.8 3,004 2,560 1,546.5 75647

See footnotes at end of Table II
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Table 11

1
Net Government and Private Debt
Helated to Gross National Produqt

End of : Gross : Ratios of debt to gross national product
calendar : national : : State & :Individual & :

year i product 4/ :Federal, 15ca1 .Corporate.ngncoyporate ; Total

(in billions (percent)
of dollars) i

1929...... $ 96,7 17.1% 14.1% 91.9% 75.4% 198.42%
1930...400 83.1 19.9 17.7 107.5' 86.4 234.7
1931...0. 66.9 27.7 23.9 124.8 97.0 273.4
1932.,..... 56.8 37.5 29.2 140.8 100.5 308.1
1933, .00 60.3 40.3 27.0 127.5 84.6 279.4
1934...00. 68.6 44,3 23.2 110.1 72.6 250.1
1935..... 77.4 44,4 20.8 96.6 64,2 226.1
193600000 86.5 43.6 18.7 88.0 58.5 208.8
1937...... 87.6 44,7 18.4 86.5] - 58.3 208.0
1938...000 87.6 46.2 18.4 83.7], 57.1 205.4
1939..00.0 94.8 44.9 17.3 77.5 $3.6 193.4
1940.0040 0 107.6 41.6 15.2 70.3 | 49.3 176.4
1941...... 138.8 40.6 11.6 60.1 40.1 152.3
1942, .44, 179.0 56.8 8.6 51.2 27.9 144.5
1943...... 202.4 76.3 7.2 47.2 24,1 . 154.7
1944..0000 217.4 97.5 6.4 43.3 23.3 t+ 170.5
1945, 00000 196.0 128.8 6.8 43.5 27.9 207.1
1946...... 221.4 103.7 6.2 42,2 27.1 179.1
1947.....0 245.0 90.5 6.1 44,7 28.3 169.7
1948...... 261.2 82.4 6.5 45.3 30.9 165.1
1949...... 260.5 83.5 7.3 45.6 34.7 171.1
195004004 311.2 69.9 7.0 45.9 33.5 156.2
1951, 0000 338.2 64,1 7.2 48.4 33.7 153.4
1952....0 361.0 61.4 7.5 47.7 35.7 152.3
1953..... 360.8 62.9 8.5 50.1 39.6 161.1
1954...4.0 379.8 60.3 9.3 48.5 41,2 159.3
1955.4000, 409.7 56.0 9.8 52.5 43.8 162.1
1956...... 433.2 51.8 10.2 54.0 45.0 161.0
1957 .00 438.1 50.9 11.1 56.9 47.2 166.0
1958..00 0 469.2 49,2 11.3 55.8 47.3 163.7
1959...000 496.8 48.6 11.7 57.8 49.2 167.2
1960...... 503.4 47.6 12.5 60,8 52.2 173.2
1961...440 542.8 45.4 12.9 60.5 52.4 171.2
1962...... 574.7 44.1 13.6 61.5 54.3 173.5
196300000 611.8 42.1 13.8 62.7 56.5 175.1
19640000 654.0 40.4 14.1 63.8 58.1 176.5
1965.0 000 719.2 37.0 13.9 64.1 57.9 172.9
1960...... 776.2 35.3 13.9 66.2 58.1 173.4
1967...0.s 821.1 34.9 14.4 66.21 58.1 173.5
1968...... n.a. n.a. n.a. n.a.. n.a. n.a.
Office of the Secretary of the Treasury ! March 21, 1969

office of Debt Analysis

Debt levels estimated by Office of Business
Commerce Department.,

Note: Economics,

Borrowing from the public.
Debt divided by the population of the contefminous U. S.
and including armed forces overseas. Alaskh is included
beginning 1959 and Hawaii beginning in 1960

ISl
.

o
~

i
~

Includes debt of Federally sponsored agenci
from the Budget.

Implied level end of year, calculated as th
the fourth and first calendar quarters at s
adjusted annual rates for the years 1939 th
Prior to 1939, averages of two calendar yea
used as the best approximation of December

ps excluded

¢ average of
pasonally
rough present.
r figures are
31 levels.
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Estimated Federal Debt ReHated to Population and Prices

190q - 1968

'
B [

Per capita Federal
debt 4/ L

Federal debt Real per capita

: HE :+ :__Federal debt 5/

: 3 : Pri- : : s Pri-|: : : Pri-

:Gross: ivately: :Gross: tvately: :Grosa: ivately

so1/ ¢« Vet 2/ hera’: w17 2 Net 2/ iThenal: 217 2 et 2/ [ Tho)g

: : snet 3/: ¢ : tnet 3]: ¢ : :net 3/

(Billions of dollars) (dollars) (dollars)
June 30
1900... $ 1.3 $ 1.3 $ 1.3 $ 17 $ 17 $ 17 Sn.a. $n.a. $n.a.
1901... 1.2 1.2 1.2 16 16 16 n.a. n.a. n.a.
1902... 1.2 1.2 1.2 15 15 15 n.a. n.a. n.a.
1903... 1.2 1.2 1.2 14 14 14 n.a. n.a. n.a.
1904, .. 1.1 1.1 1.1 14 14 14 - n.a. n.a. n.a.
1905... 1.1 1.1 1.1 14 14 141, n.a. n.a. n.a.
1906... 1.1 1.1 1.1 13 13 13 n.a. n.a. n.a.
1907, ,. 1.1 1.1 1.1 13 13 13 n.a. n.a. n.a.
1908... 1.2 1.2 1.2 13 13 13 n.a. n.a. n.a.
1909... 1.1. 1.1 1.1 13 13 13 n.a. n.a. n.a.
1910,.. 1.1 1.1 1.1 12 12 12 n.a. n.a. n.a.
1911... 1.2 1.2 1.2 12 12 12 n.a. n.a. n.a.
1912... 1.2 1.2 1.2 13 13 13 n.a. n.a. n.a,
1913..., 1.2 1.2 1.2 12 12 12 44 44 44
b 1.2 1.2 1.2 12 12 12 43 43 43
1915... 1,2 1,2 1.2 12 12 12 42 42 42
Dec. 31
1916... 1.2 1.2 1.1 12 12 11 37 37 34
1917... 7.3 7.3 1.2 70 70 69 180 180 177
1918,.. 21.0 20.9 20.7 « 200 199 198 430 428 426
1949... 25.8 25.6 25.3 244 242 239, 454 450 W44
1920... 24.0 23.7 23.4 223 220 218 414 408 404
1921... 23.5 23.1 22.9 215 211 2101 447 439 437
1922... 23.2 22.8 22.4 209 205 202! 442 433 427
1923... 22.2 21.8 21.7 196 193 192! 403 397 395
1924... 21.5 21.0 20.5 187 183 178. 385 377 366
1925... 20.8 20.3 19.9 178 174 1715 353 345 339
1926... 19.9 19,2 18.9 167 161 159, 338 326 322
1927... 18.6 18.2 17.6 155 152 147 319 313 3o2
1928... 18.4 17.5 17.3 152 144 143 316 299 297
1929... 17.5 16.5 16.0 143 135 131 297 280 272
1930... 17.3 16.5 15.8 140 133 128 311 296 4 284
'931... 19.1 18.5 17.7 153 149 142, 377 367 350
4932... 22.0 21.3 19.4 176 170 155; 482 466 425
933... 25.3 24.3 21,9 201 193 174 543 522 4u
934..,. 33 3 30.4 28.0 260 240 221 684 632 5¢2
1935... 36,2 34.4 32.0 283 269 250 728 692 643
1936... 40.3 37.7 35.3 313 293 275 792 742 696
1937... 43.1 39.2 36.6 333 303 283 826 752 702
1938... 45.6 40.5 37.9 349 310 290 888 789 738
.939... 48.8 42.6 40,1 371 324 305 946 827 178
60... 0 52,2 44.8 42.6 393 337 321 992 851 N1t
1941... 65.6 56.3 54.0 489 420 402 1,119 961 w20
1942,.. 113.7 101.7 95.5 ¢ 837 749 703 1,762 1,577 1.450
i943,.. 171.0 154.4 142.9 1,242 1,122 1.038 2,540 2,294 2,123
1944... 233.6 211.9 193.1 1,678 1,522 1,387 3,356 ‘3,044 2,774
1945,.. 279.6 252, 228.2 1,987 1,795 1,622 3,881 3,506 3,168
1946... 260.7 229.5 206.1 1,825 1,607 1,433 3,017 2,656 2,369
1947,.., 257.6 221.7 199.1 1,771 1,524 1,369 2,671 2,299 2,065
1948... 25°.8 215.3 192.0 1,715 1,455 1,297 2,537 2,152 1,919
1949... 257.9 217.6 197.7 1,713 1,445 1,313 2,584 2,179 1,980
1950... 257.8 217.4 196.6 1,685 1,421 1,285 2,377 2,004 1,912




Estimated Federal Debt Related to Populatﬁ

70

1900 - 1968

on and Prices

Federal debt

Per capita Federal

Real per capita

: [ debt 4/ :+ :__Federal debt S/

: : : Pri- ¢ H : s Pri- s :d : : Pri-

:Gross: tvately: :Gross: tvatelyls :Gross: tvatel

coag s Vet 2 haia’s o1 Ve 2 held |t & 17 s Net 2/ VRlT4Y

t ) itnet 3/: i : tnet 3/l ¢ : tnet 3/

(Billions of dollars) (dollars) (dollare)
1951... 260.2 216.9 193.1 1,671 1,393 1,240 2,246 1,872 1,667
1952,.., 268,3 221.5 196.8 1,694 1,399 1,243 2,277 1,880 1,671
1951,.. 276.0 226.8 200.9 1,714 1,408 1,247 2,264 1,860 1,647
1954... 279.5 229.1 204.2 1,705 1,397 1,246 2,267 1,858 1,657
1955.,.. 282.2 229.6 204.8 1,691 1,376 1,227 |, 2,243 1,825 1,627
1956... 278.3 224.3 199.4 1,638 1,320 1,174 2,111 1,701 1,513
1957... 278.1 223.0 198.8 1,609 1,290 1,150 (' 2,006 1,608 1,434
1958,.. 285.3 231.0 204.7 1,624 1,315 1,165 1,995 1,615 1,431
1959... 296.5 241.4 214.8 1,653 1,346 1,197 2,004 1,632 1,451
1960... 296.6 239.8 212.4 1,627 1,315 1,165 1,942 1,569 1,390
1961... 303.0 246.7 217.8 1,635 1,331 1,175 1,940 1,579 1,394
1962... 311.3 253.6 222.8 1,654 1,348 1,184 1,935 1,577 1,385
1963... 317.4 257.5 223.9 1,663 1,349 1,173 1,916 1,554 1,351
1964... 327.0 "'264.0 227.0 1,690 1,364 1,173 1,925 1.554 1,336
1965... 330.7. 266.4 225.6 1,688 1,360 1.1521 1,884 1,518 1,286
1966... 343.3 271.8 227.5 1,733 1,372 1,148 1,871 1,482 1,240
1967... 364.9 286.4 237.3 1,822 1,431 1,185 1,906 1,497 1,240
1968... 373.1 291.9 239.0 1,845 1,443 1,182 1,845 1,443 1,182

¢

Office of the Secretary of the Treasury March 25, 1969

Office of Debt Analysis

1/ Total Federal securities outstanding, Unified Budg
2/ Borrowing from the public, Unified Budget concept.
3/ Borrowing from the public less Federal Reserve hol
4/ Debt divided by population

5/ Per capita debt expressed in Dec. 31, 1968 prices

n.a. Not available.

et concept,

dings.

(Consumer Price index)
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The Cuairman. Now, it has been suggested to me further, Mr.
Secretary, that it might be well to amend this bill to put into the debt
a number of Federal agency’s loans. They have a considerable amount
of loans outstanding and that would put everything under the debt,
under the ceiling.

What would your reaction be if we simply took those agencies—I
think there is about $9 million involved—and put them into it and
increase the limit by that amount.

Secretary KENNEDY. I think that should be done at some point,
Senator. I should think that this time around that we %o according to
the previous statutory definition rather than make the change now
because of the time situation. Actually we have recommended that the
ager}llcies be included. The next time around we will take another look
at that.

The CuaIrMAN. In one of his state of the Union messages President
Johnson stood before us and referred to the fact that his budget would
call for an increase in the national debt. He also added the fact that
if you were keeping your budget the same way the average family
keeps its budget that he would be reporting & surplus to you rather
than reporting a deficit. That is somewhat 1n line with what Senator
Bennett was talking about, that it might be well to report it in two
fashions, one in terms of what it means as against the present debt
limit, and the other in terms of what that action means if you put it
in the same basis of the family keeping its budget. Perhaps the item
that you have in mind might be considered on that basis, one, how
Kou look at it when we talk about all the debts we owe, and the other

ow you look at it in terms of what the actual ceiling is.

Your feeling about it is that you prefer not to get into that now
but you would be glad to give that to us to show what that would be
if you computed it on that basis, is that not correct?

Secretary KennEDY. That is right.

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

Senator Anderson?

Senator ANDERSON. You have an investment credit of how much
annually?

Secretary KENNEDY. A 7 percent investment tax credit, is that
what you are referring to, Senator?

Senator ANDERSON. Yes.

Secretary Kennepy. The amount that someone gave here on
revenue is about $2.8 billion, I am not sure whether that is the right
figure, I have not checked it, but we will have it for the record.

(Clerk’s Note: The figure supplied by the Treasury Department
was $2.8 billion.) '

Senator ANDERsON. There are some elements of that credit that
might be charged off. There was a period when several million dollars
ger(ti calculated from utilities, public utilities whose rates are already

xed.

Secretary KENNEDY. There are some questions of accounting for
public utilities that are under consideration.

Senator ANDERsoN. They will have some recommendation——

Secretary KeEnNEDY. A flow-through method or the direct-line
method but that is not involved here, I think.

Senator ANDERSON. At one time there was a great deal of discussion
about that, they recommended it be eliminated. It was not eliminated,
and it runs into millions of dollars.
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Secretary Kenneny. It can make quite a change with respeet to
individual companies, yes, depending on how they kept their books,

Senator ANpERsoN. That is all,

The Cramman. Senator Williams,

Senator Wituiams, Me. Seeretary, in an earlier discussion you
referred to the Expenditure Control Act of last year wherein Congress
placed a ceiling on expenditures. How has that worked?

Seeretary Kenseny, Well, 1 think that there is no question but
what they are living within the ceiling, is that correet?

Mr. Mavo, That is correet.

Secretary Kenneny, T think there were changes, Senntor, as you
know, exempting some expenditures from the ceiling. Whether there
were shifts in some accounting and reporting as to Vietnam charges
against the vegular defense charges, 1 don’t know. But

Senator Wipniams, [t did result in a substantinl overall reduetion,
i that correct?

Seeretary Kenneny, | think it resulted, yes, in a reduetion.

Senator Wirnians, Would you place an estimate on what reduction
vou think was developed as a vesult of that?

Secretary Kunneny, Well, the ceiling limited: -

Senator Wintians, The ceiling was $6 billion and then reversing
exemptions later and, of course, there were a few exemptions, su('h
as the interest on the national debt and two or three other uneon-
trollable items, that were eliminated in the beginning, and then
Congress eliminated a few more but what were the approximate
savings as a result of that?

Seeretary Kunneny, Can you report on that. 1 think it is

Mr. Mavo., Yes, let me start with the figures that you are already
familine with in the Johnzon budget. The excepted programs where
Congress specifieally excluded them from Public Law 00 364 were
estimated in the Johnson budget at $08.6 billion, "That is $6 billion
higher than the estimate o year carlier before the ceiling Inw was
puassed,

However, the remainder that are covered by Public Law 00- 364
are estimated in the Johnson budget at $85.1 billion, which is $8.3
billion below an estimnte the year earlier. "This ix the estimate which
has shown, therefore, the rather dramatic decrease, and a decrease
greater, Senntor Willintis, than was required by the Inw,

Now, some of those savings over and above the $6 billion provided
in the law do not appear to be materinlizing at the present time, but
wo are confident at the present time that we will be within the $6
billion expenditure ceiling by Junoe 30.

Senator Winniams, Then you feel that this ceiling did have o
sulutary effect and that it did vesult in some overall reductions,
sizable overall veductions, is that correet?

Seeretary Kenneny. Yes,

1 think it is fair to say, Senntor Willinms, that any ceiling on
outlays has some creaks und groans in it. There will be some tendeney
of expenditures to be postponed only not really saved, and pushed
into another year. There is also a tendeney, as we witnessed here,
for cither the administration or the Congress to seck further excep-
tions, s has been true and 1 might also say that T think it is perhaps
more economical in the long run to have your control at the budgeting
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and the approprintions stage of the spending strenm rather than at
the tailend when the bills are coming in. I cannot novertheless dis-
ngree with you that it has had an effeet on expenditures and has
reduced expeunditures.

Senator Winnaams, Of course, the purpose of that was that at the
time the Expenditure Control Acet was passed which was approved
during April, as 1 reeall it, although it was not finally enacted until
about_the end of June, but the appropriation bills are not handled
until July, August, and September and some of them even later. Had
it worked as we intended 1t to work, when we put the overall ceiling
of $6 billion, the Congress and the administeation working together
or separately could have made the selective cuts in the individual
approprintions to bring about this total of $6 billion rather than
leaving it all to the Budget Divector. That is, the opportunity was
there and, of course, 1 agree with you fully that it would have been
preferable if Congress had done that, but they didn't.

Secretary KeNnepy, Yes,

Senntor Winniams, And there is a question, will they do it aganin,
and that gets up to this question that T want to ask you now. Since
weo ngree that it worked lust year by putting this ceiling on and it was
effective in achieving a multibillion dollar savings, don’t you think that
at the time we consider nny extension of the surcharge, whenever it
may be, that it would be advisable to include with that another control
over expenditures rolling it back from $195 billion level to at lenst
suy $190 billion or something but make it mandatory so we would
know there is going to boe n savings of at least $5 or $6 billion below
the Johnson budget and then after writing this in as an overall ceiling
similar to what we did last. year, you auuf(’ungmss, all of us working
together, could then make the selective cuts as we saw fit, down the
line. Il we didn’t, this ceiling would have to be put into effect and
it could involve things that maybe didn’t suit some of us. But don’t you
think it would be wise and would you support a limitation on expendi-
tures? That is what T am gotting at.

Secretary KENNEDY. Again, 1 cannot fault vour rensoning, Senator
Willinms, on the effects of an expenditure ceiling. As to a specific
figure, of course, at this point, it is too carly, My initinl reaction to a
$190 bitlion figure would be that it is too low when wo considor that
the big part of the increase in spending allowed for in the Johnson
budget was either social security tax benefits or the pay inerease for
civilinn agencies which the Congress has aiready enueted, and if you
altow that and the novmal increase in workload and inflation, you have
wsed up almost all of your-the difference in the budget between the
2 yoars. So I would suggest. that $190 billion appeals to me as being
somewhat too stringent.

As to whether a specifie digit would be helpful, T would again suggest
the eaution that what you ean do to some extent in holding your breath
one year is very diflicult to do in terius of a comparable record the
second yoar around and T am sure this is something that we would
all like to consider with you, but [ do rot rule out the possibility that
another expenditure ceiling might be helpful,

Senntor Winniams, | am advised here that Congress did in the
defense approprintion cut back $3.7 billion of that $6 billion but, of
course, the rest of it was passed to the Budget Director to muke the
cuts which I think we should have faced up to.
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Secretary Kenneny. No.

Senator WiLLians. Every taxpayer as we know is having difliculty
in meeting his own budget and I think the American people expect
from this administration, and they expeet from this Congress, some
control over expenditures. While we talk about the load of inereasing
the debt limit or the need of extending tuxes, 1 think that they want
equal emphasis or greater emphasis put on what we are going do do
about eutting down this expanding cost of Government. 1 want to
agree also with Seeretary IKennedy’s remarks that you don’t control
spending by necessarily controlling debt. Onee we create these obliga-
tions we have got to pay them. But an expenditure control perhaps
would put a ceiling on the obligations wo ean create, and 1 feel very
strongly that we owe it to the taxpayers and to the American people to
consider seriously an expenditure ceiling as a part of nny proposed
extonsion of the surtax, and I think it wants to be ono that will pinch
hoth you and me.

Seeretary KeNNEDY. T think we can all share your coneern about
the stake that the American taxpayer has in un economical operation
of our Government. The President shares this, too, and he shares it
deeply. This is why we are now endeavoring o gei, even with these
other factors all working in the other direetion, to get the figure under
£195.3 billion that President. Johnson estimated as recently as Jan-
uary 15, We feel this very strongly.

We also feel strongly that there is an element of rigidity inherent
in an expenditure cetling. If we can prove that we can do this on an
administrative basis to the satisfuction of the Congress and to the
satisfuction of the people, 1 think there is great merit in having a
little more flexibility than a very tight expenditure ceiling would give,
and then come back with the lesson of lust year. Senator, I would
hope that the Appropriations Committees, having sensed that lesson,
would be even stricter in the way they go about the appropriations
bill passnge as we go through the year.

Senator Winniams. I apprecinte that, and I want to make it clear
that [ am not now putting the responsibility on the executive all
together. I didn’t before. To a large extent you ean’t spend any money
unless we approve it down here in Congress.

Secretary Kenneny. That is correet.

Senator Winniams. [ aceepted it then and I accept now the respon-
sibility on this end of Pennsylvania Avenue but it does take coopera-
tion from the other independents if we are going to be able to (50 it,
and that is what I am hoping we can get as we approach this problem
because it is a serious problem confronting us.

Now, we speak about the increased cost of Government, part of this
$195 billion is a result of inflation, and that is true. I have seen an
estimate sometime buack, and perhaps you would wish to comment on
it, that each 1-percent incrense in inflation annually adds to the cost
of Government when you figure the increased interest, increased cost
of products, services, wages, and everything, each L-percent increase
in nflation will add from a billion to a billion and a quarter extra
cost to operating our Government.

Secretary KeNNepy. That is a reasonable figure.

Senator WiLLiams. That is without considering the expansion of
any new programs, just existing programs.
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By the same token, to the extent that we can reduce this, last. year
1 think it was 4.7-percent inflation, around that, to the extent we can
reduce that inflationary spiral by euch 1 percont we are automatically
reducing the cost of Government, this $195 billion, by $114 billion.

Secretary KeNNEDY. The only trouble with that, Senator, is, even
if you achieve in the next year the reduction in the cost of living, you
are in the process of unwinding so you get far less than a full year
effect.

Senator WiLniams. 1 realize that. You couldn’t got it retroactively
but it would roll out into that as it was projected in the years to come.

Secretary Kennepy. Right.

Senator Wirniams. And [ think that that should be emphasized
becnuse that puts even greater emphasis upon the need, in fact the
koy to this problem is can we or can we not control inflation?

Secretary KenNEpy. Yes.

Senator WiLniams. And that is the reason why 1 have made this
suggestion earlier, and T hope the administration will consider it also:
the advisability of suspending this investment credit along with the
extension of the surcharge.

Personally, I favor the suspension of the investment credit and mak-
ing the surcharge at 7 percent rather than u flat 10 percent, not on the
basis that the revenue would be the same necessarily, although that
is important, but 1 think that the dampening effect it would have on
an expanded economy at this time would help combat. this inflation.
I would also recommend consideration be given to an equally impor-
tant part of it, that if we are going to ask private industry to curtail
or hold back some of its spending programs at this time, the first order
of business the Government ought to set an example and put o
moratorium on public works projeets that are not. ubsollul,ely essential
at this time either for the war effort or to our economy. You can’t say
100 percent, but this was done during the Second World War by joint
wesidential and congressional action. It was done in the Korean war
yy Executive order, by Mr. Truman, and 1 think it should have been
done long ago. We are in the midst of a war today, and I would
strongly recommend that as u part of any package that is sent down to
control inflation to be considered by the administration.

I will say this, when doing it no doubt this will affect some projects
in any State but if it does they have got to be affected. They have
got to affect them in all of the States and that goes wherever they
may be. But unless we do this, 1 don’t think we ave going to bring
this budget down below the $195 billion,

Secretary KENNEDpY. You will be glad to know-—-—-

Senntor Winnianms. In fact T question whether it won’t be even
higher.,

Secretary KEnNeny. You will be glad to know such a step is being
considered very seriously right now,

Senator Winniams, | appreciate that, and 1 am glad to hear it.
I don’t think we ean in good conscience suggest to private industry
that we are going to remove the incentive for their expansion, and at
the same time keep the Government programs moving full steam
ahend. In that line, Mr. Chairman, 1 would like to usk that there be
made a part of the record an article in yesterday’s paper in which
Mr. J. A. Livingston commented upon this fact and also an interesting
article on the same lines that is in the Business Week of March 22—
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both commenting upon the accelerated rate at which private invest-
ment. capital, and this is, as industry expands I think it is around a
20- to 25-percent rate greater than what it was just a year and a half
ago to the same effect in this earlier story from the Wall Streot
Journal of March 14, That is putting a tremendous demand on the
investment, capital that is available. It is a pressure on interest rates
and, don’t you think that is contributing heavily toward the demand
for money and the increased interest rates that the requirements for
this expanded capital to finance this plant. expansion at this time.
What effect do you think it had had?

Secretary KeNnNEDy, 1 think it is having a very inflationary effect
and is having quite an effect on the enpital markets.

Senator AnpersoN (presiding). They will be placed in the record.

(The articles referred to follow:)
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{From the Sunday Star, Mar. 23 1969

Outlay Boom Holds Danger

By J. A. LIVINGSTON
Star Special Writer

The persistent rise in busi-
ness expectations — the ever-
increasing commitment of cor-
porate executives to expansion
— disconcerts President Nix-
on's economic advisers. The
slowdown they hoped for isn’t
materializing.

The recent Commerce De-
partment-Securities and Ex-
change Commission data on
expenditures for plant and
equipment indicate a capital
goods boom is in the making.
Thereln lurks danger.

The 15 percent jump in
glanned outlays - from the

ourth quarter of 1968 to the i

third quarter this year — can
be irterpreted in two ways:

1. Businessmen have now
become permanently commit.
ted to inflation. They doubt
that President Nixon will be

willing or able to check it. |
At the first rise in unemploy- -
ment, he'll repeat President -

Johnson's performance in
1966: React too soon.

Credit will be made easier.
Spending will increase. Re-
newed expansion will reinstill
faith in permanent inflation.

2, Businessmen are respond-
ing to immediate pessures.
They can't produce and dis-

tribut goods fast enough to-

meet the needs of cusotmers.
They can't get skilled help.
Therefore, they enlarge facili-
ties and introduce labor-saving
machinery.

Two Sets of Figures

ing. According to Federal Re-
serve Board data, maufactur-
ing companies are operating
at 84 percent of capacity,
down from nearly 91 percent
in early 1966. The inference is
drawn that new installations
will only add to overcapacity.

Data compiled by the Univer-
sity of Pensylvania’s Wharton
School don't corroborate this
entirely. They show that the

declne in utilization from the .

1966 high has been moderate
— less than two points, Their
inference is that some indus-
tries are surely pushing

CAPITAL GOODS BOOM?
Outlays for plant expansion jump, even though plant

utilization logs ond retail sales flatten.

1o
§
4 O RETAN SALES i
PLANT AND EQUIPM 3
EXPENDITURES
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against an output ceiling.
Therefore, expansion plans
aren't an inflation hedge — a
race to beat advances in cost.

Here are the two sets of fig-
ures on percentage utilization
of capacity:

arton

Quarter Bobool

194~ ~2nd 2.0% 96.3%
Hosom
1967 =1t [1A] "0
2od ue 93.0
3Ird 8.1 né
4h “"e 2.4
e Vst " 2.0
ind s 73
3rd 8.0 7

4h (1] "
In relation to projected plant
outlays, retail sales lag. For
eight months dollar volume
has increased very slowly.
And because of price increas-
es, merchandise actually han-
dled may have declined.

It Happened Before
So we have thess diver-

| gences: Plant and equipment
But plant utilization isn't ris- |

outlays are up sharply, plants
operal below hggac'it‘; and

In 1957, banks had large ex-

retail sales are travelingina

straight line.

The inference here 1is either
retail sales must rise or indus-
try will have more plant than
it can profitably use, In that

event a fall in contract awards |,

for construction and et}uip-
ment will follow. And fast.
This happened in 1937-38 and
in 1920. And rising interest
rates—tighter credit—had an
impact both times.

n 1929, the stock market got
out of hand. Interest rates
lmﬂ forced up to check specu-
ation.

cess reserves, The Federal
Reserve Board reduced them
by raising reserve require-
ments, The reaction was ex-.
cessive, Banks had -ample ex-
cess reserves and le ca-
Eaclty, but the financial and
usiness community was in a
worrisome mood,

Nixon Versus Roosevelt

That man in the White
House — Franklin D

Roosevelt—wasn't regarded as .

friendly. The stock market col-
lapsed. Retrenchment set in,
Steel operations, for example,
plummeted 66 percent from
1037 to 1938,

The mood today is quite the
opposite. Businessmen are
sure that President Nixon
won't countenance a rise in
unemployment. And investors
“know” that inflation is here
to stay. Bonds are bad to buy,
stocks are protection.

Warnings from Washington
are ignored. Tight Feder‘:l%e-
serve policy is looked upon as

a temporary restraint which

will be promptly removed
when it begins to work as in-
tended

'l'hls.wonle.s the President’s
advisers. Their efforts to
check & boom-—to head it off
from rollicking .into a bust
—are not taken seriously.

Will the bust they’re trying
to prevent be the only convin-
cer?
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[From Business Week, Mar. 22, 1969)

Business loans
won’t slow down

Despite soaring interest rates, business borrowing
shows little letup. But the Federal Reserve
Board still has cards to play in effort to slow economy

Classic monetary theory holds that
when money gots expensive enough,
people will stop horrowing, and, in
turn, reduce spending,

This. week, with money more
costly by far than ever before, that
bit of theory was undergoing its most
severo test.

1€ today’s super-high interest rates
do knifc into Dorrowing, then the
Federal Reserve probably will win
its fight to slow the economy, and
the rate of inflation, without trigger-
inT a recessfon,

f business and consumers keep
on_borrowing as they have been,
still more _restraint--monetary  and
pethaps  fiseal as  well-will be
needed. Then the financtal markets
could wind up in trouble, with the
economy pushed into a tailspin,

At midwecek, it still wasn't at all
clear how things ultimately will go.
So far, though, it is hard to find
much concrete evidence that record-
high interest rates—or anything else
the Fed has trled—are working out
the way they aro supposed to,

Golng up. Interest rates haven't
simply been moving up, they have
been zooming:

« Commercial banks last Monday
raised their prime rate from 7% to
7% %, the fourth Increase since last
Dec, 2. Morgan Guaranty Trust Co,
of Now York led the way this time,

= Bond market rates have climbed
by around 3 of 1% over the past
three months, with the cost of sell-
ing a_munfcipal bond up by more
than % of lgi‘ in zuwt two weeks.

Only Treasury bill rates havo been
moving down lately. But Treasury

bills aro  traditional haven for short.
term funds when other markets turn
scary—and both the stock and bond
markets have looked scary lately.

Li effect. The Fed's tight
money pollﬁy shows up in other
arcas as well,

The nation’s money supply--de-
mand deposits and currency--is up
by 6% over a year ago. But it hay
risen at only a 3.5% annual rate
over three months ago. A number of
ceonomists insist that changes in the
money supply, not in interest rates,
really determine what happens to the
economy. Fed policy would seem to
he restrictive by anyone’s standards,

But, as o Business Week spot-
check of covporate exeentives shows

37, even this degree of re-
A

dodisn’t seem to be swaying
very many people.

Some borrowers have turned away
from the bond markets recently.
Corporations have put off at least
$100-million of issues that were due
to como to market in March. In the
municipal bond markets, where tho
absence of bank buying has thrown
dealers into a fret, more than $250-
million worth of {ssucs have been
postponed this month,

High demand. Yet, the demand
for bond market money continucs
strong; corporations still plan to scll
around $800-million in bonds this
month against $766-million in March,
1968. Bond dealers, morcover, figute
that many of the called-off issues
have merely been postponed until
narket conditions stabilize,

The demand for bank money cou-
tinues strong~bank lending to busi-

Commaercial bank
prime lending rate

s Wev. W:' Jan, Fab, Mar.
1968 1969

Date: BW

Munlcipal bonds -
[Bond Buyer 20-bond indes]

4
ob, Mar.

1968 1969

Date: The Bond Buyer

Top-grade
corporate bonds
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Oste: Federa) Reserve

Bank of 8t. Louls

Business loans by
large commercial banks

Data: Federa! Reserve
Bank of 8t. Louis




. ness customers is growing at an
18% annual rato these days.

Even the mortgage market—typi-
cally the first victim of tight money—
is looking perkicr than most observ-
ers had expected. Housing stasts still
are running at a fast 1.7-million-unit
annual rate, The flow of new money
into savings and loan associations
and mutual savings banks has slowed
but not stopped as it did in 1968,

Matter o t&me. The situation could
change, of course~and in a hurry.

The new 7%% prime rate, for in-
stance, is largely just a reflection of
the growing shortage of money at the
banks, Most money market rates are
higher than the banks can paly; the
banking system has lost $5-billion in
certificate of deposit money since
carly Docember, Banks have been
borrowing heavily in the Eurodollar
market, But Eurodollars are costly—
around 8%—and increasingly hard to
Het.

Banks are trying new money-rais-
ing techniques. Morgan Guaranty,
for one, has started selling participa-
tions in its loan portfolio. But the
pinch is still hurting.

“Homebuilding,” says a New York
City bank cconomist, “is going to be
hit, It’s just a matter of time.’

Already, the municipal bond mar-
ket' is a shambles—with rates far
higher now than a great many munic-
Hmlmes are allowed to pay. This has

eveloped, as one bond dealer points
out, “without any significant selling
of municipal bonds by the banks.

Two ways out. Yet the Fed is far
from being off the hook. Eventually
the present degree of restraint prob-
ably will work through the economy,
with some borrowers priced out of
the marketplace and others turned
away for lack of funds. But that will
take time~how much time not even
Fed policymakers can say.

Tho Fed does have a couple of
avenues open to it. It has a good
excuse now for again raising its
discount rate—last raised on Dec. 18
from 5%% to 51%%. As it is, the
discount window is now a ci\eap
source of money for banks: a higher
discount rate would simply bring
this rate in line with other short-term
rates. At the same time, the Fed
might raise fts Regulation Q ceiling
on what banks can pay for money--
thus giving banks some room "to
compete for time deposits, A higher
discount rate, without a higher Q
ceiling, would really hurt the banks
~foreing _them to start dumndv
their holdings of municipal bunc
in earnest.

Or the Fed could freezo hundreds
of millions of dollars in bank money
by raising the level of reserves banks
must keep against deposits.
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- Spending spree goes on

Despite high-priced money and admonitions from Washington,
companies are still raising capital investment plans.
Competition and new technology are among the driving forces

Scarce money, high interost rates,
and government admonition appar-
ently are not deterring business from
pushing ahead with massive capital
spending plans for 1969,

This is the almost unanimous con-
clusion drawn from talks Business
Week reporters had with top oxecu-
tives following Monday's hike in the
prime rate. And business determina-
tion to press on with big spending
plans sets the stage for the great
« conomic drama of 1969,

Tho quarterly capital spendin%
survey of the Commerce Dept. and
the Securities & Exchange Commis-
sion indicates that businessmen plan
to boost their expenditures by 14%-
and the government wants to bring
that down. Mainly thiough tight
money (page 33), the government
hopes to reduce the figure to what
it sees as a less inflationary and moe
sustainable growth—perhaps 7%.

P plcture. In contrast, execu-
tives sec high capital slpcnding as a
way to fight inflation. It gives them
the new technology needed to cut
costs, And they feel they will have
the financing no matter what is done
to further tighten credit. The out-
come of this war over capital spend-
ing has cnormous implications for
the business outlook.

Washington's expectation of a
1969 gross national product of $920-
billion is based on a capital spend-
ing increase about half as big as the
14% figure now oca the heuks, If
this ONP figuro proves out. profits
would be about level, nuemnloyment
would rise slightly. aud e eale of
})rice increase would probal, 5 taper

rom its present 412 % to about 332%
by yearend.

A capital spending ncrease of
around 14% would radically alter
this picture. Total GNP wonld prob-
ably bie eloce to $830-million ‘or the
vear—profits weuld increase  but
unemployment would stay at its
wesent Iovely and price tancensss
woulun't tapes @ atall. By tae et
of the year, the U. 3. economy would
still be in a roaring bowm. The 14%
capital spending increase implies a
fourth-quarter GNP of about $955.
billion, a full $20-billion above the

fourth-quarter rate implied by the
government's pr(:{ectlons.

Plans can and do change, but
judging by what companies are now
saying about the firmness of their
decisions, the government will have
a hard time changintz them,

Motives. The principal motives
leading companies to these decisions
seem to be three: the lure of ex-
pected long-term growth, the need
to ecunomize on labor costs, and the
opportunities presented by new
products,

Says Harold M. Williams, chair-
man of the finance committee of
Norton Simon, Inc.: “Historically,
the capital outlays we defer turn out
to be our most expensive ones.
There's little to indicate the benefits
of waiting.”

Robert “Wingerter, president of
Libby-Owens-Ford Co., objects to
Federal Reserve Board suggestions
that high capital spending is infla-
twnary when some capacity is idle,
and says: “These figures [showing
that some 17% of manufacturing
capacily is now idle] are just to sup-
port the current line of propaganda.
Most of the idle capacity is just not
cfficient. Much of the higher capital
spending being forecast by manufac-
turers is caused by a desire to reduce
costs by tmproving inefficient manu-
facturing facilities.”

Says Henry G. Parks, president of
H. G. Parks, Inc, “After all, there is
such a thing as competition, And
wo'ro planning on a growth that will
double in three years.”

“Businessmen take a two-to-five
year Jook at fomily farmations and
can’t help Ftling protty optimistic
when they look beyond the current
crop of short-range problems,” says
Puul Hannon, manager of economic
vesearch for Armeo Steel Corp.

Scott Paper Co. plans a 10% in-
crease in capital outlays this year,
rainly to economize oa labor costs.
“Our plans include some labor save
ing c%nipment that might be can-
sicered marginal under slower wn?'o
increases, say about 4%,” says G.T..
Chamberlin, vice-president and con-
troller, But his company is com-
itted to a two-year labor contract
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that calls for 6% annual wage hikes,
‘This helps push the decision in favor
of some new projects “like antomatic
packing equipment which will clim-
inate hamd‘crx,"

New tools. For other companivs,
new technology, whether to cut costs
or to introduce new products, js the
dominant motive for spending. At
Libby-Owens-Ford, President Wing.
erter talks of the cost savings in-
volved in shifting over to float
processing plants for glass manufac-
turing, “which climinates  costly
grinding and polishiag operations.”

James F. Bere, president of Borg.
Warner Corp., is scheduling a 33%
increase in capital  spending  this
yoar in part to update tape-con-
trolicd machine tools, The same kind
of technological pressure Influences
Morris ]. Vollmer, vicepresident of
finance for A, O, Swith Corp. His
company plans a 30% to 40% in-
crease in outlays this year, and most
of this, says Vollmer, "is not for
expansion but merely to keep abreast
of advanced technology.”

Vital point. But whatever their
motive for capital spending, big
companies are agreeing on one vital
point: The financing needed to carry
out plans is already in the bag,

At Bucyrus-Erie Co., capital ap-
rm priations will be about anc-thivd
higher than in 1968, “Our plm\ is to
use cash flow,” says Nomis K.
Ekstrom, vice-president of finance.
“We look for sufficient payback so
that cash flow will pay for capital
fmprovement. If we do increase our
debt in the process, it will be a very
temporary  increase,”  Eastman-
Kodak Co. is planning a 24.8% in-
creaso for 1969. “We pay as wo go,”
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After-tax corporate profits

says Robert Miller, vice-president of
finance at Kodak,

Minnesota Mining & M{g. Co. ex-
peets to be able to finanee its spend.
ing plans out of cash flow for years
to come, These plans call for a 107
hike this year and “probably 153% to
206 in 1970, says Trwin R, Wansen,
vicospresident of finance,

Big companies that won't be able
to make it ont of cash flow alone
say that the ontside ﬁnunoiné they
need i already lined up. O, W,
Armstrong, treasurer of l’i)lllip.\ Pe-
troleum Co., where capital expendi-
tures will run “15% to 20% ahove
last year” talks of “a revolving line
of bank credit utilized oft and on
since 1966, We are just now getling
to where we'll eventually use it all
up, hut it will take us into 1970,

One problem. With finuncing al-
reacly in place, companies see only
one serious threat to their high cap-
ital spending plans: getting canght
with excess eapacity in the event of
a business downturn.

This is exactly the danger that is
stressed by such government offi-
cials as Council of Economic Ad-
visers  Chairman Panl W, Me-
Cracken, when talking of the need
for realism in business planning for
W new cconombe environment. But
companies also know that the Ad.
ministration has coupled its pledge
to get inflation under mnlm\ with
a promise that price stability won’t
be purchased at the expense of high
unemployment,

Compauies  tend to  think less
about the short-term  slowdown
(needed to {;cl inflation under con-
trol) than about the long-term high
employment pledge. “Nixon is going

to tighten up sume, but not enough
ta halt inflation,” suys George %7.
Selly, president of General Shale
Products Corp. "It's here to stay
forever if politicians want to he re-
elected.”

For these reasons, a poliey de-
signed to bring inflation under con-
trol gradually tends to focus atmost
wholly on the capital spending plans
of business,

It’s just this kind of attitude that
the new Administration is trying to
change, When it first came to Wash.
ington two months ago, its new pol-
icy team proclaimed that_ fiscal re-
straint coupled with tight money
meant that econonie pol?cy-—il\ Me-
Cracken’s words—was “on’ the right
track.” Their forecast, morcover, was
for a gradual couling of the economy.

What has happened in the two
months that followed, has shaken
business confidence in this outlook.
Instead of slowing down from the
fourth quarter, the U.S, economy
has probably accelerated in the past
two months, Government officials
now estimate the final sales compo-
nent of GNP—the best measure of
total demand in the economy-—will
be up $20-million or more this
quarter, compared to a subdued
$13.3-billion rise in the final quarter
of 1968,

The upgrading of capital spending
plans, from a 10% rise in December
to the 14% rise now reported, is the
natural response to unexpectedly
good business.

Clearly, companles are upgrading
plans because they still have more
confidenco in the forces propelling
the economy up than in the meas.
ures designed to rein it in,



81

[From the Wall Street Journal, Mar. 14, 1969]

Tight Credit, 10% Surtax May Linger
Due to Outlook for Firm’s Spending

8taff Reporter of THE WALL BTREET JOURNAL

WASHINGTON —~The prospect of the biggest
capital-spending boom in several years is stit-
tening the resolve of Government authorities
to persevere in a stern anti-inflation effort,

mmmm“wmh_esn;mmmg_av
artment ocurities and Exchange
i

““Such an outlook, it's understood is reinfore.
ing the Federal Reserve .Board's convictions
ahout the need to continue a tight-credit poitcy,
and Aalso is strengthening the Nixon Admin-
istration’s sentiment for full extension of the
10% income-tax surcharge.

The prospect of businesses wanting to pour
$72.08 billlon into new facilities, up from $64.08
billion last year, is one that would make the
Federal Reserve “think several times™ before
softening its monetary policy, an insider says,
although this alone ian't deemed enough to trig-
ger a tougher policy. And while Nixon aldes
have been hedging about whether the surtax
might be pared somewhat after June 30, one
says the surprising new report ‘‘weighs in the
direction’” of seeking extension at 10% for a
second 12-month period.

It businessmen actually add to plant cap

¢

Officials also say that the capital-spending

__report reflects many corporate decisions made_

before it was nearly so clear that the new Ad.
ministration and the Federal Reserve would
collabdrato with simultaneously tight budget
and monatary policiea. Then, too, the officials
say, the survey was made before it was widely
realised that retall sales were showing only
negligible growth since last summer,

Bome seers even express doubt that labor
supplies are ample enough to accommodate the
&mbijious plans for early 1069, or that there
will be enough credit available to let busi-
nesses spend as much aa they intend to late in
4969, ‘‘The purpose of monetary policy,” a
ranking economiat says, “'is to cause some peo-
ple to be disappointed.’”

. Easpecially difficult to achieve, officials say,
‘Would be the projected jump of $5.75 billion to
.$71168 billion seasonally adusted annual rate
capital spanding in the current quartgr. This
would be more than twice as big a ris the
0.7 dHlion fourth quarter advance to a $65.9
illon annual rate. The current quarter's rise,
Yhey reason, may be limited by the same sort
of difficulties In muatering construction labor
forces and in getting materials delivered on
time that held the fourth quarter rate $1.35 bil.
lion below the level that had been forecast.

ity as massively as they plan, some high Fed-
eral authorities worry, it will add appreciably
to the risk that a recession eventually would
result from a relative short-fall of consumer de-
mand, :

Other strategists, however, caution that it's
far from certain that business actually will in.
vest as much in new facilities as is suggested
by the aurvey made in February and late Janu.
ary.

Sharpest Sinco 1966

According to one official, the alated rise ot
13.9%, which would be the sharpest since the
16.7% spurt of 1968, isn't “being taken liter-
ally” within the Government, S8ome analysts
put the actual increase somewhere between the
projected 13.8% rise ani the 109, addition that
had been envisioned only a few weeks back by
the Federal Reserve ataft, .

The analysts who play down the survey note
that actual outlays in each of| the past three
quarters have fallen short of the level that had
been predicted the quarter before.

27-174 0—60——T7

“Invest t Boom Is Under Way"

Some projects, thus, may be delayed enough
to head off the projected $800 million drop in
outlays to a $70.85 billion rate in the June quar-
‘ter, analysts add, While further quarterly rates
werent broken down in the report, it shows the
average annual rate: for the second half of 1969
rising substantially again to $74.7 billion.
“There’'s no question that a good-sized invest.
ment boom is under way,’”” one expert said. It
may proceed raore evenly upward through the
year, though, than tho questionnaire responses
‘indicate, he added.

Particularly perplexing to some analysts is
that manufacturers alone plan & striking 15.9%
rise in capital outlays to §30.65 billion this year,
LAfter an outright reduction of 0.8% to $26.44 bil-
.lion last year. Even with the more modest rise
it had been expecting, the Federal Reserve
staff had forecast that U.S. factories would be'!
running at only about 82% of capacity during’
1969, down from 84.5% in 1968. That would be
the widest margin of idle capacity aince at
least 1062,
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garded among Government men than another |

sharply more in the future underlies much of
the current surge, some officlals belleve.
Trying to dissuade a group of corporate trea-
surers from the expectation of continued fast
inflation, Federal Reserve Chairman William
McChesney Martin recently sald, was “like
talking to a stone wall.”” It those excutives
were rational, he sald, ‘‘they’'d be cutting back
rather than increasing investment."

While flscal and monetary restraints clearly
haven't proven so far to be greatly slowing the
economy, a Cabinet-Level official commented
yesterday, he worries that ‘they may grab
suddenly, like brakes on a car,” catching man-
ufacturers with a dangerously high level of ex-
cess capacity that leads to heavy layoffs and
possibly a general recession by early next
year.

But another Nixon adviser said, “I wouldn't
count on their making a mistake.” He con-
tended that much of the investment is probably
to meet demanda that will mount once the sur-
tax finally is ended a year or two farther into
the future. Because costs are climbing signifi-
cantly, another analyst added, the increase in
physical plant capacity can't be expected to
rise as sharply as dollar outlays. The cost of
business fixed investment rose about 3.5% in
1968, Government figures show, but analysts
disagree on wheiher this sharply exaggerates
or understates the trend.

Clearly manufacturers are counting on a
sharper rise in their investment this year than
in their sales, which the same survey shows
are expected to advance only 7.9% after a
10.1% gain that was predicted and actually
achieved in 1968, This survey is more highly re-

Mo mgesg e

—r d by the Commerce Department ear-
lier this week—that projected a much slimmer
sales gain from & sampling of a different set of
executives,
Top Galn Seen in Paper Industry

The biggest sales gain expected among
manufacturers, the latest report shows, is
14.4%..by the paper Industry, followed by a
10.3% rise in electrical machinery. The most
moderate estimate is a 2.3% rise in transporta-
tion equipment, which would follow a 12.4% in-
crease last year. Gains of more than 9% are
estimated both for primary metals and none-
lectrical machinery. Retallers slate a sales
gain ot 8% after an 8.3% gain last year, the re-
port adds, while utilities envision a 7.3% ad-
vance after 1088's 7.5% rise.

Plans for stepped-up capital outlays, the re-
port adds, also are widespread outside the
manufacturing sector, Mining companies slate
& 12.9% rise after an 0.89 decline during 1968,
while railroads are highballing toward a 29.7%
investment increase after a 13% slump in out.
lays last year. Nonrail transport industries are
moving up more modestly to a 129, gain after
an 11.3% advance last year, while the category
of ‘‘communications, commercial and other"”
industries 1s in for a 10.3% rise after a 4.3%
gain in 1968. Utllities, however, plan a more
gentla 14.19% investment advance to follow
their 16,79 increase last year,

The carryover ot manufacturers’ projects at
year-end, the Government sald, was a season-
ally adjusted record of $i9.79 billion, up from
$19.35 billlon at the end of September and
$18.09 billion at the end of 1967. Carryover is
the amount of money yet to be spent on proj-
ects already under way. Among utilities, car-

ryover was a record $18.23 biflion at the end of
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Senator WiLriams. If we could reduce this pressure on the demand
for money at this time both from the standpoint of the Government,
curtailing some of its public works programs, and private industry
plant exlmnsion, and -reduce the demand for money interest rates
then could really have a basis of falling back, rather than trying to
reach a new ceiling. But the natural effect would be lowering interest
rates, and as interest rates drop back each one-half percent that
again is another large savings for the operation of the Government.

Senator KENNEDY. That is right.

Senator WiLLiams. I hope that and express the hope that the ad-
ministration will consider very seriously such a package because 1
don’t think that we can approach this question of inflation by saying,
“We can hold the debt ceiling down, that is the answer,” or that,
“We can extend the surcharge, that is the answer,” or “We can do
any one of these or even put a ceiling on Government spending, that
is the answer.” I think it is going to take a combination of all of these
factors, all of which are going to be a little painful to us at the time.
But I don’t want to omit from that the suggestion that we consider a
realistic rate for savings bonds, a new savings bond program, even
though you limit them to $1,200 or $2,400 & year, but I think those
savings bonds ought to pay at least 6 percent if you are going to ask
the workingman to invest his savings and I think that that alone would
siphon off %undreds of millions that are now going into the spending
stream, and again it would have a salutary effect on our efforts to
control inflation.

b Sgcretary KennNeDpy. I think that is so—we have to look at savings
onds.

Senator WiLLiams. I have no further comments on this at this
time, Mr. Chairman. I thank you and I am looking forward and
hoping that we can get a package which all of us can get behind.
I think we can pass it through the Congress and I think it would be
accepted by the people provided, as I said earlier, that it is accompa-
nied by strong evidence to the people, the American taxpayers, and
to those who want these programs, that we are setting the example
;md tightening our own belt right here in Washington. I thank you

or it.

Senator ANDERSON. Yes. ,

Senator HArRTKE. Following up, Mr. Mayo, on what Senator
Williams said, do you have any idea, or any estimate, that the $195
billion will be cut back any at all or do you say that what you are
trying to do is hold the line on the expenditures to that level?

Mr. Mavo. We are trying to get under that level. I can’t give you
an honest guess today, Senator Hartke, as to whether under that
level means two-tenths of a billion, $1 billion, $2 billion, or $3 billion,
I don’t think it means $5 billion.

Senator HARTKE. Does it mean $3 billion?

Mr. Mavyo. I cannot answer that.

Senator Harrke, All right.

You do propose, and the President has said that he is going to
propose, certain increases in the cost of Government, has he not?

Mr. Mavo. Yes.

Senator HARTKE. And those are specific, whereas the reductions
you at this moment hold out are not. You are looking——

Mr. Mavo. I am talking net, Senator, when I said below the $195.
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Senator HarTkE. I understand that. But you really have not
pointed out any areas in which you anticipate any reductions; isn’t
that true?

Mr. Mavo. The Secretary of Defense already announced that he
would be something like a half billion under his budget on the basis
of preliminary figures that had yet to receive the real eagle eye of
the Budget Bureau.

Senator HarTKE. All right. Does that mean that is coming out
of the present cost of the war in Vietnam?

Mr. Mavo. No.

Senator HarTkE. All right.

What is the cost of the war in Vietnam; about $30 billion?

. Mr. Mavo. It is $25 to $30 billion depending on how you look at
1t; yes.

Senator HarTkE. Depending on how you look at it, isn’t it more
nearly $30 to $35 billion?

b l(\illr. Mavo. Well, $29.2 billion is the figure that is actually in the
udaget.

Senator HARTKE. I understand that $29.2 figure, but actually it
has been running more than $30 billion. It is really at the rate of $314
million an hour,

Mr. Mayo. Well, you are pretty fast on the figures, I hadn’t divided
it out.

Senator HartkEe. I will give you shorthand; $8 billion is a million
dollars per hour—if you take; $8 billion a year it is about a million
dollars an hour, it gives you a nice shorthand way to figure it out.
But let me ask you, did you in your anticipation of how you are going
to handle the budget anticipate a long war or a short war?

Mr. Mavo. We are making the same assumption that was made
in the Johnson budget of a continuation of the war.

Senator HArRTKE. What is that?

Mr. Mavo. A continuation of the war.

Senator HARTKE. In other words, as far as the policy of the ad-
ministration at this moment on the basis of the way it is figuring its
money, it has now been advising the public, really, because you would
have to have money to pay the war, it is advising the public that we
cannot see any change of policy in the war and we anticipate a con-
tinuation of the war on the same basis. .

Mr. Mavo. I think for financial planning purposes there is no
alternative. This is what was wrong about the proposals of the budget
several years ago, when they hoped that the Vietnam war would go
away, and it didn’t.

Senator HarTkE. I have criticized them for that. They were off a
hundred percent on that. We brought it out in similar hearings just
like this.

Mr. Mavo. I know you did.

Senator HArRTKE. And we had the Secretary read his own words
back and eat them in addition, but that is all right with me. I just
don’tl, want you to eat words. I just want you to be honest with the
reople.

: Ipwant to ask you in line with what Senator Williams said, you
do propose to repeal the freeze on welfare payments; isn’t that right?

Mr. Mayo. This is an assumption that I may have made in my
discussion here. I don’t believe that a firm policy has been established
by the administration.
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Senator HArTkE. That will cost about $200 million.

Mr. Mavo. That is right.

Senator HArTkE. What will be the increase in military pay?

Mr. Mavo. About a $1,200,000,000 of which we will get maybe $900
million back from revenue.

Senator Harrke. In taxes?

Mr. Mavo. Yes.

Senator HarTkE. Is this putting in the multiplier effect or directly?

Mr. Mavyo. This is direct.

Senator HarTkEe. What about the proposal to increase the earnings
limitation which the President has recommended on social security
payments?

T. Mavo. I don’t have a figure in mind on that, Senator.

Senator HarTke. He did propose it. Do you intend to keep that
commitment to the American people?

Mg. Mayo. I am not up on that so I can give you the right answer.

Senator HarTke. I will just tell you the President said he would
increase the earnings limitation of the people who have received social
security. I just want to know whether or not you plan to keep that

pl(f\(/ilge?
r. Mayo. For planning purposes we are still using the figure in
the Johnson budget on the social security; yes.

Senator Hartke. All right.

Then the same thing is true, there was no figuring in your con-
templated amount at the present time for tying the social security
benefits to the cost of living as President l\yi]xon promised; is that
true? .
Mr. Mavo. Thereis an allowance gain in the Johnson budget for the
increase in social security benefits.

Senator HARTKE. Not on a cost-of-living basis, right?

Mr. Mavo. I don’t recall how it was stated, but there is certainly
at least an implicit connection with the fact that the cost of living is
going up.

Senator HArRTKE. But let me before we leave that—isn’t it true that
the social security system is overfunded at the present time?

Mr. Mayo. Overfunded?

Senator HarTkE, Well, you are using social security cash to really
pay for the cost of Government, are you not?

r. Mavo. Yes; in return for Federal securities which will be re-
deemed when funds are needed for social security benefit payments.

Senator HArTKE. That is one of the reasons you don’t have 2 more
serious problem on the debt limit than you have at the moment.

Mr. Mayo. Any trust fund that is at this stage of its growth and has
not reached maturity should be running a surplus as a matter of actu-
arial standards.

Senator HaArTkE. All right.

We will go through that a later time, but I want you to remember
what you said today on that in relation to the present. That is a good
statement of principle but as a matter of fact if you go back you will
find that on an actuarial basis that social security fund is in fact
overfunded at the rate of $2% billion based on the current year’s
overall anticipated expenditures and on an actuarial basis and the
fact is you have a tremendous $27 billion surplus in the social securit
fund at the present time and this is the biggest trust fund from whic
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the Governmont is now robbing the poor wage earner out hore on
the street to pay for the costs of government while some millionaires
do not pny any taxes, and you are willing to come back here and
insist that we have to go ahead and overtax the wage earner and still
not tax some of these other people fairly.

Let me ask you what do you propose to do about the recommenda-
tions of a 100-percent tax deduction for drugs and medical expenses;
how much will that cost?

Mr. Mavo. 1 have no information yet as to what our recommenda-
tion on that will be, Senator.

Senator Harrke. Well now, a promise was made that there would
be a 100-percent. tax deduction of drugs and medical expenses.

What about the proposal which was made--and how much will it
cost in revenue-—to establish a tax eredit for job retraining?

Me. Mavo., Well, 1 think that fulls in the Secretary’s roalm,

Secretary Kunnepy. 1 donw’t think that the proposal on that has
been finalized to give you a figure of what that wilt cost. Tt will cost
money and 1 think it will be under limitation because it will be on a
trial basis. It opens up a lot of questions and problems.

Senantor Harvrke. All right.,

Now, do you intend to follow the policy of o tax eredit for college
students, as recommended which \\'ou\d cost, 1 think, in the neighbor-
hood of wround $2 billion according to the so-called Ribicofl plan,
which personally 1 favor.

Secretary Kenveny. | really can’t answer that, Senator.

Senator Havrke. All vight.

That was a recommendation which was made.

Secretary Kenneoy. 1 know.

Senator Hawrke. Did the President also say he was going to
increase the technieal and voeational program? How much is going to
be put in the budget for that?

Mr. Mavo. There is nothing new in the budget for that at this
stage.

Senator Hawrke. All right.

How about the tax advantage which was promised to the private
colleges for the amount of tax advantage of donations which are made
for private colleges? A promise was made to provide that tax eredit
for them. How much is involved in that?

"Sovret,nry Kennepy. I have no figures on the recommendation at
all,

Senator Harrke, How much is allowed for tax incentives for
businesses which locate in poverty areus?

Secretary Kennevy, T have no figures for you, Senator,

Senator Hawvke. How much is allocated for the tax refund to
loeal communities? Now, | introdueced such a bill last year and 1 have
introduced such u bill this year. A 2-percent rate will cost. about $4
billion. In other words, this is o tax flowback to local communities.
How much is going to be allocated for a decrease in revenue as o
result, of that?

Secretary Kenveny. Again T have no answer but in that I think
we will not. give up revenue there this year in our recommendations
because ~--—--

Senator Hawrke, In other words, these are promises which have
been made, and some of them 1 want you to know 1 fully endorse, but
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T want you to know also that these promises were made to the Ameri-
ean people and T think promises made should in all justice, be promises
kept. We had the promise that the surtax was going to be allowed to
expire. :

ow we have the definite statement that you are going to ask for
its extension. When the surtax was asked for, it was said, and 1 have
tho President’s statement here, that it represented the judgment of
President. Johnson “T'hat the fiscal program we are recommending is
consistont. with a sound and healthy economic advance during the
year ahead without tight money and soaring interest rates.”” Now, we
have tight money, the prospect of tighter moneoy interest rates have
not reached their peak. As you well know the Federal rate is 7 percent,
the Kuro dollar rate is 8 percent. and the housing industry is at least
10 percent, the prime rate has just baen increased again, we can antici-
pate an increase in rediscount rate, all of this means the cost of living
15 going to go up still further for the people. I am asking you do you
really think we can fine tune the economy enough to take care of all
these problems such as 1 have enumerated here in some detail, and
stay within the $195 billion expenditure or the budget limit which you
have indicated?

Secretary Kennepy. Senator, 1 think the inflationary problems, the
problems you have covered, the question of interest rates, and so on,
are all part of this 4-year pattern.

Senator HarTke. It is going to take it 4 yours to get it under control.

Secretary Kenngpy. 1 didn’t say that. T said it is 4 years getting
to whoere it is and I think it has to be brought under control now or
it will become more serious and becomo a real problem.

Senator Hawrrke. Let me ask you something serious, I have ex-
pressed a partisan judgment, but it is all right. Is the balance of
payments at this time being truly reflected by the available facts or
1s there some information we are not given? Let me give you some
facts for your information and to check out and if I am wrong 1 want
you to tell me about it.

The preliminary figures for the balance of payments for 1968
showed $150 million. This was on a liquidity basis. Howover, this was
the first time since 1957 that there was o surplus in the balance-of-
payments accountson a liquidity basis. This figure, however, is the only
one which is frequently commented upon. 'There seems also, and you
know this is true, that there is an official settlement balance and T
have the figures here, they are $1.616 billion, roughly about $1.7
billion. This is the largest surplus in our balance-of-payments account
sineo the oflicial figure began in 1960. All the years before that had o
deficit. with the exception of a very small surplus in 1966, And this
indicates that the balance-of-payments accounts is probably not as
serious a problem as had been thought and is not going to be a serious
one in the future. We will probably have a deficit in 1969 but not a
large one. .

Also it has been said our balance-of-trade account has shrunk due to
inflation, in my opinion, that is just so much rubbish because basienally
most of the items which we are purchasing we are purchasing from
American businesses overseas and bring them right straight back
to America and that is going to be the continued result as long as
we are going to expand our oversens businesses. 1 am not saying it is
bad, 1 am not saying it is good, I am just saying it is o fact of life we
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have to contend with and all this talk about the balance of payments
and the need for tight money, and more high-interest rates and things
of that sort in order to help our balance-of-payments account just
will not really stand the light there. That is all T have.

Senator ANDERsON. Senator Byrd.

Senator Byrp. Thank you, Mr. Chairman.

I address this either to the Secretary or the Budget Director,
whichever would prefer to answer it.

Do you expect a substantial reduction or a token reduction below
President Johnson’s $195 billion budget?

Secretary Kenneny., Well, the word “substantial’” is an illusory
word. T have always felt that is one that can be used very carelessly.
I don’t know what you mean by substantial but there will be a
reduction under the programs we have, That is what we are working
on. I don’t know what the figure will be in billions of dollars.

Senator Byrp. T will usk the next question of the Budget Director.
President Nixon, and I am quoting now from Mr. Dale’s article, and
I think you can judge whether it is correct or not and it seems to me
it is, “The President told a group of business leaders at a White
House dinner last week that he was determined to achieve a budget
total significantly below Mr. Johnson’s figure as part of his program
of fiscal responsibility to fight inflation.”

I put the same question to the Budget Director: Do you expect a
substantial reduction or a token reduction below the $195 billion?

Mr. Mavo. Again, not to parry words, Senator, but T think the
President has used the word “significant reduction.” He is talking,
therefore, not of what I would call a token reduction under the $195.3.
How we define these in terms of digits 1 don’t think that he would be
ready or we are ready to get into fine definitions to the nearest hun-
‘dreds of millions or a half billion dollars, but significant doesn’t mean
token in my book.

Senator Byrp. Well, I still am not clear as to what you have in
mind that you can achieve as a token reduction which you said means
olne thing or a substantial reduction which you say means something
else.

Secretary KennEpY. I would say it would be substantial.

Senator Byrp. Now, we have a clear-cut answer. You feel there
will be a substantial reduction below the $195 billion?

Secretary Kennepy. That is right.

Senator Byrp. 1 thank you, Mr. Secretary.

Now, do we not have o new revenue estimate later than the one
submitted in the President Johnson budget which we presume was
got up in December or maybe early in January.

Secretary KENNEDY. We are in the process of receiving the tuxes of
March and April and we are still using the revenue estimate that was
used at that time. There is a change in pattern to some extent on our
receipts side, that could mean we are going to get more receipts or
when the April returns are in it could be the same or less.

Senator Byrp. Now, as I understand it your updated estimuate as
to the interests on the national debt is greater than the $16 billion
which the budget carries. Could you indicate to what extent it is
greater than the $16 billion? '

Mr. Mayo. By approximately $300 million in this fiscal year and
approximately $500 million in the fiscal year 1970.
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Senator Byrp. So then if your estimate, your new estimate is
correct, it would mean that the interest in 1970 would be in round
figures $16.5 billion, now in round figures $16 billion, and it would be
$16.5 billion and I relate that to the actual interest on the national
debt for the fiscal year 1968 which was $13,744,000,000.

Mr. Mavo. Yes. $13.7 billion is the correct net interest payment figure
for fiscul 1969.

“Senator Byrp. Now, the Budget Director, in reply to Senator
Williams, I believe, or maybe Senator Hartke—I ge{ieve Senator
Williamns, expressed the hope that the Appropriations Committees
would be even more strict than they had been in the past. Did I
understand the Budget Director correctly in that regard?

Mr. Mavo. Yes.

My point is the simple one that, after all, the President can only
recomnmend here, as we all know in the budget, and I would hope
that the Appropriations Committees would, therefore, sense the
feeling of the Congress as a whole, and with regard to budget economy
and take such action us they deemed appropriate to reduce the entire
budget to a figure consistent with their }eelings in that direction.
I would hope that the committees would not then at the end of the
session feel that, well, we have done our best or—as Senator Willinims
put it,—midway in the session before any bills are passed decide that
we must, in addition, have un overall ceiling, so that if the committees
don’t make it with individual appropriation bills then we had better
ask the executive branch to do it at the other end of the line. ‘

Senator Byrn. 1 must say, I don’t fully understand your desire
for the Approprintions Committees to be more strict when I under-
stand that the budget which you submit, which you draw up and
you submit is based on need.

Mr. Mavo. Is based on what?

Senator Byrn. Need. In your judgment that is what is needed to
run the Government.

Mr. Mavo. Yes, and my question on the Appropriations Com-
mittee being strict is whether the appropriations process faithfully
reproduce what the Congress itself want to do in relation to the total
})ud‘get, not just a Treasury-Post Office budget and Agriculture and so
orth.

Senator Byrp. I am speaking only of the total budget.

Mr. Mavo. Yes, and this is, of course, one of the problems in our
appropriations process that we don’t know how faithfully the Appro-
priations Committee, as a whole, has responded to the overall will of
Congress in this respect until the last appropriated bill is through,
and they begin to total all of these things up. .

Senator BYrp. It seems to me that we have a joint responsibility.

Mr. Mayo. We do, sir.

Senator Byrp. The President and the Congress.

Mr. Mayo. We do.

Senator Byrn. The Congress can’t say to the President “you do
it,” and the President, I don’t think can say to the Congress ‘‘you do
it.” It seems to me il we are going to get our financial problems under
control we have got to work together and it is a joint endeavor, a joint
responsibility, and we have to work jointly to accomplish our purpose,
which means that the President has got to submit a tight budget.

Mr. Mavo. That is correct.
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Senator Byrp. He has got to reduce items. He can’t say to the
Congress you reduce them and the Congress ought not to say to the
President. by the same token you reduce them, we didn’t want to
reduce them. We have to work together.

Mr. Mavyo. That is o fine statement. I endorse it 100 percent, sir.
The President will have specifiec recommendations and I would hope
that the Congress would see the wisdom ot those recommendations
and act accordingly. If that is done, T think part of the pressure that
has concerned the Congress and is manifested in the revenue and
expenditure controls will be o little bit lessened. If we did our job in
the initial two stages here then we won’t feel quite the frustration
when we get to the third stage wishing to have an expenditure control.

Senator Byrp. I must say from our discussion today, and T think
it has been very helpful, at least it has been helpful to me, but a little
discouraging to me, I can’t see that there has been or that there will
be any substantial reduction in the $195 billion budget submitted by
President Johnson. But I am glad that Secretary Kennedy has stated
that he feels there will be a substantial reduction.

Mr. Mavo. T believe there will be a significant reduction, and 1
think this is o difference in the spelling of the words.

Senator Byrp. I will take significant, I change my word substantial
to significant, but T think they mean the sume, and I am glad to get
that comment, and in looking back on it a few months from now I
hope that you are completely correct and I hope that my pessimism
today is in error.

Secretary KENNEDY. Senator, if I might make one comment here
that I think has troubled me considerably: One is trying to cut »
pattern where the laws have already been passed it 1s almost just
paying your bills, so to speak, and the other is looking ahead. I think
right now we ought to be working and spending a good share of our
time on the 1971 budget and the 1972 budget because what happens
in this process, we fet. authority ahead which will have an expenditure
figure in it, implied or implicit, for a current year in a small amount,
and then it accumulates, and it goes on and on and we have built
into each of the departments and that is what we are up against, 1
think in the fiscal 1970 budget right now isn’t it?

Mr. Mavo. That is right.

Secretary KEnNEDY. We have the obligational authority. When you
look at that and realize to cut into that you have got to come back to
Congress and ask them to change a law that they have already ap-
proved it puts you in a very difficult position, so you have a real
problem. I think it is so important that at the appropriation end of
this, we take a look not only at the long term but take » look also at
the expenditure side. They should have both the cash and the expendi-
ture effects in as well as the obligations.

Senator Byrp. I think what we are talking about, we are talking
about appropriations.

Secretary KenNEDY. 1 know in dealing with some of the depart-
ments, the Defense Department when they talk about their savings
in reporting back to the Director of the Budget, they are thinking
in terms of their obligational authority. It has nothing very signifi-
cantly affecting the current yeur or the next year; it is along the line,
isn’t that true?

Mr. Mayo. Yes.
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Senator Byrp. You are talking today, are you not, about the
amount of money you want the Congress to appropriate for this
upcoming year?

Secretary Kennepy. Well, I think we are going to make our signifi-
cant cut so that the expenditure side will be down but I am also look-
ing at the budgetary process in talking to you.

Senator Byrp. I appreciate and sympathize with the problem that
you do face. Once a budget is drawn and thrown out to the public,
the public feels it has a vested interest, each particular group.

Secretary KENNEDY. A vested interest.

Senator Byrp., So you have a very difficult problem; I recognize
that. But I say the best way to get 1971 budget under control is to
begin with the 1970 budget.

Mr. Mavo. T agree with that.

Senator BYrp. To try to get that in some sort of an——

Mr. Mavo. We want to look ahead not only 1971, Senator Byrd
but allso ]to 1972 and 1973. That is where your patch of blue sky opens
up a little.

lSen&tm’ Byrp. I am looking at 1970, that is what the American
people are faced with now, paying taxes for the 1970 budget.

Mr. Mavyo. That is right.

Senator Bynrp. As well as the 1969, of course, but that is about
over, but it is the 1970 budget it seems to me is so very important;
unless we begin to make headway on bringing our financial {muse in
order with the 1970 budget it is going to make it that much more
difficult for the 1971, 1972, and 1973 budget that you will have a
responsibility for.

Mr. Mayo. That is very clear to both of us.

Senator Byrn. I have only one other thought, Mr. Chairman. I

want to state for the record, it is not in the nature of a question
exactly but I do want to put it in the record: It has been the policy of
})revious administrations to bring in debt limit changes at the last
ew days of the fiscal year, and I remember in 1967 the proposal was
to increase the debt limit by $22 billion, which 1 thought was un-
reasonable, and 1 presented an amendment on the floor of the Senate
to reduce that increase by $10 billion, making an increase of $12
billion, which is what you seek today, and that amendment lost by o
vote of 43 to 44, it lost by one vote, and the most effective argument
against it was that the fiscal year ends in a few days, and we haven’t
got time to put this amendment through.

So I just want the record to show that in subsequent maturity time
when proposals are made to change that debt limit so far as this one
Senator is concerned I propose to use what ever parliamentary tactics
I can to see that there is thorough discussion and that particularly
applies to the so-called revised concept which was submitted originally
by the Secretary of the Treasury and I do not favor that upproach.
1 think it is misleading to the public and will do just as the Senator
from Delaware so ably brought out, and he was the first one to bring
this out, and T pay tribute to the distinguished senior Senator from
Delaware. He bandles his votling in the Senate and his actions in the
Senate the same whether it is with a Republican administration or
Democratic administration and I think that is important, but anyway
he brought out and I believe, Mr. Secretary, you confirmed, that had
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the House approved and were the Senate to approve the revised
concept in handling the debt limitation that the administration during
the next 4 years would be able to spend $40 billion more than it takes
in and yet that $40 billion would not show up in the public debt.

Secretary KeNNEDY. I didn’t say it wouldn’t show up in the public
debt. T said it would not be part of the——

Senator Byrp. I beg your pardon, would not be subject to the debt
limitation, I am glad you corrected me on it, would not be subjected
to the debt limitation, so you could spend $40 billion more than the
$17 billion or the $12 billion as the case might be, which would not be
subject to that limitation.

When that comes to the floor, and I assume there will be a fight on
it because the distinguished and very able chairman of this com-
mittee favors your proposal. 1 just want to say that 1 expect—I
almost. never speak f(mger than 20 minutes in the Senate but I am
pre\mred to speak for 20 hours on that. I am prepared to use whatever
parliamentary tacties I am able to use as a Member of the Senate to
delay and educate the public, as to what that procedure would mean.

I just want the record to show that. I now ask the chairman if 1
may have permission lo insert in the record of the meeting at this
point o statement that I made to the Ways and Means Committee
of the House of Representatives when this matter was before the
House Ways and Means Committee?

Senator ANpErRsoN. Without objection that will be done.

Senator Byrp. I thank the Senator.

(The statement of Senator Byrd before the House Ways and Means
Committee follows:)

StaTteMENT oF HoN. Harry Froon Byrp, Jr., A U.S. SEnxarorn From THE
STATE oF VIRGINIA

Senator Byrb., Thank you so much, Mr. Chairman, Mrs. Griffiths, and
gentlemen of the committee. 1 shall be very brief, Mr. Chairman.

I appear before you today not to advocate the status quo. I recognize that
a good case can be made for some increase in the Nation’s debt ceiling. My
concern today is more with policy than with arithmetic.

President Nixon, on page 2 of his statement to the Congress, said he felt the
Congress should enact a debt limit which will serve the needs of our Nation for
the “foresecable future.”

The distinguished Sccretary of the 'l‘rousnry, Mr. Kennedy, told the committee
this morning that the Nixon administration’s proposal is designed to take care
of our needs “indefinitely.”

Now does the Congress want to grant to the administration—I am not speaking
of the Nixon administration, I am speaking of any administration—a debt ceiling
that will take care of the administration indefinitely?

It scems to meo that it would be wiser to set the ceiling at a level which would
put some pressurc on the administration to hold down spending, to require it to
come to Congress. 1 would hope that the Congress and this committee will not
zt&ligc to eliminate the trust funds in computing the national debt subject to the
ceiling.

To accept the President’s and Mr. Kennedy’s recommendation would mean
that during the next 4 years the administration could spend $40 billion more
than it takes in without that sum of money appearing in the national debt figures.
I think that figure of $40 billion was clearly established today under questioning
by Mrs. Griftiths and by Mr. Broyhill in the guestions which they direeted to the
Seeretary of the Treasury.

To get the $40 billion in perspeetive, I would point out that during the 8 years,
8 years less 2 or 3 months, of President Truman’s administration, the increase in
the national debt was $33 billion. During the 8 yecars of the Eisenhower admin-
istration, the increase in the national debt was $23 billion, and during the 8 years
of the Kennedy-Johnson administrations the national debt increased by $70 billion.
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Besides thercasons I noted above, Mr. Chairman, I feel that this proposal should
not be aceepted beeause I think it is misleading to the public. It appears to reduce
the ceiling. Yet in reality it increases it by $17 billion.

So my plea today is twofold:

One, that the money which the Government borrows from the trust funds not
be eliminated from the national debt, and, two, that an inerease substantially
smaller than the $17 billion be granted.

Why should not the Congress keep a tight ceiling on Government debt? Why
should we continually give away our power and responsibility? What is lost by
maintaining a tight ceiling?

It is less convenient perhiaps to the administration and less convenient perhaps
to the Congress, but to increase the ceiling so that it will take care of all the ad-
ministration’s problems for the foresceable future impresses me as being very
unwise.

Most certainly it weakens the power of the Congress at a time when Congress
needs to reassert itself. If the Ways and Means Committee will take a skeptical
view of this proposal and will reduce the suggested increase in the debt, I think
that we might have a 50-50 chance to sustain your position in the Senate.

Mr. Vanik carlier in the day mentioned that there was a vcrf' close vote in
the House in June of 1967 on increasing the debt ceiling by $22 billion which was
advocated by President Johnson. 1 might point out that there was a very close
vote in the Senate on that, of 43 to 44. It carricd only by that single vote or rather
the amendment which I presented to reduce the President’s request by $10
billion lost only by one vote.

1 appreciate, Mr. Chairman, the opportunity to be here today. I am wondering
whether it would be appropriate for me to request that following my remarks
that an editorial from the Wall Street Journal dealing with the debt ceiling be
inserted in the record.

The Cuairman. Oh, yes.

Senator Byrp. And also an editorial from the Chicago Tribune which deals
at some length with the administration proposal be submitted?

The Cuairman. Without objection, the two editorials will be included in the
record at this point.

(The two cditorials to be supplicd follow:)

{From the Chicago Tribune, Feb. 26, 1069}
‘“THE AGE OF GIMMICKRY

“We sort of hoped the age of gimmickry had passed with the Johnson adminis-
tration. It was only last weck, indeed, that we commended Mr. Nixon’s Council
of Economic Advisers for recognizing that we can no longer rely on ‘the easy way
of doing things.’

“And yct, lo and behold, here is the Nixon administration propoesing one of the
most remarkable bits of fiscal legerdemain that we’ve encountered since Franklin
Roosevelt undertook to persuade us that Federal borrowing was not really borrow-
ing because ‘we owe it to oursclves.’

“The problem Mr. Nixon faces is real enough. The national debt is now about
$362 billion, and it is bound to go above the present temporary debt limit of
$365 billion Iater this year. This is not his fault. It is the result of the failure of
Johnsonian gimmickry. Mr. Nixon could have blamed it on the Democrats, asked
‘t;ori a temporary inerease in the ceiling, and promised to do better than Mr.

ohnson.

“But no. The Nixon administration has reccived a proposal made in 1967 by a
commission appointed by Mr. Johnson and directed, ironically enough, by David
M. Kennedy, now Sceretary of the Treasury, and Robert J. Mayo, now Director
of the Budget.

“The proposal is to reduce [repeat, reduce] the debt limit by $65 billion, making
it $300 billion—but at the same time to exempt from this limit the $82 billion
in Treasury sceuritics held by the various trust funds, notably social security,
thus reducing to $280 billion the debt subject to the limit. The argument for
this is reminiscent of F.D.R.; namely that sincc one Government agency owes it
to uingthcr, it has no cffeet on the country’s economy and should not be regarded
as debt.

‘“Reduce the debt limit to $300 billion and reduce the applicable debt to $280
billion, as this would do and presto, you wind up not only with n lower debt, but
also with a comfortable leeway of $20 billion for more borrowing from the public.
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In addition, anything that the Treasury can borrow from the Social Security
Trust Fund is sheer gravy. It wouldn’t even count.

“Well, when it comes to casy ways of doing things, this one is hard to beat. The
social sccurity fund happens to be running a substantial surplus, at the moment,
which means that the administration would have billions of dollars at its dis-
posal without even having to admit that it was borrowing. This is precisely what
the Johnson administration had discovered. By using surplus social sccurity
funds to finance deficits in operating expenses, Mr. Johnson was able to produce
paper surpluses in his budgetsfor 1969 and 1970. The new method of budget
accounting, in which all government funds are lumped together, has made it
possible to show a budgetary surplus even while the national debt is going up.

“Of course, this is absurd. And in a world already full of absurdities, it may
:lsJeem (;:Oll)lsistcnt to argue that since n deficit is not n deficit, then a debt should not

¢ a debt.

“But look a little farther ahead. What happens when, as demands on the social
seeurity fund increase, cither in the normal course of cvents or because of a
business slowdown, the fund nceds its money back? It would be impossible to
make restitution without pushing the national debt right through the cciling and
creating an immense deficit in current accounts. In short, this is a one-way street
by which the trust funds can be easily drained of their resources while at the
same time making it almost impossible for them to get their money back.

‘‘Ponzi should be living today.”

[From the Wall Street Journal)
“BumpING THE CEILING

“As a guarantee of governmental economy, the Federal debt ceiling has hardly
been a total success. Congress has continued to approve administration spending
requests, sometimes even raising them, and if the debt pierces the limit, well,
the limit is raised.

“The subject arises ancw because the Nixon administration, through no fault
of its own, already finds itself bumping against the debt ceiling. If something
isn’t done before long, the administration presumably will be foreed to the tactics
ot some of its predecessors, ruch as stalling on payments due the Government’s
creditors.

“What the Treasury is considering is a plan not to merely raise the ceiling
once more but to drastically remodel it. The basic idea is to exempt from the
‘debt limit all or part of the $80 billion of Treasury securities that are held by
Federal trust funds. If that were done, the cciling could even be lowered and
the Government still wouldn’t hit it for years to come.

“While the suggestion may possess a certain logic, the difficulty is that it would
sacrifice whatever virtue the debt limit has. Federal debt is Federal debt, after
all, whether the resulting Treasury issues are sold to the public or stashed away
in a trust fund’s portfolio. And the only excuse for the debt limit, so far as we
can see, is that it’s a sporadic reminder—to Congress, the administration and
the publie—of just where the debt is going.

“If the debt ceiling is to be useful, in other words, it should allow the Govern-
ment a minimum of headroom, not the wide leeway the Treasury is considering.
Nobody likes bumps, but sometimes they can be educational.”

Senator ANpERsON. Mr. Secretary, thank you very, very much for
your patience.

Secretary KeEnnepy. T appreciate this, thank you.

Senator ANpERsON. Mr. Jaffe. We have another witness, Mr. Jaffe.

Go ahead.

STATEMENT OF MICHAEL D. JAFFE, GENERAL COUNSEL,
LIBERTY LOBBY

Mr. JarrE. Thank you, Mr. Chairman.
My name is Michael D. Jaffe, T am general counsel of Liberty
Lobby appearing with me is Mr. Lou Byers, congressional assistant
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of Liberty Lobby. We appear today to represent the views of the
15,000 members of Liberty Lobby’s board oll policy on behalf of more
than 200,000 subscribers to our monthly legislative report, Liberty
Letter. The board of policy has overwhelmingly voted in favor of a
“sound dollar,” and ‘less government spending.”

We oppose any increase in the natiolmi debt limit, either temporary
or permanent. This is the position we have taken in past years, and we
find it difficult to understand how a change in administrations can
change the merits of astronomical Federal spending and debt.

Last November, nearly 60 percent of the American people voted for
an end to the irresponsible policies of reckless spending and borrowing
which marked the past several administrations. Unfortunately, it did
not take long to discover that the victorious candidate apparently
plans more of the same,

We commend the House Ways and Means Committee for its
refusal to accept the Nixon administration’s proposed “slight-of-hand”
trick, which was designed to increase the debt limit by $17 billion,
while appearing to reduce it by $5 billion. However, we believe that
this action is not enough, and that the Senate should refuse any
increase, telling the administration that, from this time forward, it
will have to live within its income.

We have no argument with those who say that the way to get
runaway Federal spending under control is through cutting appro-
priations, rather than by means of a debt ceiling. We agree that
appropriations should be cut drastically, and have presented this
pomnt of view before both House and Senate committees on numerous
occasions for the past 8 years. In practice, however, the previous
administration showed absolutely no interest in bringing spending
down to a reasonable level, and this administration gives every
indication that it is following in the footsteps of its predecessor. If
the Senate refuses to increase the debt ceiling, this administration
will be forced to come up with practical proposals for bringing
Federal spending in line with income. It will have to stop wasting
money on such unnecessary and unpopular programs as foreign aid
and the poverty program, just to give two examples.

We agree with the views expressed by Representative H.R. Gross,
who tol§ the House that he opposed increasing the debt ceiling because
““there is no other way to protest the irresponsible spending programs
that pile ever higher the staggering debt that is being passed on to
the generations to come, and there is apparently no way to point up
the necessity for the financial restraints that are necessary if sanity is
to be restored to the conduct of the fiscal affairs of the Federal
Government.”’ :

In 1967, all 10 Republican members of the House Ways and Means
Committee signed a minority report opﬁ)osing that year’s bill increas-
ing the permanent debt limit to $358 billion, and the temporary limit
to $365 billion. The report characterized the increase as ‘“just an-
other gimmick.” It went on to ask, “Under these circumstances, does
anyone doubt that prior to June 30, 1969—before the debt limit is
scheduled to revert to $358 billion—the administration will come to
the Congress for an additional increase?”

This prediction has come true, although it is today a Republican,
rather than a Democratic, administration which is making the request.
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And there is no end in sight. If the Congress raises the debt ceiling
every time the administration comes in and asks to be relieved from
the consequences of its irresponsible fiscal policies, the debt ceiling
is serving no purpose whatever, other than to fool the American
people into thinking there is some effective control on runaway debt.

We urge the committee to take this opportunity to use the debt
limit as an effective tool in the case of fiscal responsibility. The Ameri-
can taxpayer, suffering under an unfair and exorbitant tax system,
is demanding that reckless Federal spending be brought under control.
Rejection of the administration demand under consideration here
today can be a vital first step.

Thank you.

Senator ANpERsoN. Thank you very much. The hearing is
adjourned. The committee will meet in executive session on this
matter at 10 o’clock tomorrow morning.

Mr. JaFre. Thank you, Mr. Chairman,

(Whereupon, at 12:55 p.m., the hearing was adjourned, subject
to the call of the Chair.) o



