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$395 BILLION DEBT LIMIT

THURSDAY, JUNE 18, 1970

U.S. SeN. tE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:05 a.m., in room 2221,
New Senate Office Building, Senator Clinton P. Anderson presiding.

Present: Senators Long (chairman), Anderson, Byrd of Vir-
ginia, Williams of Delaware, Bennett, Curtis, Miller, Jordan of Idaho,
Fannin, and Hansen.

Senator AxprrsoN. Mr. Secretary, Senator Long is present at a
Democratic cauncus. He asked that we proceed, Mr. Secretary.

We will include at this point in the record a copy of the bill, HLR.
17802, and our staff summary of the bill.

('The bill and staff summary follow :)

1)



June 18, 1970

MEMORANDUM

T O: The Members
Committee oz Finance

FROM: Tom Vail
Chief Counsel

SUBJECT: H, R, 17802 ~- Admiuistration's debt ceiling request

The Houre Pill , -~ The House bill increaced the permanent
debt subject to limit from $365 biilion to $380 billion. It also provided
for a special $15 billion temporary amount for fiscal 1971, Thus, for
that year the debt limit will be $395 billicn, compared with the present
$377 billion. The additional $13 billion increase in the temporary debt
limit appears to be based cn a projected deficit of $10 billion in the fec-
eral funds (administrative) budget for fiscal 1971 and higher than nor-
mal casgh balance and contingency fund requirements.

The Budpget Outlook . -- The Administration has revised its
estimate and now projects a unified budget deficit of $1, 8 billion in
fiscal 1970 (as compared with a surpius of $1, 5 billion estimated in
February) and a further deficit of $1, 3 billion in fiscal 1971 (as com=~
pared with an estimated surplus of $1,3 billion as of last February).
The Federal funds (administrative budget) deficits for fiscal years 1969
through 1971 are as follows:

Fiscal year 1969 $ -~ 5.490 billion
Fiscal year 1970 -11, 009 billion
Figecal year 1971 ~10, 045 billion

A comparison of the unified budget, the administrative budget, and the
trust fund surpluses for fiscal years 1969-1971 is provided in the foi-
lowing table:

Fl/y 1969 F/y 1970 F/y 1971
Unified $+3,236 $-1.814 $- 1.254
Administrative Budget -5,490 -11, 009 ~10. 045
Trust Fund Surplus +8.725 +9.194 + 8.791

{obligated money)



Revenue Assumptions, -~0Un the revenue side, presen! projections
assume that the 1970 GNP will rise to $985 billion, personal income will
be $800 billion, and corporate profits will be $£9 billion, Thease are the
same estimates used in Februvary, zlthough cirrcnt conditions suggest they
may be optimlistic,

Corporate profits, aunuilizad, during the firat quarter were down
to $85 billion, The roonr i of thn gecond qaartezr are nct ovy, but it is
expected they will not .2 2bove $85 billion, annualized, If the third
quarter corporate prcfits rate is not above $89 billicn, the fourth quarter
would have to be very high in the 90's in order to meet the assumption
that the Treasury is using in their revenue projections,

In addition, the revenue estimates for Fis..al Yeayr 197, 1recsume
that certain tax proposals panling before the Congress wiil be enactad.
These include:

1. Speced-up in estate and gift taxes-~ $1,5 biliion;

2. Extension of excise taxes on automobiles, {cle~
phones--$650 million;

3., Tax on gasoline additives~-~ $1, 6 billion;

4, Highway user tax~~ $259 million;

5. Increase in the social security wage btose-~$200 miiliorn;

6., Railroad retirement taxes-~ $100 million;

7. Unemployment Compensation--$200 millior.

These add up to $4. 5 billion in receipts which depend upon future
actions by the Congress,

Expenditure Assumptions, -- The shift from a surplus to a deficit
in the fiscal 1970 has resulted almost entirely from a $3, 0 billion
shortfail in estimated receipts rather than from spending increascs,
Total budget expenditures are expected to be close to the $198 billion
estimated in February,

The fiscal 1971 new budget estimates assume a decline in intev=:ot
rates leading to lower than anticipated increases in interest payments on
the public debt, lower than anticipated increases in Medicare and Medi-
caid, lower than anticipated outlays for the Family Aagistance Program
because of a later than expected effective date and lower than anticipated
outlays for the Model Citles Program and various unspecified other
programs., No change in the level of military spending from tte origiral
estimates is anticipated in either fiscal 1970 or 1971, The sale of the
Alaskan Railroad is anticipated anc it is assumed that the Congress will
not increase appropriations beyond what is requested by the Presiden,

BEST AVAILABLE COPY



In summary, the fiscal 1971 budget estimates assume that the
Congress will:

~- approve the requested postal rate increases,

-~ enact the tax legislation proposed by the President
in the February budget and later,

-~ pass the Economy Act of 1970 and thereby endorse
the program reductions, restructuring, and
terminations proposed in the February budget; and

~= not add to the total of controllable 1971 spending

proposed by the President in appropriations and

other legislation,
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IN THE SENATE OIF THE UNITED STATES
Jung 4, 1970
Read twice and referred to the Committee on Iinance

AN ACT

To increase the public debt it set forth in section 21 of

© ® A B M B W N e

=
<o

i1

the Second Liberty Bond Act.

Be it enacted by the Sevate and {louse of Representu-
tives of the {7 nited Stutes of America in Congress assembled,
That the first sentence of section 21 of the Second Liberty
Bond Act (31 US.C. 75%h) is amended by striking
out “$365,000,000,000” and inserting in lieu thereof
“$380,000,000,000".

SEc. 2. During the period ending on June 30, 1971, the
public debt limit set forth in the first sentence of section
21 of the Second Liberty Bond Act shall be temporarily
increased by $15,000,000,000.

Sec. 3. This Act shall take effect on July 1, 1970.

Passed the House of Representatives June 3, 1970.

Attest: W. PAT JENNINGS,

Clerk.
11
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Senator AnpersoN. (o right ahead, Mr. Secretary.

STATEMENT OF HON. DAVID M. KENNEDY, SECRETARY OF THE
TREASURY; ACCOMPANIED BY ROBERT P. MAYO, DIRECTOR,
BUREAU OF THE BUDGET; AND PAUL VOLCKER, UNDER SECRE-
TARY FOR MONETARY AFFAIRS, DEPARTMENT OF THE
TREASURY

Seeretary Kexxepy, Mr, Chairman and members of the committee,
you have before you ILR. 17802, which was passed by the Fouse
of I\O])resentqhvo\ on June 3, and which would provide a new perma-
nent. debt ceiling of £330 billion, and a new temporary debt ceiling
of %395 billion through June 30, 1971.

We appreciate the pmmptne% with which the committee has
scheduled the hearing on this bill.

1t is essential that the Congress give final approval to an increase
in the debt limit by June 30 when the present. temporary limit of
$377 billion expires and the limit reverts to the permanent ceiling
of %365 billion. Our ol)wotmns indicate that on June 30 the dobt
subject to limit, assuming a l(‘l]]‘:tl(‘ ash balance. is likely to be in
the vieinity of %370 hlﬂmn, which is in excess of the present perma-
nent limit. Clonsequently. if a new limit has not been approved, the
Treasury Department will be unable to refund any maturing debt
or to issue any new debt. [ need not dwell on the (‘\tl(lol(llnnl‘ll\
serious consequences of such a situation. The chaos that would be
created would cause severe additional strains on the Nation's already
strained financial markets. Public confidence in the ability of the
Government to manage its affairs rationally would be seriously
undermined.

I would like to begin by explaining why we are asking for an
inerease of £18 billion in’ the temporary debt ceiling, from {377
billion curt ‘onth to $395 billion for fiscal year 1971. Tn estimating
our needs, we have in the past assumed a constant cash balance of
$4 billion, with a further allowance for contingencies of $3 billion.
But the conventional assumption of only $4 bllhon for operating

ash needs has become increasingly unvealistic. in view of the greater
size of the Federal budget and unavoidable fluctuations in the Dalance
from day-to-day and week-to-week.

As shown in table TT % our actual cash balance has averaged more
than &5 billion in recent years, and has deelined in relation to expendi-
tures to little more than 1 week's outpayments. We eannot practicably
plan on reducing our balances further. To the contrary. prudent man-
agement of our financial affairs may well require somewhat larger
balances in the future.

On particular days. to be sure, the cash balance can safely be re-
duced to lower levels in anticipation of heavy scheduled receipts.
Nevertheless, sharp intramonthly swings are inevitable and require
that, even during periods of the year when the debt is fluctuating about
its peak, we sometimes must carry balances well in excess of the
average.

T feel certain you will agree that a €3 billion allowance for con-
tingencies, which we retain unc]mngnd from earlier presentations, pro-

1See p. 9.
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vides 2 minimum degree of protection for unforeseen circumstances
over a i2-month period ahead.

With these working assumptions, 1 think that the avithmetic of
the needed increase in the debt limit is most clearly seen by starting
with our position on April 14 of this year. That was the date on which
the debt subject. to limit was close to its peak, and we expect « similar
peak at about the same time next vear. Now on April 14, the debt sub-
ject to limit was £375.9 billion, only about $1 billion short of the present
ceiling. (On March 30, we came within $100 million of the ceiling).
But our operating balance was down to $2.4 billion, and we were only
$£1.1 billion away from the ceiling instead of the $3 billion allowance
for contingencies that is needed. In other words. just to restore the
leeway necessary for prudent operations, the debt limit would have
to be raised by $5.5 billion—that is. $3.6 billion to provide an operat-
ing balance of $£6 billion. and $1.9 billion to restore the $3 billion al-
lowance for contingencies.

To this $£5.5 billion one must add the anticipated deficit in the Gov-
ernment’s own operations during this period April 1970—April 1971—
the so-called Federal funds deficit. As you know, we expect the [Fed-
cral funds deficit for the entive fiscal year 1971 to amount to $10 bil-
lion, compared with $11 billion this year. But the deficit during the
12 months between peak debts—April to April—is expected to be
larger than for either fiscal year. Qur current estimate is about $13.2
billion.

There are a number of factors that contribute to the concentration
of the deficit during this particular 12 months. For one thing. the
payment of retroactive GGovernment wage increuses in the current.
quarter is a nonrecurring outlay. In addition, with an approximate
£6 billion decline in defense expenditures from fiscal year 1970 to
fiscal year 1971, it is anticipated that second half defense expendi-
tures will be lower than during the first half. 'The anticipated revenue
from the propesed speedup of estate and gift taxes is not expected
until the last quarter of fixcal 1971, Interest expenditures are expected
to be relatively heavier in the first half of the fiseal year than in the
second half when lower interest rates are anticipated.

Adding the $13 billion of FFederal funds deficit to the $5.5 billion
needed to restore working leeway, one comes to a figure just over the
$18 billion we requested, a figure approved by the House.

You will see from table I ' that the debt limit need between Decem-
ber and March will fluctuate generally between $388 and $393 bil-
lion. The peak requirement will be reached just prior to mid-April,
and that peak will be slightly above #3935 billion.

We believe that a temporary limit of $395 billion will be adequate
to carry us through fiseal year 1971. Budget Director Mayo can com-
ment in detail on the outlook for expenditures, and the basis for our
belief that these expenditures, with the help of Congress, can be held
to projected levels.

On the receipts side, we are counting on an additional $3.8 billion
of taxes in fiseal 1971 which will require legislation. These include
the proposed taxes on lead used in gasoline and the speedup in the
estate and gift tax collections. We are anticipating that the Congress
will act favorably on both of these proposals as well as on the other

18ee p. 9.
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tax proposals which it has before it, inciuding extension of excise
taves on automobiles and telephone services through December 1971,
The House has already approved an increase in the wage base for so-
cial security to £9,000, as was recommended in the budget, and this
committee now has this proposal before it.

If Congress fails to act in a timely way on these proposals, a sub-
stantial part of the revenue lozs will not ocenr until after the neak
in the debt subject to limit has been passed. Consequently, shortfalls
from these sources would not necessarily use up the entire allowance
for contingencies although they would, of course, narrow the margin
of safety.

In our eves, a more serious question is raised by the estimate by
the statf of the Joint Committee on Internal Revenue that fiseal 1971
receipts would be £3 hillion below our estimates.

We have carefully reviewed the differences hetween our estimates
and the estimates of the Joint Committee on Internal Revenue that
fiseal 1971 receipts would be 83 hillion below our estimates.

We have carefully reviewed the ditferences hetween our estimates
and the estimates of the Joint Committee and it appears that except.
for minor amounts, the entire difference lies in somewhat more pessi-
mistic economic estimates by the Joint Committee stafl,

We believe that. there is no strong reason to alter our economic pro-
jections at this time. But we recognize the difficulties of making pre-
cise foreeasts for a vear ahead in the present state of the economy
and, consequently, we realize that our revenue estimates could turn
out to be on the high side. This simply emphasizes the need for an
adequate contingeney allowance.

Iu order that ithere be no misapprehension about the Treasury’s
need for new funds during the coming year, let me stress that Treas-
ury net borrowing from the public for the year as a whole will be only
a small fraction of the %18 billion inerease in the temporary ceiling
that we seek. s T indicated earlier, we anticipate a deficit in the
Federal funds accounts for fiseal year 1971 of approximately $10
billion. But the trust funds are expected to be in surplus by abont
#8.8 billion during the same period. This trust fund surplus will be
invested in Government securities, as in the past, leaving only about
$1.3 billion to be financed by the general publie.

One final word. The ITouse Ways and Means Committee considered
it desirable to raise the permanent debt ceiling as well as the tempo-
rary ceiling. They proposed a permanent ceiling of %380 hillion, $15
billion above the present ceiling of %364 billion, This will give us
somewhat less room than the related increase in the temporary ceil-
ing, because it does not allow fully for contingencies. But it is a
ceiling that I believe we ean live with. '

I urge the committee and the Senate to act promptly on H.R. 17802,
Prompt action will assure the ability of the Federal Government to
finance its requirements in a responsible way and will help in restor-
mg and maintaining much needed confidence to financial markets
and the financial community generally.

That, Mr. Chairman, completes my statement. Director Mayo is
here, and he would be glad to cover the budget side of the debt limit
problem.

(Tables attached to Secretary Kennedy's statement and referred
to previously follow :)
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TABLE |.—ESTIMATED DEBT SUBJECT TO LiMIT—FISCAL YEAR 1971

[Ia billians of dollars]

Debt with With 3.0 Debt with With 3.0

6.0 cash margin for 6.0 cash margin for

batance contingencies balance contingencies
369.0 372.0

389.3 392.3

375.6 378.6 382.6 385.6
375.4 378.4

385.8 388.8

380.8 383.8 385.3 388.3
380.2 383.2

390.3 393.3

385.5 388.5 387.7 390.7
376.7 3719.7

391.8 394.8

382.1 385.1 382.1 385.1
381.3 384.3

386.3 389.3

384.9 387.9 385.6 388.6
384.2 387.2

388.7 391.7

389.9 392.9 378.8 381.8
386.3 389.3

TABLE 1}, —RELATION OF AVERAGE CASH BALANCE TO WITHDRAWALS FROM TREASURER'S ACCOUNT, BY FISCAL

YEARS
Average oper-
ating balance Totat with-
Fiscal year (excluding geld) drawals (DTS) Percent
4.934 112,188 4.4
v, 0:0 118.477 S.1
5.664 124. 066 4.6
6.923 126. 395 5.0
5. 086 142.190 3.6
4.526 164.591 2.7
5.145 184. 581 2.8
5.043 201.491 2.5

Senator Axpersox, Go ahead, Mr. Mayo.

My, Mavo. Mr. Chairman, T do not have a prepaved statement to-
day. I can, however, introduce into the record, if you would like,
the same material 1 presented to the House Ways and Means Com-
mittee.

('The material referred to follows:)

THE BUDGET OUTLOOK

The President's February budget message proposed budgets for fiscal years
1970 and 1971 that were in delicate balance, with budget surpluses of £1.5 bil-
lion and $1.3 billion, respectively. A combintion of events since February has
pushed both budgets from slight surplus to slight deficit. Our revised estimates
now place the 1970 deficit at 81.8 billion, and the 1971 deficit at £1.3 billion,

FISCAL YEAR 1970

The shift from surplus to deficit in fiseal year 1970 results entirely, from a
$3.0 billion shortfall in extimated veceipts from the corporate income tax, rather
than from an overrun on spending. Both sinal payments on calendar year 1969
tax liabilities and initial payments on calendar year 1970 liabilities fell below
expectations: Other changes in estimated tax receipts in fiseal year 1970 are ap-
proximately offsetting,

Despite strong, pressures for higher spending, total outlays in 1970 are ex-
pected to be close to the £198 billion estinmiate of the February budget (scee Table
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1). The pressures for higher outlays have produced, all told, increases of $3.0
billion However, all hut £0.3 billion, or 909 of this amount, is being offset by
decreases in other areax,
The increases inelude :
—=81.2 billion for the recently-cnacted Federal pay adjustment:
-—¥1.2 billion as a result of nncontroltable increases in interest, publie assist-
ance grants, farm price support payvments, and unemployment benefits: and
—80.6 billion as the result of congressional action to incrense education and
veterans programs and congressional delay in enacting postal rate inereases.
The principal reductions result from a decrease in estimated Export-Tmport
Bank and Farmers Home Administration net lending, and lower than expected
outhays for Medicare, space activities, Model Cities, and other prograns.

FISCAL YEAR 1071

The factors that are pushing the 1970 budget into deficit pose even greater
threats to the 1971 budget. Our revised estimates for ticeal year 1971 place out-
Tays at £205.6 billion (845 billion over that estimuted in February), with receipts
of 82043 hillion (R2.2 hillion over the budget extimate), ax shown in Tables 2 and
3.

Receiptsa- On the basis of the {ax rates recommended in February, receipts
are now estimated to fall R1.5 bitlion short of the budget estimates, However, that
shorttfull will be more than offset by the President’s earlier proposed aceeleration
of extate aaud gift tax collections and his new proposil for a fax on lead used in
the manufacture of gasoline,

Economic assumptions underiyving the fiseal year 1971 revenue estimates have
not been changed from the levels used in the February estimnte. However, esti-
mated revenue from individual and corporation income taxes has been reduced
by ¥0.5 billion aud £1 billion respectively, from the February estimates bhecanse
of a reevaluntion of tax revenue expectations based on fiseal year 1970 receipts
experience, On the other hand. higher receipts are expected from unemployment
insurance taxes (202 billiony ax o result of legislation expected (o be enacted
into law soon. Higher receipts are also expected from customs duaties (80,2 bil-
lion), and miscellaneons receipts (20.2 hillion). In addition, favorable congres-
xional response to the President’™s requests for tax legixlation will produce an
additionn] £1.5 hillion as 4 1esult of acceelerated estate and gift tax eollections and
£1.6 billion from the proposed tax on lead uxed in the manufacture of gusoline.

Outlays.--None of the $4.8 bhillion incerease in the outlay estimates is attributa-
ble to our military operations. Almost half--82.3 bilidon--of the inerease is in
uncontrolliable programs, including -

—-interest on the publie debt (£1.0 billion) ;

~unemployment benefit payments ¢£0.5 billion) .

farm price support payments (%0.3 bitlion)
cash assistance grants, Medieaid, and Medicare (£0.2 billion) ;

--veterans compensation and pensions 1 £0.2 hillion) ¢

- disaster relief (20,1 billion},

The largest single increase- 814 billion—results from the action taken in April
to move the cffective date of the Federal pay adjustment forward a full year
from the January 1, 1971 date axsumed in the February budget. Simultaneousty
with the announcement of this action, the President proposed that the col-
lection of estate and gift taxes be aceelerated -~ and thereby inerease 1971 rev-
enttes by £1.5 billion. In addition, a further inerease in postal rates was requested
to offset about 204 hillion more of the higher postal costs attributable to the
pay raise than had been reflected in the February budget.

The remaining increases are expected to add $1.5 billlon (net) to 1971 out-
bayvs The prineipal ones are:

- withdrawal of the vohimtary deferral of federally-assisted State and local

construction ;
veterans education and training;
--the school lunch program ;
-—improving the quality of the environment ;
- ~aids to housing and other construetion incentives ;
—Farmers Home Administration net lending ; and
--the 1071 effect of higher 1970 and proposed 1971 appropriations for the De-
partment of Health, Ilducation, and Welfare.
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These increases are 1).1rti'm\ offset by a number of reductions, including:

—lower outlays for the Family Assistance Program, beeause of a later than

expected effective date for the program ;

—slower than expected spending for the Model Cities program and for high-

ways; and

—-a net reduction in the outlays assoctated with other programs.

The revised 1971 budget, even with a $£1.3 billion deficit, remains a tight budget
and is fiscally 1("~pm|sihlv in the expected economic environment of fiscal year
1971, The deficit is substantially less than the incerease in receipts that would be
produced if the e¢conomy was operating at its normal capacity.

These revised estimates are, of course, just that--estimates. They are our best
estimates based upon current assumptions concerning economic conditions and
congressional action on proposed legislation. In particular, they assume that the
Congress will :

—approve the requested postal rate increases

—enact the tax legislation proposed by the President in the February budget

and later:

—pass the Economy Act of 1970 and thereby endorse the program reductions,

restructuring, and terminations proposed in the February budget ; and

—not add to the total of controllable 1971 spending proposed by the President

in appropriations and other legislation.

If we are to hold to these fiseally-responsible estimates, continued outlay
restraint is essential. The Administration is committed to such o course and
will stay on it. Congressional commitment is equally necessary. If the Congress
votes higher appropriations, or does not approve the taxes proposed by the
President, it should mateh these actions with specitic cuts in other spending
progriams or inereases in other taxes.

(‘ontinued fiseal restraint is essential to helping restore cconomic stability.
Relaxation of that restraint now would risk the danger of permitting the economy
to climb too fast as it begins to pick up speed in the months ahead. Too rapid an
advance could nullify the efforts made to date toward bringing inflation nnder
control and undermine the Administration's progress toward achieving basic
reforms in Governmment programs and processes.

TABLE 1.—CHANGES IN 1370 BUDGET QUTLAYS

{In billions]

Changes Total

February budget estimate. . .. ...

Major increases:

Federal comparabitity pay raises (enacted Apr. 15, 1970)
Interest on the publicdebt ... . ... .. . __.
Labor-HEW appropriation as enacted. ... _.._ ___.
Public assistance grants (including medicaid)_ ... ..
Farm price supports. .. ........ ... ... ___.
Postal rate increase —no action by Congress to date. .
Veterans education and medicalcare_..._ ... .. . .. .

Unemployment insurance benefits_._.________ . il

Sublotal, maior increases

Other changes:
Export-Import Bank. .. ...
Medicare...._._.__. .

Other HEW programs._..._.. ... ..._.___
Farmers Home Administration, net lending. .
Modelcities. ... ... ... ... ... .. S
National “eronautics and Space Administration. ... .
Department of Transportation_ ... ____ . __ . __
Department of Labor, excluding unemployment insurance.
Civil service retlremenl net. ...
Allowance for contsngencues_ .. .

All other changes, net_____ ...

Subtotal, other changes

Current estimate, 1870 outlays
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TABLE 2.—BUDGET RECEIPTS, FISCAL YEAR 1970-71
[In billions of doflars]

Fiscal year 1970 Fiscal year 1971
Budget Current Budget Current

Souice estimate estimate estimate astimate Change

Individual income taxes. . 92.2 92.2 91.0 90.5 -0.5

Corporation income taxes 37.0 340 35.0 340 -1.0
Social insurance taxes and contribu-

tions. ... ... ...l 44.8 4.8 . 49.1 49.3 +40.2

Excisetaxes. .. ................ ... 15.9 15,7 17.5 18.1 +1.6

Estate and gl.‘l taves..... ... . ... 3.5 3.5 .. 3.6 5.1 +1.5

Customs duties . 2.3 2.5 2.3 2.5 +0.2

Miscellaneous receipts 3.7 3.7 3.6 3.8 +0.2

202.1 204.3 +2.2

Total ... ... 199. 4 196. 4 =3.0

TABLE 3,—CHANGES IN 1971 BUDGET OUTLAYS

[1n biltions]

February budget estimates

Changes in uncontroliable programs:
Interest on the public debt. . ... ... ... ... oL L. ...
Unemployment insurance berefits . ... ... .
Cash assistance grants, medicaid and medicare. .. __......... . ....... ... ...
Farm price supports_ ... ... . ... ... e el
Veterans compensation and pensions_. ..
Disaster refief. . ... . iiiaiiiiee

Subtotal, changes in uncontrollable programs. . . ... ... . ... ... ...

Gther changes:
Federal comparability (enacted Apr. 15, 1970) and postal pay raises_._.._.........
New postal rate proposals .. .. .. ... ..ot aaan —
Increased postage for Federal mail.___ ... . ... .. L. .. . ........... +
thdrawal of voluntary State-local construction deferral. +
Housing and construction incentives. .. ... ..... ... ... ... ... ... +
Environmental quality —revision in proposal and reestimate of budget program__. .. +
Labor-HEW appropriation bill for 1970 as cnacted —effect on 1971 outlays ... ... 1.
Education appropriations—to maintain consustency with 1970 bill as enacted..._.... i
+
.+..
+
_{_
_}

-+
-

Schoot desegregation . . it caiiaos
Veterans education (G bill)__ .. ... _..._..._

School funch and child nutrition, as enacted
Coal mine health and safety bill, as enacted .
Federal employee health benefits ... ... ... ...

Farmers Home Administration, ne* lending. .. .. . . ... ... ...
Mode! cities—slower nace of outlays (no change in program level). ... ....... ....
Highway trustfund._ ... ... _ . ... ... . ... .
Delay in initiation of family assistance program ,,,,,,,,,,,,,,,,,,,,,,,,,,,, B
All other changes, net_ .. __ . . . e el

Subtotal, other changes. . L ieeiaeeioao

Current estimate, 1971 outlays

Mr. Mavo. Bxsu ally the hm retary 11(19 a]rel(h dlscussed the rea-
zons for the President’s request that the debt limit be adjusted. We are
in agreement with the bill as it passed the House of Representatives.
I know you are interested further in the figures underlying the Secre-
tary's statement with regard to Federal funds and trust funds in the
budget. The unified hu(lwot that we rely on includes the receipts and
(‘\[)[“ll([lhll(’b, of the trust funds along with the Federal funds. For
both 19760 and 1971, the surpluses in the trust funds are now estimated
to be only ¢lightly cmaller than the deficits in the Federal funds. ¢ ur-
rent estimates pLuo the surplus in the trust funds at $9.2 billion in
1970, and $&.8 billion in 1971. The deficit in Federal funds is estimated
to be %11 billion in 1970, and %10 billion in 1‘);1

I have a table heve, My, Chaivman, that gives the. receipts and out-
lays of the respective funds in detail should you wish that to be en-

tered into the record.
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Senator Axpercox. We will put it in the record.
('The table referred to follows:)

BUDGET RECEIPTS AND QUTLAYS, BY FUND GROUP
{In billions of doltars]

1969 actual 1970 estimate 1971 estimate

Federaf funds:
Receipls. ... ... . ... ... 143.3 146.6 149.6
Outlays. .. . . 148.8 157.6 159.6

Deficit ... .o R

Trust funds:
Receipts. .. . . el oL
Outlays. . e .

Surplus. ... .. . ... T, X

Unified budget:
ReCeIPES. . el
Outtays_.._____ .. e e iiiiieiiin

Surplus or deficit (—)

Note: Receipts and outlays of the separate fund groups include intragovernmental transactions of $7,500,000,000 in
1969, $8,500,000,000 in 1970, and $9,700,000,000 in 1971.

Mr. Mavo, I would be glad to answer any questions you have on the
budget outlook in 1970 and 1971, but 1 do not propose, unless you wish
otherwise, to make a formal statement on that. I Leiteve all the facts
are quite well known to each of the members of the committee at this
point.

Thank you.

Senator .\ NpErsox. Senator Byrd, do you have any questions?

GOVERNMENT OPERATING UNDER HEAVY DEFICIT

Senator Byro. Thank you, Mr. Chairman.

Mur, Seeretary, 1 think the debt ceiling is a very important. tool that
i be used to hold down Government spending. I think this very
hearing today is of considerable importance beeause it focuses, or
should focus, attention on the fact that while the public has been given
the impression that we are operating somewhere near a balanced
budget, the Government. actually is operating under a very heavy
deficit.

Now, am I not correct that your Federal funds deficit for the fiscal
year which ends the 30th of June, the end of this month, will approx-
mmate $11 billion.

Secretary KennNepy. That is right, Senator.

Senator Bynn. So the Federal funds deficit will be $11 billion for
this fiscul year which ends the 30th of June.

Secretary Kexyepy, That is our present estimate: that is right.

Senator Byro. Now, according to your estimate, as I understand i,
the Iederal funds deficit for fiscal year 1971 you estimate to be a little
over $10 billion.

Secretary Kex~xepy. About $10 billion, that is right, Senator.

Senator Byro, So thix vear we will have a deficit of $11 billion,
next year we will have a deficit of more than $10 billion.

Secretary KexNEDpY. On a Federal funds basis.

Senator Byrn. On a Federal funds basis.

46-574 0—70-—3
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So T think it very important. that the general public understand that,
understand that we are nowhere near a balanced budget. The only w ay
that we can be construed as bheing anywhere near a balanced budget is
by taking the roughly %9 billion of surplus in the trust funds, and
applying that against the Federal funds, and yet the trust funds can
be used for onl_\ specific. purposes, and the trust funds consist, for
the most part, of social security funds and, seeondly, oflliuh\\ ay fnn(h

Now, if the Congress approves your request for an increase of %18
billion in the debt. (01]1110', will this not mean that the debt ceiling has
been increazed by $30 billion within the last 15 months. Or to put it
another way, did not. the Congress increase the debt ceiling at your
request last year by $12 billion {

Secretary Ken~epy. That is right.

Senator Byrp. What month was that done, do you recall?

Seeretary Kexxepy. It was about this time of the year, but it was
carlier than that, April.

Senator Byrp. April.

Then in a matter of 15 months, assuming the Congress acts favor-
ablv on today’s request, the debt ceiling will have been increased by
830 million in a matter of 15 months.

Secretary KeNx~epy. That is the peak debt ceiling, the peak to which
W6 can go,

Scnator Byro. Yes.

Well, in any ease, does that not, does this not dramatize that the
Government is operating heavily in the red, that we are 110\\1101'0 near
a balanced budget / Docs it nof dramatize the fact that the Govern-
ment is spending way beyvond its means, and is coming to the Congress
to increase the debt ceiling so us, as you express it, “to 1estore mueh
needed confidence in the business comniunity.

Secretary Kexxepy. Under the standard or the definition that Con-
gress has set for the debt limit we must have this kind of an increase
with our budget prospeets becase the debt limit is, as it is on the statutes
today is, consistent with the Federal funds basis. The other measure
that you talk about, the trust funds is a measure that determines
the effect on the economy of the total of all Government operations.
It is a measure of whether the Government itself, including the trust
funds, is taking funds out of or putting funds into the econemy. On
that basis, we are in a position now in the budget of a slight deficit.
On the basis of the statutory debt limit we are in a posmon of a
large deficit.

Senqtor Byro. You stated that the enactment of this legislation
would “restore much needed confidence in the business (ommumtv ”

Seccretary Kex~eny. Well, the point there. Senator, that 1 had'in
mind is that the confusion that we may have over not extending this,
and what would happen if it were not extended would cause chaos
in the financial markets because come June 30, when we will actually
be over the debt limit, we would not be able to finance in the market
legally Treasury bills, notes or bonds and which would mean we would
}ust not be able to pay bills,

Senator Byrp. I concur in that context of restoring confidence in
the community. but it seems to me the very fact that you have to come
here and seek an €18 billion increase in the debt limit, that you come
here and point out, as you must do, that there will be an £11 billion
defieit this year, and at least a $10 bllhon deficit pext vear in tho Ifed-
cral funds, it seems to me that is not going to restore confidence in the
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business community. As a matter of fact. as these figures become better
known, and 1 don’t think they are known, as these figures become bet-
ter known, it seems to me that it is going to decrease confidence in the
business commmunity. That is why I am so strong on keeping a tight
debt ceiling because T think one important aspect of keeping a tight
debt ceiling is that the administration. whichever it might be, and T
opposed the Johnson administraiion increases in the debt ceiling, in-
cidentally. I don't think his were any greater than have been requested
here, T can’t remember the exact figures at the moment, but any-
way

The Ciratrarax (presiding). Senator Byrd. if T might interrupt for
just one comment. T want to advise the Secretary that theve is a Demo-
cratie caucus going on and it might be necessary to discuss this timing
when this bill will be called up. T will excuse myself to attend that cau-
cus and I will be back just assoon as I can.

Secretary Kexxepy. That is very important, Mr. Chairman, very
important.

The Crairaran. T would be glad to take Senator Williams inside
that cauncus if they would let nie, but he has very poor credentials as
a Democrat, [Laughter. ]

Senator Byrp. Well, anyway. Mr. Secretary. it seems to me that a
tight debt ceiling which requires an administration to come back to
the Congress when it continues to operate in the red. as our Govern-
ment is deing, and has been doing, serves a very important purpose.
and T am very much opposed to this unified concept of a budget that
we have been operating under.

I think it has been misleading to the publie. T think the average
businessman, the average ecitizen feels that we have been operating
somewhere near a balanced budget when the figures that you have here
show that we are operating heavily in the red. and the very fact that
vou necd to come here to ask for an $18 billion increase in the debt
limit justifies that assertion.

PREVIOUS INCREASES IN THE DEBT LIMIT

et me ask you this. Do you have the increase in the debt limit which
was—the increases in the debt limit songht over the last period of 5 or
6 years?

Secretary KexNepy. Yes.

Senator Byro. Do you have it available or could you supply it for
the record ?

Secretary Kex~epy. You have the table there.

Mur. Volcker has here a table that will give you that, Senator, or we
can put it in the record.

Senator Byen. If he has a table, T would rather have it right now.

Mr. Vorexer. Tt gets a little complex between the permanent and
the temporary ceilings that have been applied from time to time,
Senator.

Senator Wirrrays, Why not just refer to the temporary, that is
more permanent than the permanent. [Taughter.]

Senator Byrp. 1 coneur with Senator Williams® statement.

Secretary Kexxroy., Where would you like to start.

Senator Byrp. Tet’s start at 1964,

Secretary Kexxepy. 1964, the debt ceiling, including the tempo-
rary at the end of that year, stood at $324 billion. In 1965 that $324
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billion was maintained, as I read this table. It went up to $328 billion
in 1966, and then successively in 1967 reached $336 billion; in 1968,
%358 billion ; and then successively in 1969 to %365 billion, and then to
$377 billion the present temporary ceiling.

Senator Byrp. Then, is this assertion correet? This proposed $18
billion increase is the largest increase that has been received by either
the Johnson—by any previous administration in recent years.

As T look at these figures, the Johnson administration proposed an
increase of $18 billion or at least received an increase of $18 billion
or at least received an increase of $18 billion, in 1969, and you are
proposing an increase now of %18 billion which would be equal to the
one proposed by President Johnson.

Secretary KexNEpY. You drew the distinction properly between
what was provided and what was proposed. 1 would have to check to
sce whether your statement is accurate for what the administration had
proposed.

Senator Byrp. I think they proposed more than the $18 billion they
received.

Secretary Kex~epy. There were times when they proposed more.

Senator Byrn. Yes: T think last yvear you proposed more than the
$12 billion that you received.

Secretary Kexxeny, That is correet. :

Senator Bykp. So the point T am suegesting is that T doubt that in
any 15-month period that the debt ceiling has been increased as much

s $30 billion. If you have figures to show otherwise, I would be glad
to have you insert them in the record. But as T read these figures in
no other 15-month period has the debt ceiling been increased as much
as $30 billion.

Mr. Chairman, T don’t want to take additional time. T feel T have
taken all that T should properly take, but T would like an opportunity
later on.

Senator ANprersox (presiding). Very well.

(T{m Department subsequently submitted the following informa-
tion:

Debt timitation under kee. 21 of the Second Liberty Bond Aet, a8 amcnded—
History of legislation
Sept. 24, 1917

40 Stat. 288, sec. 1, authorized bonds in the amount of_____ 187, 53R, 943, 400
40 Stat. 290, sec. 5, authorized certificates of indebtedness
outstanding revolving authority_____ . ________ _______. .4, 000, 000, 000

Apr. 4, 1918:
40 Stat, 502, amending sec¢, 1, increased bond authority

0 o e e 112, 000, 000, 000
40 Stat. 502, amending sec. 5, increased authority for cer-
tificates ontstanding to- . e 28, 000, 000, 000
July 9, 1918: 40 Stat. 844, amending sec. 1, increased bond
authority to___ .o 120, 000, 000, 000

Mar. 3, 1919:
40 Stat. 13, amending sec. 5, increased authority for cer-

tificates outstanding 0. . _ o oo e 210, 000, 000, 000
40 Stat. 1309, new sec. 18 added. authorizing notes in the
amount of_ _ __ oo 17, 000, 000, 000
Nov. 23, 191: 42 Stat. 321, amending sec. 18, increased note
authority outstanding (established revolving authority) to__  ?7, 500, 000, 000

June 17, 1929: 46 Stat. 19. amending sec. 5, authorized hills
in lieu of certificates of indebtedness : no change in limitation
for the outstanding_ . __ L __._ 10, 000, 000, 000

1 Limitation on issue. ? Limitation on outstanding.



17

Decbt limitation under sce. 21 of the Sccond Liberty Bond Act, as amended—

History of legislation—Continued
Mar. 3, 1931: 46 Stat. 1506, amending sec. 1. increased bond

authority too e 1428, 000, 000, 000

Jan. 30, 1934: 48 Stat. 343, amending sec. 18, increased au-
thority for notes outstanding to

Feb. 4, 1935:

40 Stat. 20, amending sec, 1, Hmited bunds outstanding
(establishing revolving authority) to- . ______

49 Stat. 21, new sec. 21 added, consolidating authority for
certificates and bills (sec. H) and authority for notes
(sec. 18); same aggregate amount outstanding._______

40 Stat. 21, new sec. 22 added, authorizing U.8. savings
bonds within authority of <ec, 1.

May 26, 1938: 52 Stat. 447, amending secs. 1 and 21, consoli-
dating in sec. 21 authority for bonds, certificates of indebt-
edness, Treasury bills, and notes (outstanding bonds limited
to £30,000,000,000). Same aggregate total outstanding______

July 20, 1939 : 53 Stat. 1071, amending sec. 21, removing limita-
tion on bonds without changing total authorized outstanding
of bonds, certificates of indebtedness, bills, and notes_____ ..

June 25, 140: 34 Stat. 526, amending sec. 21, adding new
paragraph:

*(h) In addition to the amount authorized by the pre-
ceding paragraph of this section, any obligations author-
ized by secs. 5 and 18 of this Act, as amended, not to
exceed in the aggregate $£4,000,000,000 outstanding at any
one time, less any retirements made from the special fund
made available under sec. 301 of the Revenue Act of 1940,
may be issued under said sections to provide the Treasury
with funds to meet any expenditures made, after June 30,
1940, for the national defense, or to reimburse the general
fund of the Treasury therefor. Any such obligations so
issued shall be designated ‘National Defense Series’ ”____

Feb, 19, 1041: 55 Stat. 7, amending sec. 21, limiting face
amount of obligations issued under authority of aet out-
standing at any one time to__ . ______________________

KEliminated separate authority for $4,000,0000,000 of
National Defense Series obligations.

Mar. 28, 1942: {6 Stat. 189, amending sec. 21 increased limit-
tation to_ e

Apr. 11, 1943 57 Stat. 63 amending see. 21, increased limita-

272, amending sec. 21, increased limita-

Apr. 3, 1945 50 Ntat. 47, amending sec. 21 to read: “The face
amount of obligations issued under nuthority of this act, and
the face amount of obligations guaranteed as to principal
and interest by the United States (except such guaranteed
obligations as may be held by the Secretary of the Treasury).
shall not exceed in the aggregate $300,000,000,000 out-
standing at any one time”_______________________________

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

Aug. 28, 1954 68 Stat. 895, amending sec. 21, effective Aug. 28,
1054, and ending June 30, 1955, temporarily inereasing
limitation by $6,000,000,000 to_ .. ________

June 30, 1955 69 Stat. 241, amending Aug. 28, 1954, act by
extending until June 30, 1956, increase in limitation to____

July 9, 1956: 70 Stat. 519, amending act of Aug. 28, 19534,
temporarily increasing limitation by $3.000.000,000 for
period beginning July 1, 1956, and ending June 30, 1957, to-
1 Limitation on issue. 2 Limitation on outstanding.

*10, 000, 000, 000
25, 000, 000, 000

# 20, 000, 000, 000

* 45, 000, 000, 000

* 45, 000, 000, 000

? 49, 000, 000, 000
* 863, 000, 000, 000
125, 000, 000, 000

#210, 000, 000, 000
# 260, 000, 000, 000

# 300, 000, 000, 000

275, 000, 000, 000

* 281, 000, 000, 000
#281, 000, 000, 000

* 278, 000, 000, 000
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Debt limitation under sec. 21 of the Second Liverty Bond Act, as amecnded—

History of legislation—Continued

July 9, 1956—Continued
Effective July 1, 1957, temporary increase terminates and

limitation reverts, under act of June 26, 1946, to_______ :

Feb, 26, 1058 : 72 Stat. 27, amending secc. 21, effective Feb. 26,
1058, and ending June 30. 1959, temporarily increasing
limitation by $5,000,000,000_____________________________

Sept. 2, 1938: 27 Stat. 1738, amending sec. 21, increasing
limitation to  $283,000.000,000, which, with temporary
mcerease of Feb. 26, 1958, makes limitation________________

June 30, 1959: 73 Stat. 156, amending sec. 21, effective June
30, 1908, increasing limitation to $2853,000,000,000, which,
with temporary increase of Feb. 26, 1958, makes limitation
on June 30, 1959 e

Amending see. 21, temporarily increasing limitation by
£10,000,000,000 for period beginning July 1, 1959, and
ending June 30, 1960, which makes limitation hegin-
ning July 1, 1909 ____ .

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

June 30, 1961: 75 Stat. 148, amending sec. 21, for period
beginning on July 1, 1961, and ending June 30, 1962, tempo-
rarily iuncreasing limitation by $13.000,000,000, to__________

Mar. 13, 1962: 76 Stat. 23, amending =ec. 21, for period
beginning on Mar. 13, 1962, and ending June 30, 1962, tempo-
rarily further increasing limitation by $2,000,000,000___.___

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

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

2. Beginning Apr. 1, 1963, and ending June 24, 1963______

3. Beginning June 25, 1963, and ending June 30. 1963____

May 29, 1963 : 77 Stat. 50, amending sec. 21 for period—

1. Beginning May 29, 1963, and ending June 30, 1963______

2. Beginning July 1, 1963, and ending Aug. 31, 1963_._____

Aug. 27, 1963: 77 Stat. 131, amending sec. 21, for the period
beginning on Sept. 1, 1963, and ending on Nov. 30, 1963______

Nov. 26, 1063 : 77 Swat. 342, amending sec. 21, for the period —

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

2. On June 30, 1964 ____ ___

June 29, 1964: 78 Stat. 223, amending sec. 21, for the period
beginning June 29, 1964, and ending June 30, 1965, tem-
porarily increasing the debt limit to.. ____________________

June 24, 1965: 79 Stat. 172, amending sec. 21, for the period
beginning July 1, 1963, and ending on June 30, 10966, tem-
porarily increasing the debt limit to_ ... ___________

June 24, 1966: 80 Stat. 221, amending sec. 21, for the period
beginning July 1, 1966, and ending on June 30, 1967, tem-
porarily increasing the debt limit to_ . ____________________

Mar. 2, 1967: 81 Stat. 4, amending sec. 21, for the period
beginning Mar. 2, 1967, and ending on June 30, 1967, tem-
porarily increasing the debt Mmit to_ . _________________

June 30, 1967 : 81 Stat 99—

1. Amending sec. 21, effective June 30, 1967, increasing
limitatlon to_ e

2. Temporarily increasing the debt limit by £7,000,000,000
for the period from July 1 to June 29 of each year, to
make the limit for such period. . ____________________

April 7, 1969 : 83 Stat, 7—

1. Amending sec. 21, effective Apr. 7, 1969, increasing
debt limitations to.__ . _________________________

2. Temporarily increasing the debt limit by $12,000.000,000
for the period from Apr. 7, 1069 through June 30, 1970,
to make the limit for such period .- oeeee oo ooo..

' Limftation on issue. 2 Limitation on outstanding.

$275, 000, 000, 000
2 250, 000, 000, 000

2 288, (00, 000, 000

2200, 000, 000, 000

2203, 000, 000, 000

2293, 000, 000, 000

2208, 000, (600, 000

300, 000, 000, 000

2308, 000, 000, 000
2 305. 000, 0600, 600
2 300. 000, 000, 000

2307, 000, 000, 000
2300, 000, (00, 000

2300, 000, 000, 000
2 315. 000. 000, 000
2309, 000, 000, 000
2344, 000, 000, 000
2 328, 000, 000, 000
2330, 000, 000, 000
2336, 000, 000, 600

# 3538, 000, 000, 000

* 365, 000, 000, 000



19
Senator ANDpERsoN. Senator Williams.

UNIFIED BUDGET ACCOUNTING SYSTEM

Senator Wirriams, Mr. Secretary, first I want to congratulate you
for eliminating from your prepared remarks any reference to this
unified budget accounting systemi which some of us think is a little
bit of a serewball method of fooling the American people. I was a
little disappointed that the Budget Director, Mr. Mayo, referred to it,
because, as the Senator from Virginia points out, it gives the Ameri-
can people a false impression as to the cost of government.

But just for the moment assuming that there is only going to be a
$1 billion deficit, and I will direct this to Mr. Mayo since he referred
to it, will you explain for the record why it is necessary to raise the
debt limit to $395 billion so that you can borrow $18 billion to finance
a $1 billion deficit. I think the American people would like to have
that explanstion.

Mr. Mayo. Yes; the explanation is the one that has been brought
out here today, I think, very clearly.

Senator Wirrrams. I think you can do it better in your language so
you just go and o it over, go ahead again.

Mr. Mavyo. The whole basis for the unitied budget presentation, Sen-
ator Williams, is to present to the American people the economic effect
of total spending by the Federal Government; not to limit it just to
the spending on tie Federal funds. This is a smaller amount and,
therefore, understates the real spending by the Federal Government.
Similarly, the unified budget presentation is used to report to the
American people the total amount of taxes collected from them for
whatever purpose. Again, to include just the administrative budget
taxes is an incomplete picture from an economic analysis standpoint
and from a standpoint of full disclosure to the American people.

You are quite correct, however, that if you split this into Federal
funds as indeed we used to between Federal funds and trust {unds,
a split which, by the way, v-as very confusing the way it was handled
in the press throughout America

Senator WinLiays. It wasn’t as confusing as it was embarrassing
at times when you reported a big deficit; isn’t that more the word?

Mr. Mayo. Well, it led to the use, Senator Williams, of several dif-
ferent concepts of the budget. Anyone who wanted to prove a particular
point would pick out the concept that served that purpose, and I don’t
think that that is a very good idea either.

But I have no dispute at all with you with regard to the facts here.
Within the concept of the debt limit as it is defined you are absolutely
correct, that the Federa! funds deficit is the relevant figure.

Senator Wirntays. Well, the Federal funds represent the cost of
the various programs that are administered by the Government and
paid for by congressional appropriations; is that not true?

Mr. Mavo. It includes some that are paid for in other ways, like
authority to spend public debt receipts

Senator WirLiams, Well, that is correct,

Mir. Mavxo. And from contract authority where appropriations aren’t
used.
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Senator WirLranms, And trust funds represent social security and
civil service retirement funds, and that represents an accumulation of
funds which can be used only for the purpose of paying the benefits
under the respective trust funds, whether it be railroad retirement
funds, civil service or social security trust funds.

Mz, Mavo. That is correet.

Senator WirLiayms. Under the law not a dime of it can be used for
education appropriations or a battleship or any other expenditure,
appropriation of Congress: is that correct?

Mr. Mavyo. That is correct.

Senator WinniaMs, So when we speak of the deficit of $10 and $11
billion, respectively, for the current fiscal year and the next year we
are really speaking of the fact that as the estimates ave that the Goy-
ernment will be spending a total of about %21 billion on the various pro-
grams approved by Congress over and above the income that we are
taking in to pay for it ; is that correct ?

Mr. Mavo. That is correct on the Federal funds basis.

Senator WriLLiays. So we are really operating the Government and
have been in the last 12 months and the projection is about a billion
dollars per month beyond our income from taxes and other types of
revenue to pay for it.

Mr. Mavo. It figures out that way, yes, sir.

Senator Wirrntams. I think it would be better the sooner we get back
to that reporting system. Certainly we take into consideration the
amount that is taken from the economy. But at the same time, T think
that it perhaps gives the American people the wrong impression. They
don’t understand—some of our constituents—why some of us have to
insist that various popular programs have to be curtailed when they
read in the paper of officials saying: *We have a surplus” when we
really have a deficit. I think the sooner we get back to, well, we will
say, a little truth in Government as to what it is costing I think it
would be better understood. Perhaps, we should put a label on this
similar to what we insist on business putting on the packages as to
the truth on what is in the package, and I hope we can get that.

Now, Mr. Secretary, you referred to your request here for $380
billion permanent and $395 temporary. 1 said a moment ago rather
facetiously, but isn't it true, that there is nothing more permanent
in Government than a temporary debt ceiling?

PERMANENCY OF A TEMPORARY DEBT CEILING

Secretary Kexxepy. There is no question because of the seasonality
of our expenditure pattern and receipt pattern that we have each
year a peak in our debt and so the so-called temporary is going to be
thero every vear.

Senator WirLrams, Yes. I mentioned this several times, Last year
we cnacted a permanent 365 and temporary 377. It goes back on
July 1 to 365, which is a farce. We know the debt is not going to drop
hack to 365 by legislative process, and that puts us in the position
of being confronted with an emergency at this time.

Now, whatever figure Congress may approve on this debt ceiling
at this time, doesn’t it make more sense to disregard the two figures
and take just one figure, whatever it is going to be, and put that
figure into the law. -
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Secretary Ken~eoy. I should think that would make considerable
sense, Senator, because, as you indicated last year, as of June 30 we
had to be back to the statutory limit but that is a point at midnight
or sometime and then the next day you go back to the so-called
temporary.

There is a feeling on the part of some people that this is a pressure
with the debt limit to pull you or to make you more caveful on ex-
penditures and that this will highlight the problem, and to that ex-
tent there may be a reason to say you have got to keep forever pulling
back to this so-called permanent ceiling.

Senator Wirrrays. We can put that pressure on the top.

Secretary Ken~Neoy. Well, it has to be a combined efiort, and that
is one reason why in these hearings I was using Federal funds com-
pletely, if that will help us to keep Clongress from spending more or
to go along with the tax increases we have recommended, and then
I would like to talk Federal funds.

Senator Wirniays. Well, I think that we talk Federal funds, when
I said put it at the top I didn't mean put it to the executive versus
Congress.

Secretary Kex~epy. 1 see.

Senator Wirrnrays. Put the ceiling on the top figures is what I
meant. I want to agree completely 1t is a joint responsibility: the
executive can’t spend any money that hasn't been approved by
Congress.

I didn’t mean it that way.

Secretary Kex~epy, Thank you. I am sorry I misconstrued it.

Senator WirLrtays. And it does take the cooperation,

Yor mentioned the excise taxes on autos and telephone extended
beyond 1971. What is the date they expire.

Secretary Kexxepy. At the end of A]is year.

Senator Winniams. So action has to be taken now to extend them
beyond that.

Now would you furnish for the record if you don’t have it at this
point, the past 5 year records of what the deficits would show under
the Kederal funds? Just forget this unified budget, and furnish for
the record the old accounting system broken down by years for the past
5 years, just how much we have spent beyond our income during that
period.

Secretary Kex~Nepy. I wounld be glad to do it, Senator.

(Information supplied by the Department of the Treasury and the
Bureau of the Budget follows:) '

FEDERAL FUNDS RECEIPTS AND EXPENDITURES

[in billions}
Actual Estimate
1966 1967 1968 19€9 1970 1971
Receipts_ ... ... . .. $101.4 $t1l.8 $114,7 $143.3 $146.6 $149.6
Expenditures. .. 106.5 126.8 143.1 148.8 157.6 159. 6
Debeit. ... .. ..., -5, 1 —15.0 —28.4 —5.5 —11.0 -—10.0

Bureau of the Budget.

46-574 O0—70——4
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FEDERAL FUNDS AND TRUST FUNDS, 1960-71

[In biltions)

Federal funds Trust funds
I Unified
Surplus Surplus budget
(+)or (+)or surplus (+)
. . deficit deficit or
Fiscal year Receipts Qutlays (=) Receipts Ou'lays (=) deficit(—)
1960 ... ... $75,650 $74,865 $785 $19,228 $19,743 —$515 +$269
1961............. ... 75,179 79,336 —4,157 21,800 21,048 752 —3,406
1962..... . ... 79,703 86,594 —6,891 22,652 22,898 --246 -7,137
1963 .. .. ... .. 83,550 90,141 ~6, 591 25,799 23,958 1, 841 —4,751
1964 ... ... 87, 205 95,761 —8, 556 28,518 25,884 2,634 —5,922
1965.... .. ... .. 90,953 94, 807 —3,864 29,230 26,962 2,268 —~1,596
1966........ ... .. .. 101, 427 106,512 -5, 085 32,997 31,708 1,289 -3,796
1967 ... ... - 111,83 126,779  —14,944 42,935 36,693 6,242 --8,702
1968... . ....... ... . 114,726 143,105  -28,379 44,716 41,499 3,217 ~25,161
L. 143,329 148, 819 —5,490 52,009 43,284 8,725 +3,236
146, 57% 157,588  —11,009 58, 341 49,147 9,194 —1,814

149,601 159,646 —10, 045 64,447 55,656 8,791 -1,254

1 Budget estimate, June 8, 1970.

BUDGET EXPENDITURE CEILINGS

Senator WirLiays, Do you agree with the Chairman of the Federal
Reserve Board of Governors, Dr. Burns, that there should be an
expenditure ceiling placed on the budget for fiseal year 1971,

Mr. Mavo. Mr, Chairman, I have not voiced objection to the ceiling
bill which indeed has been passed by the House of Representatives,
It has been reported out, I believe, by the Senate \ppropriations Com-
mittee which does fix a ceiling for the fiscal year 1971, as well as giving
us the necessary relief we must have for expenditures in the fiscal
vear 1970, Without such relief we would be unable to operate the
Government in a prudent manner for the remainder of this fiscal year.

I have often expressed, and will be glad to express again today,
reservations on the idea of an overall expenditure ceiling which, in fact,
is binding only on the Executive and gives the Congress the right to
add to the ceiling whenever they add to expenditures, by passing ap-
propriation bills in excess of the former ceiling, and the right to
lower the ceiling when the Clongress sees fit to cut.

T believe this is an inequitable way to run a ceiling and yet it is
the Congress' judgment, both in the current expression and in the laws
of the last 2 years, that in effect this is the way they would prefer to do
1t.

If we are going to have to have a ceiling at all there is a certain
appeal, Senator Williams, of the point of view that Arthur Bmns
has expressed. But in the real political world. my objection to the idea
of a ceiling is that T don’t think that we can achieve a rigid ceiling
that will apply logically to both the Congress and the Executive.

Senator WrirLiays. Well. T would have been surprised if yvou hadn't
objected to the ceiling that has been passed by the House and reported
by the committee because it is a eeiling in name only. Tt is like T said.
putting on a roof when vou are expecting a flood and anchored it on
pontoons so it floats as the water gets higher and that is the kind of
ceiling we had last year. We had a %192 hillion ceiling and we are
going to spend around $198 to $200 billion under thet ceiling and the
roof is still up above.
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Mr. Mavo. That is the kind of ceiling that is on congressional
action. Ours is hitched to a pile and as the tide goes up we go under
water,

Senator WiLrrams. That is right.

Now, I am asking, the question ig, would you support a ceiling that
would tie both down, both Congress and the Iixecutive. It can be
drafted because we drafted one in 1968, I took part in it. Tt was a rigid
ceiling on bhoth the executive and the Congress and neither could
exceed it except by action of various exceptions.

Of course, Congress, I will grant you, approved those exceptions,
and shot the ceiling full of holes, but it was approved by the I¢xecu-
tive and with the support—and conceivably the Iixecutive could have
vetoed it. So it was a joint responsibility and joint agreement to
raise it.

My question is would you support a ceiling that is a real ironclad
ceiling that can only be exceeded by further legislative action of the
Congress and approval of the President

Mr. Mavyo. T find, Senator Williams, that T would have to object
to it on the grounds that neither we nor you have perfect vision as
to our fiscal future. It would be an undue constraint on hoth the (fon-
gress and the Executive to construct a ceiling which would be so ve-
strictive that we would have to come back whenever interest on the
public debt went up or whenever social security benefits went up—
factors over which neither of us has any control.

Senator Wirntams., Well, the two items that you mentioned were
excepted {rom the 1968 ironclad ceiling because we recognize that in-
terest on the public debt has to be paid and social security is paid out
of trust funds. Under this ceiling we would put it on administrative
expenditure, so I would gather since those ave the only two excep-
tions you would have no (ﬁ)jovtion to that type of a ceiling or do you
have other objections?

Mr. Mavo. Yes; I have further objections on the ground of flexi-
bility. I have no way of guaranteeing that the executive branch can
operate under a ceiling which would permit or which would prohibit
our making, for instance, public assistance payments to the States
or educational grants to the States or. indeed, veterans pensions and
benefits which are not paid out of trust funds.

If those are coming due we have to pay them. We can’t decide that
Joe Doaks gets his veterans check but John Smith does not. So we
are forced into cutting expenditures in other ways.

Senator WiLrranms. Aren’t you glad the veterans are around for an
excuse sometimes ?

Mr. Mayo. Well, I think it accentuates the very problem that you
and I aren’t quite in agreement on, Senator Williams. That is the
necessity of bringing all of these things together. .\ veterans benefit
and a social security check look pretty much alike to the recipient.

Senator Winnianms, Mr. Seeretary, I want to ask you the same ques-
tion. What is your opinion and recommmendations about a ceiling on
expenditures? When 1 am speaking of ceiling T am not talking about
a floating ceiling. That is something just to deceive the American
people where you and I can put a halo around our head and talk about
how we cut expenditure by putting a ceiling on. I mean a real effec-
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tive ceiling, with the exceptions similar to what was approved at one
time by President Johnson and the Congress and then later reneged
on by both.

Secretary Kexzeoy. Tagree with your efforts to find a way, if there
is one at all possible; to put restraint both on the Congress and on the
exeeutive branch on the expenditure side, and to the extent that the
debt limit works. as Senator Byrd indieated, I welcome that.

To the extent that you can get a ceiling that is livable, one that
you can operate under without having so many exceptionz. it is a
meaningless ceiling, or one that is so tight that you cannot function
under it. I think somewhere in between there ought to be a defini-
tion of a ceiling which could work,

It is a very diflicult one because it is not just interest on the debt,
as the Director indicated, but there ave other expenditures in the Fed-
eral funds budget that the exeeutive hranch by law has no real con-
trol over. They are fixed and they escalate.

Senator Winrniays, Frust funds and the interest on the debt were
not in the ceiling that we had at that time.

Seeretary Kexxeoy., Well, but you have got many athers, how
about medicare and medicaid and those things: there are many of
them.

M. Mavo. Medieaid is a good example,

Senator Wirniays, Medicaid is a wonderful example. Isn't it true
that we could do a little conserving in medicaid? We had some hear-
ings here about runaway costs in medicaid and welfare. both, and
perhaps we need a little more control over both of them. Don't you
think we do.

Mr. Mavyo. T certainly couldn’t agree with you more. We need morve
control over both of them.

Senator WiLriads. So we give vou some control,

Mr. Mavyo. We have the control. Senator Williams, of those pro-
grams themselves, Tf we control only an overall total we are limiting
unduly our flexibility in tryving to make the Government work.

Senator Winnrams, Well, it takes some of both. but it takes coopera-
tion of hoth the executive and the Congress to approve the legislative
functions of hoth.

Mr. Mavo., Yes. But my problem with the expenditure ceiling is
that once these commitments have heen made, Senator Williams, we
have no authority to pay the bills that have heen properly and legally
rendered to us, ‘

SAVINGS AND RETIREMENT BONDS

Senator Winrrays, T won't take too much time here becanse others
of us have auestions. T do want to ask further questions but, Mr. Secre-
tary. T would like to ask you one question here. T offered an amendment
to a bill sometime back to provide for 6 percent on a new type savings
bond. The present rate on regulav savings bonds is 5 percent. To some
of us it seemed most unfair that a small investor would be asked to
buy Government bonds with a 5-percent yield when, at the seme time,
a man with a larger amount of money is buying a Government bond
with a similar maturity, but with an 8-percent yield. The Senate ap-
proved my amendment I think about 71 to 2, but it was tied up in con-
ference, as you know, and is still awaiting final action.
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What is your objection to paying a reasonable rate—G6 percent is
certainly a reasonable rate in light of the high interest rates today—
to these small investors, and if we are not going to pay them a realistic
rate wouldn't it be better just to abolish the savings bonds program in
fairness to the American people?

Secretary Kenxepy. Senator, in response to that question, as you
know, we have outstanding over $50 billion in savings bonds. These
have been put out over many years. It does constitute a savings of
the public, It has been a good instrument from the standpoint of the
management of the public debt, I think, and the saver who has put
that money into savings has an accumulation of funds that is usable
at some time, could be pulled out almost at a moment’s notice, so it
does constitute a reserve for the public that is of value.

The rates over the years have fluctuated, as you know. Never have
they been based on market situations in the history of the savings
bond program. They have been increased from time to time as interest
rates have gradually and consistently moved upward, lagging, T am
sure in the changes that were made on the savings bonds. Because of
the 414 -percent ceiling we have had to come to the Congress to argue
for any change in the rate because of that ceiling.

Now, savings institutions generally, whether it is commercial hanks,
savings and loan associations or other forms of savings, pay around
the 5 percent rate, very little over, some are under, and if we would
put out an instrument at a high rate, yvou could escalate the interest
rates, you could canse disintermediation in the savings institution in
the savings bonds and you could atfect the housing market and many
other markets that live by the savings of the publie through the savings
institutions.

We arve in a period of transition in our economy. Interest rates have
reached peak levels, This is a time when we would expect an adjust-
ment process, at least over a period of time some reduction. Tt is pretty
hard for me to justify 6 pereent, why not 8 percent, the rich ones are
getting 8 percent. Why not fix 8 percent / Why do you fix 6 percent?

Senator Winniays, The 6 percent was fixed so far as 1 could get
anybody to agree on and I couldn’t get you to agree on the 6. Do you
want 87

Secretary Kexzeoy. No, 1 don’t want more—T think there is a
point. of considering a change in the total savings bond program
which would be appropriate to all of the holders not just the few or
in the limited amounts that could be put in this amount which could
andermine the whole savings program.

The savings bonds are sold largely at this time by the large corpo-
ations through payrell =avings. It is a convenient form of savings.
and that money, mueh of it, would be spent in other forms if it were not
saved. so 5 percent on something is better than 10 percent on nothing.

Now. if the Congress would like to give us leeway to adjust the
whole saving bond program T think there would be a case, a real case,
and then yvou could take into account the other savings institutions
and what you have.

Now, T don’t t1 ink that would end up at 6 pereent. It might end up
somewhere between the 5 and the 6. That would be a possibility.

Senator WirLianms, Well, this bond didn’t affect your series I honds
and the argument was used they drove them over into the sixes. Tf a
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man has a $10,000 series E and wishes to roll them over he could roll
them over even to a 7-year maturily, into an 8-percent bond. It is
the small investor we are talking about. I must say that I am not per-
suaded by the fact that a continuation of the 5-percent savings bond
is fair to the small investor.

You mentioned one point which T think is very important, and it
has been overlooked. We are in an inflationary spiral as a result of
the tax reductions which T think were ill advised last year. As you
know, I was one of the few who didn’t go along with it, but as a result
of reducing the surcharge from 10 to 214 this year, that means there
are an additional 9 billion goes into the economy. We had a 15-percent
social security increase, we had the low-income allowance tax dedue-
tion and altogether we put tax deductions in that one bill as compared
with the previous law amounting to around £9 hillion.

Now we offset that some by repeal of the 7-percent investment credit
and changing the depreciation allowances somewhat but that applied
mostly to the corporations and the businessmen. But that put extra
money in the economy. I think a good savings bond program. a solid
one, would siphon out of the spending stream much of this money
which is now going into the spending stream and would be the great-
est help in combating inflation that T think we could get.

I argued this strongly with President Johnson. During the war we
needed a savings bond program and the historic record of the savings
bond program was they paid a slightly larger return of interest to the
smaller investor than to the large investor. It is only in recent years
that we reversed that.

When you speak of the corporations selling these bonds, and T
respect. them for cooperation in selling them, but they are selling the
bonds at 5 percent to their employees while, at the same time, their
own money is being invested in certificates and Treasury bills drawing
7 and 8 percent, and 1 just don’t see how it can be justified. Frankly,
I think that we are going to get a savings bond program regardless,
and T think this Congress is going to give you one. I wish we could do
it with your support, because we can clear up a lot of congestion on
this end if we can get your support. But I think there is an excellent
chanece we are going to get one anyway and when we have T am look-
ing forward to it being a tremendous success and hearing you later say
that you like it.

Secretary Kexveny. OK.

Senator Axpersox. Senator ('urtis.

Senator C'vrris. Mr. Mayo, it has been said here, and it coineided
with my tabulation, that the Federal funds deficit for this fiscal year
that is about to end is a little over $11 billion,

Mr. Mavyo. Yes, sir.

Senator C'vrris. What would be the deficit, according to the con-
solidated or unified ?

Mr. Mayo. We are using a figure currently of $1.8 billion. That is
consistent. with the $11 billion figure because we estimate that the trust
funds surplus this year will be approximately $8.2 billion.

Senator Curris. Mr. Secretary, in the public pronouncements of
whnt the deficit has been throughout this past year, which one has
been used, the unified deficit of 1.8 or the Federal funds deficit?
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Secretary KexNrepy. In speaking of the deficit we have used the
unified budget of 1.8 rather than the Federal funds. In the docu-
ments, of course, both are shown. The purpose here, of course, is to
show the effect on the economy on the receipts and expenditures in
total of the Federal Government, that is taken out by taxes, both the
trust taxes and the other expenditures that go out by law in both cases,
of the total picture,

Now, if we were taking the other total that would be one way of
doing it. T think we would have to express both in order to show the
¢ffect on the cconomy, otherwise, if we were balancing in the present
. situation the Federal funds budget, let’s assume we were, we would
have to reduce expenditures of Federal funds expenditures, whether it
is defense or other, Ly the $11 billion, and that, in view of the present
state of the economy may be too much burden.

Senator Curtis. I understand the arguments for it, and T don’t want
to dwell on that, but I want to ask this question. Which deficit do the
taxpayers have to pay?

Secretary KennNepy. Both. The taxpayer pays the social security
taxes, Most of the increases over the years in taxes have been in social
security.

Senator Curtis. But, in other words, when it has been announced
that the deficit was the unified deficit of 1.8, that isn't what the tax-
payer has to {)ay. He has to pay the $11 billion deficit, isn’t that right?

Secretary Kexxepy. Well, he pays the taxes according to the tax
law, and on the income tax law it would be what he—but also the
Cﬁrl)orations and the individual have to pay the other taxes, which are
the—-

Senator Curris. I understand that. But the point is the deficit has a
clear meaning to all people, and that is the amount of the debt accumu-
lated and the amount they will have to pay and the amount they will
have to pay an interest charge on. So it has been very misleading to
have a feeling that this running behind was 1.8 billion or thereabouts
when in reality it is 11.

As Senator Williams has pointed out, the Tax Reform Act of 1969,
what was started out to be plugging loopholes, granted $9 billion of
tax relief when it becomes fully effective. The postal strike occurred,
totally unlawful. It ended up in a settlement being handed to Congress
for an across-the-board pay raise, which, the pay raise alone, amounted
to $214 billion.

Now, I do not think that the Congress, very many of them, were
aware when they voted for the individual items of tax relief of $9
billion, that they were borrowing money to lower taxes. I knew it, I
said so on the floor, and we were borrowing money to reduce taxes.

The correct measure of a deficit is how much has to be paid, and so
when the word goes out under any definition of a lesser amount, than
our debt will actually be increased by, it is very, very confusing to
the Congress.

It is very confusing.

1 am thoroughly satisfied that you gentlemen in the executive
branch would have much better response from the Congress in holding
down expenditures and in refraining from reducing taxes in times or
amounts that shouldn’t be done if you would not persist in going on
with this so-called unified budget.
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Secretary KenNepy. Senator, in my testimony I didn’t mention a
unified budget. T kept it fully on the Federal funds budget for the very
reason that the debt limit you are talking about is consistent with the
Federal funds today.

Senator C'urris. That is true today, but 1 am talking about the day-
to-day operation when we vote on expenditures and when we vote on
taxes. The Senate put in a provision in the tax reform bill providing
for periodic reports to the A ppropriations Committees of both Houses
of the Congress, and the Ways and Means Committee of the ITouse
and the Committee on Finance of the U.S. Senate, that would reflect
what we have commonly come to term here as the Federal funds
picture.

It was stricken out in conference upon the insistence of Under Secre-
tary Walker, and T think we were deprived of some information that
would have been helpful in trying to responsibly handle the financial
matters of this country.

Secretary Keaxepy. Well, to the extent, Senator, that it would help
to hold back expenditures and get the revenue we need to operate rea-
sonably under measures now before the Congress, I think we should
highlight the figures you are talking about and that was my effort
here today and I think that in future presentations there are things
that can be done that would help you in the problem you have.

Senator Cortis. That is all, Mr. Chairman.

The Crramryax (presiding). Senator Bennett.

Senator Bex~rrr. T wasn’t able to hear the Secretary. T had cogoto
another meeting, so I will withhold my chance at least for the time
being.

The CratryaN. Senator Anderson.

Senator Axpersoxn. I just hope you get this unified budget to take
into account many items. For example, you are building the Pru-
dential Building in Chicago: what is the unit cost,®11 million?

Seceretary Kexzepy. I am not clear that T have yonr question.

Senator Axperson. We are talking about all these things, many
things we do that create a future asset. We have post office buildings.
I am glad to sce a balanced budget but sometimes they are really not
expenditures but savings to another day.

The Criamaran. Mr. Seeretary, 1 would like to get as many facts and
figures and charts as scem relevant, and I would ask vou to provide
information similar to what I have asked for before. T would like to
ask if you will provide it for the record.

Secretary Kexxepy. Yes, Senator, Mr. Chairman, we would be glad
to provide for the record those figures.

The Ciamraan. Do you have a chart, in addition to those you have
made available to us, showing what the debt wounld be in terms of con-
stant purchasing power, what it had been, what it is now, and further
showing us what the growth of the gross national product has been
in terms of purchasing power and also in terms of purchasing power
related on a per capita basis so we can see what the growth of the
economy has been year by vear and how we have made out in good
times and bad? We will insert them all at this point in the record.

(The Department. of the Treasury subsequently supplied the fol-
lowing material:)
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INTEREST ON THE PUBLIC DEBT RELATED TO TOTAL BUDGET QUTLAYS AND GROSS NATIONAL PRODUCT, 1954-71

|Dollar amounts in billions}

Ratio of interest to—

Total Gross
Interest on Gross budget national
. the public  Total budget national outlays product
Fiscal year deht outlays product (percent) (percent)
$6.4 $71.1 $362.1 9.0 1.8
6.4 68.5 378.6 9.4 1.9
6.8 70,5 409.4 9.6 3.7
1.2 76.7 431.3 9.4 1.7
1.6 82.6 440.3 9.2 1.7
1.6 9.1 469.1 8.3 1.6
9.2 92.2 495,2 10.0 1.9
9.0 97.8 §06.5 9.2 1.8
9.1 106.8 542,1 8.5 1.7
9.9 11,3 573.4 8.9 1.7
10.7 118.6 612.2 9.0 1.7
11.3 118.4 654.2 9.5 1.7
12.0 134.7 720.7 8.9 1.7
13.4 198.4 766.5 8.5 1.7
14.6 178.9 822.6 8.2 1.8
16.6 183.1 900.6 9.1 1.8
19.4 198.2 960.0 9.8 2.0
20.0 205.6 () 9.7 (O]
t Estimated in May review of 1971 budget.
2Not available.
Source: Office of the Secretary of the Treasury, Office of Debt Analysis.
PRIVATELY HELD FEOERAL DEBT RELATED TO GNP
{Dollar amounts in billions)

Gross Privately  Ratio of debt Gross Privately  Ratio of deb’,
national held to GNP national held to GXP
Dec. 31 product! debt? (percent) Dec. 31 product?t debt? (percunt)
$96.7 $16.0 16.5 $311.2 $196.6 63.2
83 15,8 19.0 338.2 193.1 57.1
66.9 17.7 26.4 361.0 196.8 54.5
56.8 19.4 34,2 360.8 200.9 55.7

60.3 21.9 36.3
379.8 204, 2 $3.8
68.6 28,0 40.8 09.7 204.8 50,0
77.4 32,0 41,3 433.2 199, 4 46.0
86.5 35.3 40.8 438.1 198.8 45.4
87.6 36.6 41.8 469.2 204,7 43.6

81.6 379 43.3
496.8 214.8 43,2
94.8 40.1 42,3 503. 4 212. 4 42,2
107.6 42,6 39.6 542.8 217.8 40.1
138.8 54,0 38.9 574,17 222.8 38.8

179.0 95.6 53.4
202.4 142.9 70.6 611.8 223.9 36.6
654.0 221.0 34.7
217. 4 193.1 88.8 719.2 225.6 31.4
196.0 228.2 116, 4 770.2 221.5 29.5

221.4 206.1 93.1
245,0 199. 1 81.3 825.7 237.3 28,7
261.2 192,0 3.5 900, 6 236. 26.2
956. 3 232.1 24.3

260.5 197.7 75.9

t Implied level of gross nationat product, Dec. 31.
2 Borrowing from the public less Federal Reserve holdings, unified budget concept.

Source: Office of the Secretary of the Treasury, Office of Debt Analysis.

46-574 O - 70 - 5
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ESTIMATED GROSS GOYERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES

[Ooltar amounts in billions)

December 1946 December 1960 December 1968 December 1969

Percent Percent Perc;n—t Percent
Amount  of total Amount  oftotal Amcunt  oftotal Amount of total

Federal debt:
Public. ... ..._....... $259 58 $290 29 $358 20 $368 19
Federal agency......... 134 (O] 6% 1 15 1 14 1
Tolal................ 2604 58 29615 30 373 21 382 20
State and local debt. ..._.__. 16 4 72 7 128 7 137 7
Corporatedebt. ... . __. 109 24 365 37 754 43 861 44
Individual debt______ ... __. 60 13 263 26 52015 29 555 29
Total. ... ....._. 446 100 99615 100 1,775% 100 1,935 100

Less than 15 of 1 percent.
Nofe: Detail may not add to total due to rounding.
Source: Office of the Secretary of the Treasury, Office of Debt Analysis.
ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT BY MAJOR CATEGORIES

[Dollar amounts in billions]

Private ' Federal

State —— Percent

Indi- Corpo- and Federal

vidual ratet Total local Public  Agency Total Total of total
$72,9  §107.0 $179.8 $17.8 $16.3 $1.2 $17.5  §215.2 8
7.8 107.4 179.2 18.9 16.0 1.3 17.3 215. 4 8

64.9 100.3 165. 2 19.5 17.8 1.3 19.1 203. 8 g

57 96,1 153.2 19.7 20.8 1.2 22,0 194.9 11

51.0 92.4 143.4 19.5 23.8 1.5 25.3 188.2 13

49,8 90.6 140. 4 19.2 28,5 4.8 33.3 192.9 17

49.7 89.8 139.5 19.6 30.6 5.6 36.2 195.3 19

50.6 90.9 141, 5 19.6 34.4 5.9 40.3 201.4 20

51.1 90.2 141.3 19.6 37.3 5.8 43.1 204.0 2]

50.0 86.8 136.8 19.8 39.4 6.2 45.6 202, 2 22

50,8 86.8 137.6 20. 1 4.9 6.9 48.8 206. 5 24

53.0 89.0 142.0 20.2 45,0 7.2 52,2 214. 4 24

55.6 97.5 153.1 20.0 57.9 1.7 65.6 238,7 27

49,9 106.3 156.2 19.2 108.2 5.5 113.7 289.1 39

48.8 110.3 159.1 18.1 165.9 5.1 17M.0 348.2 49

50,7 109.0 159.7 17.1 230.6 3.0 233.6 410.4 57

54.7 99. 154.2 16.0 278.1 1.5 279.6 449.8 62

$9.9 109.3 169.2 16.1 259.1 1.6 260.7 446.0 58

69.4 128.9 198.3 1.5 256.9 0.7 257.6 473.4 54

80.6 139.4 220.0 19.6 252.8 1.o 253.8 493.4 51

90.4 140.3 230.7 22,2 257.1 0.8 251.9 510. 8 50

104.3 167.7 272.0 25.3 256.7 1.1 252.8 5585. 1 46
114.3 191.9 306, 2 28.0 259.4 0.8 260.2 594.4 44
129.4 202.9 332.3 310 267.4 0.9 268.3 631.6 2
143.2 212.9 356.1 35.0 275.2 0.8 276.0 667.1 4]
157.2 217.6 374.8 40.2 278.8 0.7 279.5 694.5 40
180.1 253.9 434.9 46.3 280.8 1.4 282.2 763.4 37
195.5 271.3 472.8 50.1 276.6 1.7 278.3 801.2 35
207.6 295.8 503. 4 54,7 274.9 3.2 278.1 836.2 33
222.9 312.0 534.9 60. 4 282.9 2.4 285.3 880.6 32
245.0 341.4 586. 4 66.6 290.8 5.7 296.5 949.5 3
263.3 365.1 628.4 72.0 250.2 6.4 296.6 997.0 30
284.8 3915 676.3 77.6 296.2 6.8 303.0 1,05.9 29
311.9 421.5 733.4 83.4 303.5 7.8 3113 11281 28
345.8 457.1 802.2 89.5 309.3 8.1 3174 1,208.1 26
380.1 497.3 877.4 95.5 317.9 9.1 327.0  1,299.9 25
416. 1 551.9 968. 0 103.1 320.9 9.8 330.7  1,401.8 24
466.9 617.3 1,084.2 109.4 329.3 14.0 3433 1,53.9 22
480.6 664.4 1,145.0 117.4 344.7 20.1 364.8 1,627.2 22
520.5 754.0 1,274.5 127.7 358.0 15.1 373.1 1,775 21
555.1 861.0 1,416.1 137.0 368.2 13.8 382.0 1,935.1 20

1 includes debt of federally sponsored agencies excluded from the Budget which amounted to $700,000,000 on Dec. 31,
1947, $9,000,000,000 on Dec. 3i, 1967; and $21,500,000,000 on Dec. 31, 1958,

Note: Office of the Secretary of the Treasury Office of Debt Analysis.
Source: Commerce and Treasury Departments.



TABLE ).—ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT, 1929 TO PRESENT

Private debt

Amounts oulstanding Total Government and
Government debt (billions) Per capita? private debt
Amounts outstanding {billions) Per capita ? tndividual Ind vidual Amount
- - and non- and non- out-

State State Co-porate  corporate  Corporate  corporate standing Per
End of calendar year Federal | and local Total Federal and locat Total  business? bustness business business (biltians) capita
$17.5 $17.8 $35.3 - $143 $145 $288 $107.0 $72.9 $874 $595 §215.2 $1,757
17.3 18.9 36.2 140 153 293 107.4 71.8 868 581 215.4 1,742
19.1 19.5 38.6 153 157 310 100.3 64.9 805 521 203.8 1,636
22.0 19.7 41.7 176 157 333 96.1 57. 767 45 194.9 1,555
25.3 18.5 44.8 201 155 355 92.4 51.0 733 404 188.2 1,493
33.0 19,2 52.2 260 151 411 90.6 49.8 714 392 292.9 1,520
36.2 19.6 55.8 283 153 437 89.8 49.7 703 389 195 3 1,529
40.3 19.6 59.% 313 152 466 90.9 50.6 107 394 201.4 1, 566
431 13.6 62.7 333 151 484 90.2 51.1 697 395 204.0 1,576
456 19.8 65.4 349 152 501 86.8 50.0 665 383 202.2 1,549
48.8 20.1 68.9 371 153 524 86.8 50.8 660 3 206.5 1,59
52.2 20.2 72.4 393 152 545 89.0 53.0 670 399 214.4 1,615
65.6 20.0 85.6 489 149 638 97.5 55.6 127 414 238.7 1,779
113.7 19.2 132.9 837 141 978 106. 3 43,9 782 367 289.1 2,128
171.0 18.1 189.1 1,242 131 1,374 110.3 48.8 801 35% 348,2 2,529
233.6 17.1 250.7 1,678 123 1,801 109.0 50.7 783 364 410.4 2,947
279.6 16.0 295.6 1,987 114 2,101 99.5 54,7 707 389 449.8 3,197
260.7 16.1 276.8 1,825 113 1,938 109 3 59.9 765 419 446.0 3,123
257.6 17.5 275. 1 1,771 120 1,881 128 9 69.4 88€ 477 473.4 3,25
253.8 19.6 2724 1,715 132 1,847 139.4 80.6 942 545 493.4 3,34
257.9 22.2 280,1 1,713 147 1,860 140.3 90.4 932 600 510.8 3,393
251.8 25.3 283.1 1,685 165 1,850 167.7 104.3 1,09¢ 682 555. 1 3,627
260.2 28.0 288.2 1,671 180 3,851 191.9 114.3 1,23; 734 594.4 3,817
268.3 31.0 299.3 1,694 196 1,890 202.9 129.4 . 1,281 817 631.6 3,988

276.0 35.0 3110 1,714 217 1,931 212.9 143.2 1,32 889 667.1 1
279.5 40.2 319.7 1,705 245 1,950 217.6 157.2 1,32 959 694.5 4,236
282.2 46.3 328 5 1,661 276 1,961 253.9 180.1 1,52z 1,078 762.5 4,552

278.3 51.0 328.4 1,638 294 1,925 271.3 195.6 1,632 1,181 801.2 , 6
278.1 54.7 332.8 1,609 315 1,918 295.8 207.6 1,712 1,201 836.2 4,820
285.3 60.4 345.7 1,624 342 1,960 312.¢ 222.9 W17 1,269 880.6 , 992

See footnotes at end of table 11, p. 33.

1€



TABLE |.—ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT, 1929 TO PRESENT--Continued

Private debt

Amounts outstanding . Total Government and
Government debt {bitlions) Per capita 2 private debt

Amounts outstanding (billions) Per capita? Individual Individual Amount

ang non- and non- out-
State State Corporate  corporate  Corporate  corporate standing Per
£nd of calendar year Federatt and locat Total Federal and local Total  business? business business business (bitlions) capita
$296.5 $66.6 $363.1 $1,653 $371 $2,024 $341.4 $245,0 $1,903 $1,366 $949.5 $5,293
296.6 2.0 368.6 1,627 395 2,022 365.1 263.3 2,002 1,444 997.0 5, 469
303.¢ 17.6 380.6 1,635 419 2,054 391.5 284.8 2,112 1,537 1,0%.9 5,704
311.3 83.4 3947 1,654 443 2,097 421.5 Ly 2,240 1,658 1,128} 5,934
317.4 89.5 406.9 1,663 469 2,131 457.1 3858 2,395 1,812 1,209.8 6,337
327.0 95.5 422.5 1,690 494 2,183 497.3 380.1 2,570 1,965 1,299.9 6,718
330.7 103.1 433.8 1,688 526 2,214 $51.9 416.1 2,818 2,124 1,401.8 1,15%
343.3 109 4 452.7 1,733 552 2,285 617.3 466.9 3,116 2,357 1,536.9 1,758
364.8 17.4 482.2 1,822 586 2,409 664.4 480.6 3,319 2,401 1,627.2 8,128
373.1 127.7 500. 8 1845 631 2,476 754.0 520.5 3,717 2,513 1,775.3 8,176
382.0 137.0 519.9 1,869 670 2,539 861.1 555.1 4,212 2,716 1,935.1 9,467

See footnotes at end of table 11, p. 33
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TABLE 11.—GROSS GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT

Ratios of debt to gross national product (in percent)

Gross

national State individual
product 1 and and
End of calendar year (in biflons) Federal focal Corporate noncorporate Totat

$96.7 18.1 18.4 3
83.1 20.8 22.7 129.2 86.4 259.2
66.3 28.6 29.1 144.9 97.0 304.6
56.8 38.7 34,7 168.2 100. 9 3431
60.3 42.0 32.3 153.2 84.6 3i2.1
68.6 48,1 283 132.1 2.6 280.9
77.4 46.8 25.3 116.0 64.2 252.3
86.5 46.6 22.7 105.1 58 5 232.8
87.6 49,2 22,4 103.0 $8.3 232.%
87.6 52.1 22.6 99,1 57.1 230.8
94.8 51,5 21.2 91.6 53.6 217.8
107.6 48.5 18.8 82.7 43.3 199.3
138.8 41.3 14.4 70.2 40.1 172.0
179.0 63.5 10.7 59.4 22.9 161. 5
202.4 84.5 8.9 54.5 24.1 172.0
217.4 107.5 7.9 50.1 23.3 188.8
196.0 142.6 8.2 50.8 21.9 229.5
221.4 i17.8 1.3 49.4 27.1 2014
245.0 105.1 71 §2.6 28.3 193.2
261.2 91.2 7.5 53.4 30.9 188.9
260 5 9%.0 8.5 53.9 34.7 186.1
3.2 82.8 8.1 3.9 33.5 178.4
338.2 76.9 8.3 56 7 33.8 175.8
3610 4.3 3.6 %.2 35.8 175.0
360.8 76.5 9.7 5.0 39.7 184.9
379.8 73.6 10.6 57.3 41.4 182.9
409.7 68.9 1.3 62.0 44.0 185.¢
433.2 64.2 iL6 64.0 45.1 184.9
438.1 63.5 12.5 67.5 47.4 180.8
469.2 60.8 12.9 66.5 47.5 187.6
496.8 59.7 13.4 68.7 49.3 190.8
503.4 58.9 14.3 72,5 52.3 197.7
542.8 95.8 4.3 72.1 52.5 194.7
574.4 54.2 14.5 713.3 54.3 196.6
611.8 51.9 14.6 147 96.5 197.9
654.0 50.0 14.6 76.0 58.1 199.1
719.2 46.0 14.3 76.7 57.8 195.1
770.2 44,6 14.2 80.1 60.6 193.5
825.7 44.2 4.2 80.5 58.2 197.1
900.6 41.4 14.2 82.7 57.8 187. .
9%.3 39.9 14.3 0.0 58.0 202.4

! Implied level end of year, calculated as the average of the 4th and 1st calendar quarters at seasonally adjusted annual
rates for the years 1339 through preser’. Prior to 1939, averages of 2 calendar year tigures are used as the best approxi-
mation of Dec. 31 levels.

* Total Federal securities. .

3Debt divided by the population of the conterminous United Slates and including Armed Forces overseas. Alaska is in-
cluded beginning in 1959 and Hawar beginning in 1960.

4Includes debt of federally sponsored agencies excluded from the budget.

Note: Debt [evels estimated by Office of Business Economics, Cammerce Department.
Source: Qffice of the Secretary of the Treasury, OFice of Debt Analysis.

ESTIMATED NET GOVERNMENT AND PRIVATE DEBT OUTSTANODING, BY MAJOR CATEGORIES

{Dollar amounts in billions]

Oecember 1346 December 1960 December 1967 December 1968

Percent Perc'e;\'\ _Percent Percent
Amount  oftotal Amount  offolal  Amount  oftotal  Amount of total

Federal debt.... . 22914 240 78 19§29 17
Steand ocatdab T YR % 28 7 3 8
Corparate debt.. ... oy, % 3081 % 632 © 723 It
Individual debt. .. .. 60 15 2631, 30 52015 333 955 33

Totah...... ... s 10 85 100 1%7h 100 1,693 100

Source: Qffice of the Secretary of the Treasuty, Office of Debt Anaiysis
Note: Detail may not add to total due to rounding.
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ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES

{Dollar amounts in billions]

Private
Individual Corpo-
Dec. 31 rate!
$36.3 $40.2
38.7 437
445 479
43.9 53.3
48.1 57
49.2 57.0
50.9 58.6
53.7 62.6
55.8 67.2
59.6 72.1
62.7 76.2
66. 4 8l.2
0.0 86.1
72.9 83.9
71.8 89.3
64.9 83.5
$1.1 80.0
51.0 76.9
49.8 75.5
43.7 74.8
50.6 761
51,1 75.8
50. 0 73.3
50.8 735
53.0 75.5
55.6 83.4
49.9 91.6
48.8 95.5
50.7 94,1
54.7 85.3
59.9 93.5
69.4 109.6
80.6 118.4
90.4 118.7
104.2 142.8
114.3 163.8
129.4 122.3
143.2 180.9
157.2 1841
180.1 215.0
195.5 2341
207.6 249.1
222.9 262.0
245.0 28).0
263.3 306.3
2%4.8 328.3
318 353.%
345.8 383.6
38(.1 4171
416.1 463.2
446.9 517
480.6 555.6
520.5% 632,
555.1 722.7

State
Total and local Federa! Total
$76.5 $4.5 $1.2 $82.2
82.4 4.8 1.3 94.5
91.5 5.1 20.9 117.5
97.2 5.5 25.6 128.3
105.8 6.2 23.7 135.7
106.2 7.0 3.1 136.3
109.5 1.9 22.8 140.2
116.3 8.6 21.8 146.7
123.0 9.4 21.0 153.4
132.3 10.3 20.3 162.9
138.9 1.1 19.2 169.2
147.6 12.1 18.2 177.9
156. 1 12.7 1.5 186.3
161.8 13.6 16.5 191.9
161.1 14.7 16.5 152.3
148.4 16.0 18.5 182.9
137.1 16.6 21.3 175.0
127.9 16.3 24.3 168.5
125.3 15.9 30.4 171.6
124.5 16.1 34.4 175.0
126.7 16.2 7.7 180.6
126.9 16.1 39.2 182.2
123.3 16.1 40.5 179.9
124.3 16.4 42.6 183.3
128.6 16.4 44.8 189.8
139.0 16.1 56,3 211.4
1415 15.4 101.7 258.6
1443 14.5 154.4 313.2
144.8 13.9 211.9 370.6
140.0 13.4 252.5 £05.9
153.4 13.7 229.5 396.6
179.0 15.0 221.7 415.7
199.0 17.0 215.3 431.3
209.1 19.1 217.6 4458
247.1 217 217.4 486.2
278.1 28.2 216.9 519.2
3017 27.0 221.5 550,2
3241 30.7 226.8 581.6
341.3 35.5 229.1 605.9
395.1 4.1 229.6 665.8
429.6 44,5 224.3 698.4
456.7 48.6 223.0 728.3
484.9 53.7 2310 769.6
532.0 $9.6 241.4 833.0
569. 6 64.9 235.8 874.3
613.1 70.5 246.7 930.3
665. 4 77.0 253.6 $96. 0
729.4 831.9 251.5 1,070.8
797.2 30.4 264.0 1,151.6
879.3 98.3 266. 4 1,244.0
964.7 104.8 271.8 1,341.3
036.2 112.8 286. 4 1.435.4
152.8 123.2 291.9 1,567.9
271.8 132.4 289.3 1,699.5

Percent
Federal
of total

——

Py

!Includes debt of federally sponsored agencies excluded !rom the Budget wh ch amounted ta $7 000 000,000 on Del: 31,
1947; $21,400,000,000 on Dec. 31, 1968, and $30,500,000,000 on Dec. 31, 1969,

Note: Office of the Secretary of the Treasury, Office of Debt Analysis.

Soutce: Commerce and Treasury Departments

“ -



TABLE |.—ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, 1916 TO PRESENT

Private debt

Amounts_wfu\snndmg

Per capita:

Corporate
business

Government debt (bill ans)
Amounts outetanding (bithons) Per capita 2 individual
e e and non-
Stale . State Corporate  corporate
End of calendar year federalt and local Total Federal and local Total  business? business
$1.2 $4.5 $5.7 $12 $44 $56 $40.2 $36 3
7.3 4.8 12,1 70 46 116 43.7 38.7
20.9 5.1 26.0 199 49 248 47.0 44.5
25.6 5.5 L1 242 52 294 53.3 43.9
23.1 6.2 29.9 220 53 218 51.7 48.1
23.1 7.0 30.1 211 64 215 57.0 49.2
22.8 1.9 30.7 205 71 217 58.6 50.9
21.8 8.5 30.4 193 76 269 62,6 83.7
21.0 9.4 30.4 183 82 264 67.2 5.8
20.3 10.3 30.6 174 83 262 12,7 5%.6
18.2 i1 30.3 161 93 254 76.2 62.7
18.2 12.1 30.3 152 10 253 81.2 66.4
17.5 12,7 30.2 144 105 249 8.1 70.0
16.5 13.6 30.1 135 111 246 83.9 72.9
16.5 14.7 3.2 133 119 252 89.3 7.8
18.5 16.0 345 143 128 277 83.5 46.9
21.3 16.6 37.9 170 132 30z 80.0 57.1
24.3 16.3 40.6 193 129 322 76.9 51.0
30.4 15.9 46 3 240 125 365 75.5 49.8
34.4 16.1 50.5 289 126 393 74.8 43,7
7.7 16.2 53.9 293 126 419 76.1 50. 6
39.2 16.1 55.3 303 124 427 75.8 51,1
40.5 16.1 56.6 310 123 434 73.3 50.0
42.6 16.4 59.0 324 125 448 73.5 50,8
44.8 16.4 61.2 337 123 461 75.6 53.0
56.3 16.1 72.4 420 120 540 83.4 95.6
101.7 15.4 17.1 749 113 862 91.6 49.9
154.4 14.5 168.9 1,122 105 1,227 95.5 48.8
211.9 13.9 225.8 1,5 100 1,622 941 50,7
252.% 13.4 265.9 1,795 95 1,890 853 54.7

$391

ual Amount
and non- out-
carporate standing
business  (bilhons)
$353 $82.2
372 94.5
425 117.5
415 128.
447 135.7
450 136.3
453 140,2
475 146.7
485 153.4
511 162.9
526 169.2
554 177.9
518 186.3
595 1919
581 192.3
521 182.9
456 175.0
404 168.5
392 17'.6
389 175.0
394 180.6
395 182,2
383 179.9
386 183.3
399 189.8
414 211.4
367 258.6
355 313.2
364 370.6
389 405.9

Total Government and

private debt

Per
capita

$800
909



TABLE 1. —ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, 1916 TO PRESENT- Continued

Private debt

Amounts outstanding

Government debt (bilt ons) Per capita <
Amounts outstanding (btllions) Per capita = {ndividual Individual
—————— e e e —m s e - - and nyn- and non-
State State Corperate  corporate  Cotporate  corporate
Frd of calendar year Federal ! and locat Totai Federal and local Total  business s business bustness business
1946. . .. - 229.5 13.7 243.2 1,607 96 1,703 93.5 599 655 119
221.7 15.0 236.7 1,524 103 1,627 103 6 69.4 753 477
215.3 17.0 232.3 1, 115 1,570 118.4 80.6 800 549
2i7.6 13.1 236.7 1,44 127 1,572 18,7 S0 4 788 600
217.4 21.7 239.1 1,821 142 1,56 142.8 104.3 933 682
216.9 24.¢C 2411 1,393 155 1,548 163.8 114.3 1,052 734
221.5 27.0 248.5 1,399 170 1,569 172.3 129.4 1,088 817
226.8 30.7 257.5 1,408 191 1,599 180.9 1412 1,123 889
229.1 35.5 264.6 1,397 217 1,604 184.1 157.2 1,123
229.6 al.1 270.6 1,376 245 1,616 215.0 180.1 1,289 1,079
224.3 44,5 268.8 1,320 261 1,5/6 234 1 195.5 1,378 1,151
223.0 48.6 271.6 1,290 280 1,565 249.1 207.6 1,441 1,201
231.0 53.7 284.7 1.315 304 1,614 262.0 222.9 1,491 1,269
241.4 59.6 301.0 1,346 332 1,678 287.0 245.0 1.600 1,366
239.8 64.9 304.7 1,315 356 1,671 306.3 263.3 1,680 1,444
246.7 70.5 317.2 1.331 380 1,712 328.3 284.8 1,771 1,537
253.6 77.0 330. 6 i, 348 409 1,757 353.5 311.8 1,879 1,658
257.5 83.9 341.4 1,349 439 1,788 3836 345.8 2,010 1,812
264.0 90.4 3544 1,364 467 1,832 417.1 380.1 2,156 1,965
266, 4 98.3 364.7 1,360 502 1,862 463, 2 416.1 2,365 2,124
271.8 104.8 376.6 1,372 529 1.9m 517.8 446.9 2,614 2,256
286.5 112 8 399.3 1,431 563 1,994 555.6 480. 6 2.715 2,401
291.9 123.2 415 1 443 609 2,052 2.3 520.5 3.126 2,573
289.3 132.4 421.7 1,415 648 2,063 7227 555 1 3,536 2,716

1 gogrowing !mg‘l n;1e puqu‘; i United

2 Debt divided by the population of the conterminous United States and includeing Armed Forces
overseas. Alaska is incjuded beginning 1959 and Hawai beginning in 1960. Saurce: Ofiice of the Secretary of the Treasury, Office of Debt Analysts

3 Includes debt ot federally sponsored agencies excluded from the budget.

Total Government and
private debt

Amount

out-
standing Per
(billons) capita
396.6 2,17
415.7 2,858
431 3 2,514
435.8 2,961
486.2 3,17
519.7 3,334
550.2 3,474
581.6 3,611
605.9 3,696
665.8 2,975
698. 4 4,094
728.3 4,198
769.6 4,363
833.0 4,643
874.3 4,796
930.3 5.020
996 0 5,292
1,070.8 5,609
1,151 6 5,951
1,244.0 6,350
1,341.3 6,771
1,435.5 7,170
1,567.9 7,750
1,699.5 8,315

Nole: Debt levels esttmated by Office ot Business Economics, Commerce Department

9g
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TABLE I1.--NET GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT

Ratios of debt to grass national product (percent)

Gross -~ ~- - - -
national Individue!
€nd of calendar product! State and and non-

year (niiliors) Federal local Corporate corporate Total
$96.7 17.1 141 91.9 75.4 198,24
83.1 19.9 17.7 107.5 86.4 234.7
66.9 27.7 23.9 1248 97.0 273.4
56.8 3.5 29.2 140.8 100.5 308.1
60.3 40.3 27.0 121.% 84.6 279.4
68.6 4.3 23.2 110.1 72.6 250.1
77.4 44.4 20.8 96.6 64.2 226.1
86.5 43.8 18.7 88.0 58.5 208.8
87.6 447 18.4 86.5 58.3 208.0
87.6 46.2 18.4 83.7 571 205.4
94.8 44.9 173 11.5 53.5 193.4
107.6 41.6 15.2 703 43.3 176 4
138 8 40.6 1.6 60.1 40,1 152.3
179.0 56.8 86 51.2 21.9 144.5
202.4 76.3 7.2 47.2 241 154.7
217.4 97.5 6.4 43.3 23.3 170.5
196. 0 128.8 6.8 43.5 21.9 207.1
221.4 103.7 6.2 42.2 7.1 179.1
245.0 90.5 61 447 28.3 169.7
261.2 82.4 6.5 45.3 30.9 165.1
260.5 83.5 7.3 456 47 1711
311.2 69.9 7.0 459 33.5 156.2
338.2 64.1 7.2 48.4 3318 153.5
361.0 61.4 7.5 41.7 35.8 152.4
360.8 62.9 8.5 90.1 33.7 161.2
379.8 60.3 9.3 48.5 41. 4 159.5
409.7 5.0 10.0 52.5 44.0 162.4
433.2 51.8 10.3 54 0 451 161.1
438.1 50.9 1.1 56.9 47.4 166.0
469.2 49.2 1.4 §5.8 47.5 163.8
496.8 48.6 12.0 5.8 49.3 167.5
503.4 41.6 12.9 60.8 52,3 173.6
542.8 45.4 13.0 60. 5 $2.5 171.3
5747 4.1 13.4 61.9 54.3 173.3
611.8 42.1 13.7 62.7 5 5 175.0
654.0 40.4 13.8 $3.8 8.1 176.1
719.2 37.0 13.7 64.4 57.9 172.7
770.2 35,2 13.6 67.2 58.0 174.1
825.7 34.7 13.7 67.3 58.2 173.8
900.6 32.4 13.7 70.2 57.8 i74.1
956.3 30.3 13.8 75.6 58.0 177.7

timplied 1evel end of year, calculated as the average of the 4th and 1st calendar quarters at seasonally adjusted anoual
rates for the years 13939 through present Prior to 1939, averages of 2 calendar-year figures are used as the best approxi-
mation of Dec 31 levels

Note: Debt levels estimated by Office of Business tconomics, Commerce Department.

Source: Office of the Secretary of the Treasury, Office of Debt Analysis.
ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES, 190063

Per czpita Federal debt Real per capita Federal debt

federal debt (in bilions) (actual amount)+ (actual ariount) ®
Privately T T hrivately Privately
Grosst Net: held, netd3  Grosst Net: held, nets  Gross! Net: held, net?

June 30.

1900.... .. $1.3 $1.3 $1.3 $17 $17 $17 ) ) ®
1901 1.2 1.2 1.2 16 16 16 (O] (O] )
1902, 1.2 1.2 1.2 15 15 15 (0] ) )
1903 1.2 1.2 1.2 14 14 14 Q] ® (O]
1904 11 1.1 1.1 14 14 14 [Q4 (€) (O]
1805 . - 1.1 11 11 14 14 14 ¢ “ ®
1906.. 1.1 11 1.1 13 13 13 ) [Q3 )
1907, 1.1 1.1 1.1 13 13 13 [Q} © ?)
1908 1.2 1.2 1.2 13 13 13 ® €] ‘)
909 . .. .. 1.1 11 11 13 i3 13 2‘) ) é')
1910..... 1.1 L1 11 12 12 12 9 (O] 9
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ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES, 1900-69—Continued

Per capita Federal debt Real per capita Federal debt
Federal debt ¢n billions) (actual amount)4 (actual amount)s

Privately Privately Privately
Gross t Net? held, nets Grosst Net2 held, nets  Gross? Net2  held, net?
1811, 1.2 1.2 1.2 12 12 12 ) (©) 0
1912 ... 1.2 1.2 1.2 13 13 13 (? [¢ g

1913 12 1.2 1.2 12 12 12 $4 $4 $
1914 . 1.2 1.2 1.2 12 12 12 44 44 44
915 1.2 1.2 1.2 12 12 12 43 43 43
1.2 1.2 1.1 12 12 11 39 139 36
7.3 7.3 1.2 70 69 193 193 190
21.0 20.9 20.7 200 199 198 157 454 452
25.8 25.6 25.3 244 242 239 486 482 476
24.0 23.7 23.4 223 220 218 435 429 425
23.5 23.1 22.9 215 211 210 469 461 459
23.2 22.8 22.4 209 205 202 468 459 452
22.2 21.8 21.7 196 193 192 428 421 419
21.5 21.¢ 20.5 187 183 178 408 400 389
20.8 203 19.9 178 174 7 374 366 359
19.9 19.2 18.9 167 161 159 357 344 340
18.6 18.2 17.6 155 152 147 338 331 320
18.4 17.% 17.3 152 144 143 334 316 314
17.5 165 16.0 143 135 131 34 297 288
17.3 16.5 15.8 140 133 128 Kk 311 299
19.1 18.5 17.7 153 149 142 395 385 367
22.0 21.3 19.4 176 170 155 507 0 47
25.3 24.3 21.9 201 193 174 576 553 499
33.3 30.4 28.0 260 240 221 730 674 621
36.2 34.4 32.0 283 269 250 771 733 681
40.3 3.7 353 313 293 275 844 750 741
43.1 39.2 36.6 333 303 283 872 793 741
45.6 40.5 37.9 349 310 230 938 833 780
48.8 42.6 40,1 371 324 305 1,005 878 827
52.2 44.8 42.6 393 337 321 1,051 901 958
65.6 56.3 54.0 489 420 402 1,180 1,022 978
113.7 101.7 95.5 837 749 703 1,868 1.672 1,569
171.0 154. 4 142.9 1,242 1,122 1.038 2,688 2.429 2,248
233.6 211.9 193.1 1,678 1,522 1,387 3,555 3,225 2,939
219.6 252.5 228.2 1,987 1.795 1,622 4,114 3,718 3,358
260.7 229.5 206. 1 1, 825 1,607 1,433 3,202 2.819 2,514
257.6 221.7 199. 1771 1,524 1.369 2,847 2,450 2,20t
253.8 215.3 192.0 1,715 1,455 1,297 2,684 2,217 2,029
257.9 217.6 197.7 1.713 1,445 1.313 2.732 2,305 2,094
257.8 217.4 195.6 1. 685 1,421 1,285 2,541 2,143 1,938
260, 2 216.9 193.1 1,671 1,393 1,240 2,380 1,984 1,766
268.3 221.5 196.8 1,694 1,399 1,243 2,393 1,976 1,756
276 0 226.8 200.9 1.714 1,408 1,247 2,404 1,975 1,749
279.5 229 1 204, 2 1,705 1,397 1.246 2,401 1,968 1,756
282.2 229.5 204.8 1,691 1,376 1,227 2,372 1,830 1,721
278.3 224 3 199.4 1,638 1,320 1,174 2,235 1,801 1,602
2781 223.0 198.8 1,609 1,290 1,150 2,131 1,708 1,523
285.3 231.0 204.7 1,624 1,315 1,165 2,115 1.712 1,517
296.5 241.4 214 8 1,653 1,346 1,197 2,122 1,728 1,537
296.6 239.8 212.4 1,627 1,315 1,165 2,057 1,662 1473
303.0 246.7 217.8 1,635 1,331 1,175 2,044 1,664 1,468
3113 253.6 222.8 1,654 1,348 1,184 2,052 1,672 1,469
317.4 257.5 223.9 1,663 1,349 1,173 2,031 1.647 1,432
327.0 264.0 221.¢ 1,690 1,364 1,173 2,033 1,645 1.415
330.7 266.4 225.€ 1,688 1,360 1,152 1,998 1,609 1.363
343.3 271.8 221.5 1.733 1,372 1,148 1,983 1.570 1,314
364.9 286.4 231.3 1,822 1,431 1,185 2.024 1. 530 1,317
373.1 291.9 236. 1,845 1,442 1,167 1,959 1,532 1,239
382.0 289.3 2321 1,869 1,415 1,135 1,869 1.415 1,135

!

t Tolal Federsl securities outstanding, unified budget concept.

¢ Borrowing from the public, unified budget concept.

3 Borrowing from the public less Federal Reserve heldings.

4 Debt divided by poputation.

3 Per \apita debt expressed in Dec. 31, 1969, prices (Consumer Price Index).
s Not avaifable.

Source: Office of the Secretary of the Treasury, Office of Debt Analysis.
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CONSEQUENCEX OF FAILURE TO INCREASE THY PUBLIC DEBT LIMIT

The Crrateaax. Now, b think that it might be well for the record
if you would tell us what happens in the event that Congress passes
no law., What will happen then when the Government is no longer
able to pay its debts hecause we arve oflicially bhankrupt by act of
Congress?

Secretary  Kexxeoy. That is an unthinkable situation, Mr,
Chairman.

The Cramorax. It is a very «illy thing, in my judgment, but what
happens if that ecceurs?

Secretary Kenxeny. I understand what it means, We will be up
against the hard fact of heing over the debt limit on June 30, That
neans then that we can’t horrow money to pay our bills,

The Ciramrarax, Well, ean you pay money?

Neeretary Kexsepy, I owe have money in the 111} but to the extent
we have our eash halanee we ean use that up.

Tt seemis to me what we would be in the market, well, we are in
the market every week, we arve in the murket for Treasury bills which
are rolled over. and no buver wonld aceept onr bitls if we put them
onut, if we decided to o ahead anvwayv and take the burden of this,
the market would say they would be illegally issued and o they
wouldn't buy them, We wonld not then pay our hills,

The Cizammrax. Would you have any diseretion about whom yon
pay and whom you wounld not pav.

Seeretary Kenxseov. Well, T think that there we have a real prob-
Teny in that we would have to pav the hardship easex, the widows and
the orphang, <o to speak, and 1 think all of our soldier boys would get
their pav.

The Crateyax, In other words, vou would frv to pay the hoys on
the battlefield even thoueh vou conldn’t pay the bovs in the barracks,

Secretary Kexxeny., That is right.

Senator Bexyerr. THow about the Conopess) My Seevetary.,

Secretary Kexxeny, Well, I think the Cabinet would be the first to
get theirs and the administration people hut we would all be in the
same boat, the Congres< would be out of money in a hurry,

The Cinamaran. Frankly, T am interested in my employvees and 1
think 1 had better go down and arrange a hank loan in the event this
bill fails to pass ko we can horrow money to keep them afloat until
times get better.

But it wonld seem to me if T were sitting down there as the Presi-
dent. and Congress had officially legislated us to be bankrupt, and
unable to pay our bills, the first people I would decline to pay would
be the Congress. They are the people who are making it impossible,
and <o mavk L inasmuceh as some Senators might be able to get by fora
while withowt their =alary check, 1 think T would just deeline to
pay any expenses of the Congress--tust refuse to honor their war-
rants—and then proceed to pick out who T had to take care of, and just
as you are indieating take care of the most needy first, T gress T would
try to take carve of the eryving welfure cases, particularly those who
really need it, and try to take care of those who really have to have
their pay checks. I suppose that would be the lowest paid employee
because these would perlhaps need their money the most. If we
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couldn™t pay them all, let those who are making more than 10,000 or
S12.000 he the fivst to go withont their pay.

Tf you tried to make plans for that contingeney how would you
handle it 2 What would vou recommirnd to your Pre<ident, in the
event weare officially hankrupt by w el f-imposed situation ¢

Seeretary Kexxroy, Well, Senator, T would hope the Congress
would act respon~ibly and not come up to thix, Bat T have given
thought to it, T have not come to the point where we miake the lidt
hecause whatever Tist voun make you would be out of money very
aquicklv and the chnos wonld be so great that siuvely Congres< would
be under pressare mmediately to act, af least 1 would hope that just
the possibility of thiv thing would eause the Congress to act.

We would be in trouble in world markets az well as domestic
markets, and the uncertainty in business aud evervthing we would
have a erisis that this conntry conld not stand,

The Crvaraan, T would be o very severe domestie erisis during the
Period that you were wnable to pay your bills, to say the Jeast. would
it not,

Neevetary Kexsroy, It surely would, and vou wounld have workers
pust destitute, heeanse some of them have, even people who are very
careful in the handling of their finaneial affaivs have, very little cash,
and they have debts and o they have to pav, the payday will come
due and they won't get their check, von know what happens, and they
sy they ean’t pay their Dills and that will eause not only conmo-
tion but a real emergeney in every market, in every area of our
corntry,

The Crinvinoaw, Tt wonld be o frresponsible that yvou find it un-
thinkable that the Congress would not provide you the anthority to
pay the Government hills, | take it

Secretary Kesseoy, T have looked at the record in the past and T
have seen some fast minute actions of the Congress in thi< fietd. and
it has never happened, it has heen threatened hefore, hit it seems to me
that Congressdoesact respon=iblv,mavbe not ax promptly as we would
fikeo and =o ong but Twonld he in hopes of the inflienve of your com-
mittee, which is responsible, and that von wonld be able to get the
leadership to hring this up for timely consideration and for aetion,

T think even the uneertainty of the pos<ibility here could cause ns
problems. T wonld hot Tike to o out o1 this room today and have the
media mdieate that this wonld not happen, or that we will not get the
debt limit changed beeanse 1 think we conld have considerable ques-
tions, and we may have ~ome real financial troubles as the resalt of
publicity of this kind.

The Cuararax, Incidentally prior to my arvival at the Democratic
party conferenee that eroup had already agreed on o procedure that
would make it possible for thix measure to come up in adeguate tine
o that it can he acted on hefore the expiration date.

I think you might be relieved to know that.

Seeretary Kevyvove I am relioved very mueh bheeause T waonld hate
to be et by the press with a question of whether this could or conld
not come hefore Congres<, Tf it conld be held hack by administrative
procednre or teehnical rules it would he a serious problens.

The Chanorax., Thank you, Mr. Secretarv. Are there further ques-
tionx that the members would eare to ask. Senator Miller, wonld you
care to ask some questions?
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THE UNIFIED BUDGET

Senator Mirerr, Thank veu. My Chairman,

Good morning, Mr. \'m retary and M Mayo and Mr, Voleker,

May T ask whether this fiseal 1971 anificd hudget vetlects social se-
curity tax changes presently before this committee /

My, Mavo, The unified budget estimate you veferred to, Senator
Miller, is consistent with what we proposed in the Jannary budget
for the social security changes, hoth on the henetit and the tax side.

Senator Mirrrw, Do vou know whether or not that is reflected in
the hill that passed the House and ix presently before thix committee !

My, Mavo, This is on the tax side now #

Senator Minper. Yes, Yes, We had a presentation yesterday by the
Social Necurity Administrator which showed us ~ome changes in the
social xecurity fax rates aud some changes in the fund balances, and
T just want fo find ont whether or not those changes which are rve-
flected in the Tonse passed hill are geared to this tiseal 1971 unified
budget.

Mr. Mavo, T am net certain on the answer to that question Senator
Miller.

Senator MoLeg. Will vou be good enough to cheek that?

My, Mavo, I certainly will,

Senator Micter, And provide that information,

Mr. Mavo, I will provide it for the vecord. T know that on the
benetits side the bill is substantially different from the way it is pro-
vided for in the wnified budget deficit that we ave talking about. 1
believe the entire hill would add, something Tike a billion and a half
dollars, In other \\mcl\ it woull ju~t about double the unified budget
deficit as we have projected it.

Senator Minter. Well, if you would provide that information for
the record T would appreciate it.

Mr. Mavo, Yes,

senator Minrer. Beeanse, T will want to know, for example,
whether if the SReuate acted favorably on the [onse-passed social
security measure this would indicate ~ome further change in this
inerease inthe debt ceiling that vouare advoeating,

My, Mavo, Well, it uses up part ol the yeserve for contingeneies,
hecai=e the net resutt of the bill, a~ ¥ orecall ity is to add a billion and
ahnlf net to the deficit for this year.

Mr, Vorerer, I T may sayv. my understanding is that would be
on the expenditure side, "The tax side 1 think the Ilnn se bill is essen-
tially what was proposed and asstnned heve, Tt is an inereaxe in
wage base, which doesn’t have a lot of effeet in fiseal 1971 in any
event, %200 million is the estimate.

Senator Minper. Well, Tam interested in what impact it is going
o have on the remaining halanees in the social security trust fund.

Mr. Voreker It is the expenditure side.

Senator Mineee, Aned if there ix a deerease in those fund balances
it would seemi to me that would impaet on the nnified hudget and
in turn would impact on the amount ot the national debt that you
are advocating.

Mr, Mavo. Yes.
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Senator Mirrer. So I want to know whether or not this increase
that you are asking of SIN hillion niight possibly have to be 319 billion
or £i91% billion if we act favorably on the bill that is now bhefore
t]nmonnmttee.

Mro Mavo. It atfeets the unified budget, Senator Miller, It does not
affect Federal funds and, therefore, as a téehnical matter, it wonld
wash. It would not atlect the request for the debt limit heve,

Senator Miverr, If you will provide us some hard information on
that for the record, I would appreciate it.

Mu. Mavyo, Yes,sir,

(Information sapplied at this point follows:)

The House passed Social Security hill provides for a 5 percent inerease in cash
benetits, effective January 1, 1971, and a liberatization of benefits, also effee-
tive January t. 1971 The 1971 budget did not contain a benefit increase and pro-
vided for benofit liberalization on January 1, 1972, The net effect of the House
bill would be to add £1.5 hillion to 1971 budget outlays,

Mr. Vorexer., This is perhaps an example of the relevance of not
looking only at the Federal funds hudget because in this ease the Fed-
era) funds hudget wonld not be attec ted, but total expenditures, in the
nnified budget “detic ity would be aflected =0 you are not affecting the
debt ceiling request by any means but you may have wn impact on the
cconomy that is undesivable and ix not reflected in the Federal funds
delicit.

Nenator Miren Possibly this will help elarify u picture as to what
is taking place.

As T understand ity when we go to a unitied budget, that means we
borrow money out of the trust funds if there are surpluses——-

M Mavo. Right.

Nenator Mirrer (continuing). In order to finance current operating
expenses,

M. Mavyo. That is correct.

sSenator Miek. By doing it that way we arve, in eflect, taking the
money for the operating expenses of our Government out of tax money
which has gone into these various trust funds and. therefore, as 1
understand it. the theory is that this is not inflationary: this is not an
inflationary operation, per se.

Mr, Mavo, Well, it could work hoth ways, of course, Seautor Miller,
and T do not want to speeulate about i, but T am wondering what the
reaction would he here if in certain years, as has been true in the past,
we had a deficit in the trast funds rather than a surplus, This is why
we feel that not only do yon have to take the $150 billion of receipts
Trom Federal funds into account when yvou look at the total picture
of the taxes coming from the American publie, but yow also have to
inelude the $55 hillion of additional receipts that the Congress levies
in the form of taxes, in other levies that hring up the total to the total
we nsed in the unified hudget of 8204 billion,

b again stress that the “distinetion between Federal funds and trust
funds is, perhaps, elean in its accounting look, hut just ax you have
decided that we eould have a trust fund for highways, there is no rea
son on carth that you could not have a trust Tund for veterans or a
trust fund for seience or, indeed, & trust fund for defense. You wounld
find suddenly that if you earmarked moneys for those particular pnr-
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poses, soon you would be having a Federal fund area that was zero.

Senator Mineer. I followed you 1 just want 1o talk about the way
things are right now.

[t is my understanding-—-and I might say one reason why 1 have
reconeited mys=el inzofar as the inflationary hmpact is concerned to
the unified budget- that, let ux say we have a 8210 bhillion surplus in
the trust fund. Now, that money has gone in there from taxes.

My, Mavo, Yex,

Senutor MiLeer, The Federal Government horrows that money ont
of the trust funds for operating purposes.

Now comes the day we have to restore the (rust funds, We can do
that by going out and taxing the peaple or we ean do it by going ont
and borrowing money from the people, and that ix what you propese
to do, in etfeet, by this increase in the debt ceiling, to go out and bor-
row the money from the people: iz that abont it/

Mr. Mavo. We are borrowing money from the peaple to the extent
of the unitied bhudget defieit.

Senator Mirer. That is right.

My, Mavo. Yes,sir,

Senator Mitter. s Senator Curtis pointed out, there comes a day
of reckoning.

Mr. Mavo, Yes,

Senator Mineer, We have to repay that. ‘Che people from whom we
horrow the money to re~xtore those trost funds want to be paid, so we
have to find tax money to repay them,

As T anderstand it we have an 215 hillion package that ve ave going
to have to repay, at least that i~ the increase in the temporavy debt
ceiling that you are advocating,

M Mavo, Yes.

Senator Mivrer. What is your program for repaying that?

My, Mavo, Well, again, this is part of the public debt us a whaole,
and the program for repaying that would velate entirely to the dis-
position of the Excentive and, in the last analysis, the Congress to
provide taxes inexcess of the spending,

Nenator Myneer. Welll T understand that. But we have ealled this
atemporary debt ceiling, not a permanent debi ceiling, and that heing
the case, 1 think we would expeet it to he a temporary debt ceiling
which would e removed one of these days, certainly in a shorter
period of time than a permanent debt ceiling., would it not ?

Mes Mavo, Rome parts of thiz, of course, are temporary borrowings,
ane wandering into the Treasury'’s area, but it is indeed borrowing
I many instanees of these tax anticipation ~ceuritios that will he paid
off hefore we get to the next June 30 date.

Senator Miveer 1L franklv, wonid feel a little more comfortable if
this connnittee hiad some sort of proposal which would show us how
thisx =18 billion temporary addition to the debt ceiling is going to be
paid ofty, hecanse T =ee all these people from whom we are going to he
horrowing money, institntion= and individuads to take care of this, and
sinee it is coming out of their savings and others instead of going into
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purchases, T can see that there may not he much of an inflationary
effect on that, if I understand some of the theories of inflation,

But what [ am concerned about is how this is going to be repaid and
how =oon, over what period of time, or whether cconomic growth will
provide the revenue to do thiz, and how long that will take,

But there are a number of people asking guestions about this, and I
have been trying to satisfyv them by pointing out that this money is
coing to be coming out of the savings of the people rather than going
into more purchazes in the cconomy and, therefore, it should not have
a partieularly inflationary impact. .

Then I get the question when are these people going to be paid baek,
and how s thix going to be rolled over again or are we going to have
additional revennes from economic growth, are we going to have some
tax increase~: just how are we going to handle it and how =oon, and
that ix what I would like to have.

Mr. Vorerer. T think there may be still some elements of confusion
here, Senator.

This partieular year ahead we will be horrowing almost entirely
from the trust funds and not from the general publie, That is the
meaning of having cloze to a balance in the unified budget. So the
deficit of roughly 510 billion in Federal funds budget wilt be horrowed
from the surpluses in the trust funds. It won't be borrowed from the
general publie,

Senator Mrner, H it is going to be horrowed fram the trust fund
surphuses, then why do we have to put it in as a part of the debt

Mr. Vorerer, Beeause that is the way the debt ceiling is defined.
The debt ceiling ineludes the debt held by the trust funds as well as
the debt held by the publieoand both in the current year and in the next
fiseal vear almost all of this debt will be <old to the trust funds and not
to the public, and that is why it does not have any inflationary impact.

Senator Mitier, I appreciate that point very much, Mr. Volcker.
Somie of it will he borrowed from the publice?

My, Voreen, A portion of it will be borrowed from the public, that
Was my point.

Senator Miveer, Then if we do not have the tax money to repay the
trust fund, 1 suppose we will have to zo out and either get the tax-
payers come in with more taxes or else vome in with more purchases
out of their savings for Federal seenrities.

Mr. Voreser, That is precisely right. If the trust funds want to
redeent this debt or are in position in the future where they come to the
Government and say, *We have this debt and we want it redeemed,”
thent voue either have to have a =urplus in the other portion of the
bidget or you have to borrow from the publie to vepay the debt.

Senator MiLver. Tow soon do you think it might be hefore we might
have to goto the public predominantly to repay this?

Mr. Voreser, Wal, it would depend upon what Congress does.

I would think that--and T have not got precise fignres here- that
the trust funds will remain in surplus for the foreseeable future so
that we will not be facing ax far ahead as we ean see the prospect of the
trust funds coming in and aszking for this debt to be redeemed.

Senator Miveen, Yo mean you do not foresee that happening within
the next 2 or 3 years?

Mr. Voreser, Not within the next 2 o1 3 vears: no, sir.
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Mr. Mavo. No.

Senator Mirrer. What is the contractual arrangement we make with
trust funds when you borrow that money from the trust funds? Do you
borrow it from them for 6 menths, a year, a yvear and a half, or what is
the procedure?

Mr. Vorexen. It depends entively upon the provisions of the partie-
ular trust funds, and a good deal of this money is relatively long-term
money because the trust funds thems=elves are engaged to build up
over a period of time with essentially long-term needs.

However, if the trust funds got into a position where they needed
the money, in all cases the securities could be redeemed.

Senator Mineer, It is aceurate to say that this addition to the debt
15 realdly designed to assurve repayment to the trust funds,

Mr. Vorexer, It is designed to assure repayment to the trust funds?

Senator MirLLeg, That is vight.

Mr. Vorerer. There is no question that the trust funds will be repaid
when it is needed. T think this particular increase in the debt limit is
designed to permit us to issue the debt which is necessary to finanee
the Federal funds defieit,

Senator Mineer, You would not be allowed to do that unless there
was wssutance of repayment, isn't that correct, and you would not
have that assurance 1f we did not inerease this debt eeiling?

Mr. Vorexer. I think that is right in the sense that if we later had
to replace this debt with the public we would need this increase to
provide that assurance.

Nenator Minine, That is rvight, So 1 get back to the point really
this is a mechanism for providing the assurance of the payment of the
trnst funds,

Mr. Vorexer, In general, we need the inerease in the debt ceiling to
pay our bills, including redemptions of future debt, there is no (ues-
tion about that.

CONTINUANCE O] 5-PERCENT SURCHARGE

Senator Miier. That is right. But at Teast insofar as the amount re-
flected by the trust funds borrowing is concerned we have that assur-
anee,

Now. aceording to the schedute T have here, and 1 think we all have
it, the rest of it iz shortfall in veceipts of %3 billion for the next fiseal
vear, is that so/

Mr. Vorerer, Primarily, ves.

Senator Mrrrer, What T ecannot understand is why, in the face of
that. along with what I think your views were regarding the excessive
tax relief legislated as a part of the tax-reform bill, why there seems
to he some reluctance about picking up this needed revenue from a
continuation of the d-pereent surcharge, You have some other areas
of picking up some revenue. but to me 1 think it ix generally agreed
that the S-percent surcharge as now passed is applied to the fairvest
income tax hase in the history of the income tax law: that is what the
Tax Reform et of 1969 was all about, and a lot of people were highly
uneduented about the To-percent surcharge, not only by the amount
of the 10 pereent but by the fact that it was applied against an inequi-
table income tax base,
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Now that is changed, and starting Junuary 1 of this year we shall
have a new bhall ganmie, and a new tax base, and granted that it has
some imperfections, I think it is generally agreed that we have the
fiirest income tax base ‘we have ever had.

Why the reluctance to continue the 5 pereent which will bring in
suflicient revenue to avoid or overcome, the shortfall in cstimates?
Isn’t that fuirer than to go to some of these other areas? Isn't it
quicker/ People, after all, know they have had a tax cut from 10 to 5,
and many of them have actually had an effeetive tax beyond that be-
cause of the inequity eranked into the tax base.

Why should there be such a great hue and cry if we just continue
the 5 percent now heeause we have got to in view of the shortfall in
estimates !

Secretary Kexzreny., You have, Senator, a good point,

We had comsiderable diseussion, as you know, earlier about what
form or what kind of taxes we should have in this ealendar veur the
Congress could and would be able to enact, and the surtax had just
been considered and passed at the end of the yvear, to phase it out at
the H-percent level June 30 and then have it terminate.

The feeling was that onr budget, in the economic climate that we
were in, was about in the proper balance when we submitted the
budget, with a small surplus.

Ninee that time there has been a reduction in the tax take Inrgely as
the result of a corporate income being less than we had forecast. We
considered what aveas we could expeet in discussion with varvious peo-
ple present to the Congress, with =ome expectation of passing, and
it Tooked to be Iike the extension of the excise taxes—they had been
extended many times—probably wonld be enacted : the estate and gift
taxes speed-up provision was a one-tinme provision which 1 felt was
good housekeeping because it was the Government's money, as early
as consistent with reasonably sound Dbushiess and tinancial practices,
and that seems to me to be a reasonable thing.

When we found that the hudget wis not in surplus but in slight
deficit there was a recommendation for the tax on lead in gasoline,
which had two purposes, one for the revenne: the second that it would
contribute to the environment, which is an important problem of our
country, and this would expedite or highlight, improve, the movement
to lead-free gaszoline.

The question of extending the d-pereent surtax again, as you know,
in a year that is pretty well gone as far as the opportunity for Con-
gress, T think it would be diflicult or impossible to get it through. T
think we do have

Senator MirLer, On that point, Mr. Secretary, if it should happen,
will you come running over to the President and say, *Mr. President,
we simply have got to veto this d-pereent surelharge 2™

Seeretary Kex~zeoy. No: I would not: T should say not.

1 think we do have a problem coming up with a budget that will be
under review, starting pretty =oon, and on what we might do or need
to do for next year, but that is another matter,

Senator MinLenr. I recognize the exigencies of time, but it scems
to me that if we are going to do something about that 5 pereent it
would be much better to do it before it runs out than to Het it run
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out and then in about September or October reimpose it; don’t you
think ¢

Necretary KexNeny. Yes, 1 think it would be hetter. I think we
will have a better posture. I think we should take it into aceount
beeause we arve going through a period of transition, a period of ad-
justment, and T think what we ave trving to do is to stabilize the
economy and start it on a growth pattern up, and this period right
now is a very serious one in transition, and that the receipt and ex-
penditure matters are in about the right kind of a balance now.

Senator Mireer Yes, they are, on paper.

Secrefary KexNEDY, Yes,

Nenator Mineer. T do not criticize the administration for its ex-
penditure pieture as inchuled in the budget, but T think we all under-
~tand very well that that budget on paper iz just about worth the
price of the paper it is written on unless the Congress goes to carry
1t out, and we ave not going to know unti! near the end of the summer,
I am afraid, whether those in control of the Congress are going to
carry it out, and there arve some indications that they are not, and
that they are going to execeed the expenditures recommended by the
administration: and if that happens we are going to be having more
trouble.

Necretary Kensepy. s the President said yesterday, Senator, in
his talk, as vou know, that if the Congress wants to spend more than
i= provided in the recommendations they will provide the revenue:
it would conme under that.

Senator Mivren. Yes, I know that. And also I note that come of these
tax inereases and revenie actions expected in the Congress look well
on paper, but I have seen requests cone over to C'ongress hefore, and
I have seen them forgotten. An increasze in highway user taxes, for
example, is alwayvs a controversial matter: the postal pay inereases
are controversinl: I cannot get excited over estate and gift taxes, that
is,the veceipt extension of ¢state and gift taxes,

But, T would say on the basis of historical precedents that to get
all of these things done by the Congress is not likely, and if it turns
ont that way, we are going to have to find some other source of reve-
e, andd T am very pleased to know that if the Congress should take
action, that the Seeretary of the Treasury will not be over there de-
manding a veto.

I think it would he helpful if we had a little more cooperation on
this point beeause T think that if we are going to colleet more revenue,
we have the fairest income tax base we have ever had, now, and 1
cannot imagine that there would be too much concern on the part of
the general public beeause they already have a very substantial tax
reduetion even if the d-pereent surtax were continued.

Thank you very mueh.

Senator Axpersox. Senator Jordan,

Senator Jorpax, Thank you, Mr. Chairman,

BUDGET DEPENDS ON CONGRESSTON AL ACTIONS

Mr. Seeretary, T appreciate the facts that in your statement you did
not make any mention of the unified budget. You dealt with us on
terms that we are more faniliar with, the Federal funds budget of
receipts and expenditures,
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As vou ealeulated it vou stated here a deficit in 1970 of 811 billion,
and in 1971 a deficit of 810 billion. 1 know vou have to make certain
assumptions about collections and about tax revenues, and so on.

I have served as Governory and 1 know that is extremely diflicult to
do. T think yon have assumed that some £3.8 billion in taxes would
be imvoked. Thix would require ('U’I\‘.Hl(m having to do with the
speed-up in estate and gift taxes for $1.5 billion, extension ni excise
tuxes on automobiles and telephones for $650 million and placing a
tax on gasoline additives for 516 billion.

Suppose the Congress does not go along in this, will you have to
come hack then and ask fora further extension of the borrowing power
of the Federal Government by 3.8 hillion 4

Secretary Kex~epy. Asstiming, Senator, that other parts of our
budget hold ap. the &\]wmllhno. and <o on, and the timing of these,
the ])Il tsing i and ont, we ean live, T think, within this debt Timit. Tt
will wse up part of onr contingeney reserves which we have in there
as weushion, and it might mean that onr cash halances would he down
at times below the anount that we wonld like.

But it seenis to me that if the debt limit is to be etfective we ought
to keep it as tight as we can, bt reasonably o, ~o that we can ("(‘t
through the p{-xm(l. and my people tell me that this can be done.

FAMILY ASSISTANCE PLAN AND THE 1071 BUDGET

Senator Joknax. Al right.

Now, this question to \{l. Mayo: What assumptions are you able to
make and at what point in a legizlative act do you assimie’it is going
to become reality- I am rlnnl\nw now of the family assistance plan
that passed the House and calls s for an addition to the 1971 budget of
between 84 and 25 billion, Wax this taken into account in your receipts
and expenditure caleulations for 1971 ¢4

Mr. Mavo. The effect of the family assistance program was indeed

taken into account.

The ITouse bill has an even later eflective date. however, than our
initial proposal. The Hill has an effeetive date of JTuly 1, 1971, which,
of course, is ai the beginning of the fiscal year 1972,

Senator Jornan. Yes.

Mr, Mavo, Except for some of the child eare provisions and except
for taoling up, =o to speak, of HEW to do this hig job, there would
be no real expenditures in 1971 We have, therefore, ent baek the allow-
ance that we had i the January budget from $500 million originatly
to approximately $140 million at the present, as far as fiscal 1971 18
concerned.

We still expeet in our tentative planning for 1972 that the entire
bill will he etfective,

THE NIXON ADMINISTRATION AND TiHE DEBT LIMIY

Senator Jornax. Mr. Secretary, vreference has heen made to the fact
that vou have been up here twice in 15 months to eall for extensions
of the debt limit: onee in April of last year for £12 billion, and now
for S1x hillion.

[For the record I would like to have you state, as T know the fact to
he, that the 512 billion that you came up here to ask for in April of
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Tast vear eame abont by circumstances over which neither yon nor this
admnistration had any contvol.

Seevetary Kexzeny. D sure that is true, We came into a picture
where the hudget was pretty mueh fixed, We did make substantial ents
in expenditures largely in the defense avea, but in other aveas also,
and we also had proposals on the revenne side, as indicated in the re-
form bill. It turned out there was morve reduction that we had antiet-
pated or wanted,

This is an acewmnlation of authorizations and appropriations over
many vears, and nany of them ave uneontrollable beeause in the Taw
it s a requirement for certain payments, But that does not mean that
we have not been working to bring expendituves under control, and
this i 2 continuous process, It is going to he more dificult ax we go
along,

Senator Jorbax. Tad vou not moved to bring expenditures under
control a year ago or [N months ago, yvou might very well have had to
ask for more than the St2 billion?

Seeretary Kexxeny. There is no donubt or question about that, It
would have been substantially larger by the amount of the cuts,

Mv. Moavo, We ent this hudget for the vear that is ending in a couple
of weeks, by %715 hillion, So owr whole hase would be that mueh higher
had we not done that,

Senator Jorpax. Had you not done that yvou would have come here
April a year ago asking for———

Mr. Mavo., We would have heen back long before this, Senator
Jordan.

ESTIMATING ENPENDITURES AND RECEIPTS

Senator Jownan, Yes,

Now. you may be too optimistic about revenne rveceipts, The Joint
Committee on Internal Revenue Taxation estimates the receipts some
#3 billion less than you estimated in your own ealeulations.

Suppose they are right, what does this do to your planning? Will
thiz send vou back up heve for a further extension in the borrowing
of money/

Seeretary Kexxeny, Well, if you assume that to take place, plus the
lack of congres<ionad action on the receipts side, plus additional action
on the expenditures side agrainst u-, we could w(-h be back here, There
is no asswrance that we won't be back here if these things happen.

If. however, any one of them should happen we would have enough
teeway, 1 would hope, under the contingeney reserve and our cash
balance to get through. It would be possible with adjustments in the
economy and adjustments in the tax taken beeause that is a difficult
thing to measure,

If, on the other hand, as elaimed by some we are not hringing infla-
tion under control, and we have a resumption of inflationary pressures
then, on the contrary, we would have an inerease in receipts over our
estinmates.

So it i w question of estimating what the economy is going to do
andd the tax take, as you said for your experience as a Governor. this is
not an easy field, pavticularlv in a period of transition.

Senator Jornan, Tt is not an easy field at all for the executive
branch to make projections calenlating the performance of the legis-
lative branch. and this is precisely what you have t- do.
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Seeretary Kexxeov. A budget is a plan in any corporation or in
the Government, It represents the programs that are alveady on the
books, priced out over a period of time.

It represents alzo the plans and programs of the exeeutive branch,
cither on the expenditure or on the reeeipts side, o that all can take
ook,

It does not mean that at the end of the year that that happens,
beenuse you have got Tack of complete control, vou have got the legis-
lative and execative to work with, wd onr plan now ix for certain
taxesthat the Congress has not yet enneted.

If they are not enacted onr budget will be short Ly that amount.

If, on the other hand, the expenditures or, as they could well be in
certain areas, are higher, we would hwve a further <hortfall in our
hndget.

Senator Jorpax, Thank you. That ixall,

Senator ANpeErsoN, Senator Fannin,

IMPORTS AND TINS ECONOMY

Senator Faxxiy, Thank vou, Mr. Chairman.

‘\Il‘. S(‘(']'('tﬂl'_\'. 1 kll()\\' yml are \'(‘I“\' ('(lll('('l'll(‘([ :ll)()llt revenues, (‘(Hl-
sidering the great inequities that exist now with the tartl situation
as to our needs and the countries that are importing into our country
tremendons volumes of merchandisxe, can’t we in some way or other
equalize the tarifls on imports to bring about inereased revennes?

IHere we have automotive equipment coming in, I think it was i,
percent, dropping down 1o 3, and we cannot get ears into the countries
that are shipping into this Nation for, T think it is, less than 171,
percent. They ean produce aear at less cost than we ean produce a car,
and thisisiust one instance,

We could apply that to electronic equipment, to aireraft equipment,
to so many other areas, and with what is happening now with Great
Britain shipping tremendous quantitie= of aireraft equipment into this
conntry, isn’t there xone way that we could change that so we could
have inereased revenue from that ouree?

Seeretary Kexxeny., Senator, I anderstand fully the problems here
because T have been working on this problem ahnost continuously for
some time. Tt is not a question of revenue for this country heeause 1
world rather formulate a tax to get revenue in other ways, But it is
a matter of trade, and having the sane consideration for our exports
as others have for us, and we do have some international bodies to be
concerned with, the GATT rules.

Senator Faxzin, Yes, I know.

Secretary Kexzepy. Weare aware of these things,

We liave had considerable discussions with nations that are not per-
mitting freedom of trade as we see it, and in the end maybe something
has to be done by way of quotas or by way of taxes, or some other
thing=. But that is not the kind of a world to build. The kind of a
world to huild, if we ean, 1s one of freedom of money and trade as
between countries, and to liberalize rather than tighten the rules if
that can be done and still protect our interests,

This is a long-vun problem., and one we have got to deal with, and
we are now working country by country.

Senator Faxziy, Mr. Secretary, T realize the tremendons amonnt
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of work that you have done and is heing done, But, at the same time
I alzo recognize that eacl year the situation heeomes nore drastic, and
when we consider our inability to get some of these countries to co-
operate; and they have tartfl as well as nontaritt barriers, and they
are not changing their position, and 1 notice that Gireat Britain, for
instance, went from an inbalanee of trade to a favorable balance of
trade in just a few vears or maybe just the last couple of yvears just
principally on the basis of their exports from Great Britain into the
United States of airevaft equipment or parts and components of air-
eraft, 1 think that this ix becomine 20 serious that we must do
something.

We Dave been prone to abide by the decisions of the State Depart-
ment to the extent that we do not accomplish these objectives that we
have, and there is a tremendous amount of money involved, beeause
if you just take the difference between the amount that we must pay
to get our merchandise in their countries without even the nontarit?
barriers, it would be up, 1 imagine, into the hillions of dellars, the
ditferential there.

Seeretary Kexxeoy, Well, you have highlighted a real problem,
and we are working on it from many angles and, of course, from the
export =ide of this country, not only administrative or nontariff
barriers, but we have problems of finaneing our exports competitively
with others, and we have been working through our Export-Import
Bank, and T think we have had some real suecess there.

I think we have turned the corner in =ome measure. It 1s u little
wearing of rose-colored glasses to =ay that, but the last few months
our trade net has been looking better. Not where we want it. Tt is not
nearly good enongh. 1t might he that Mr. Volcker would like to make
aeonmient here beeause he has been working on this.

Do vou want to give the figures, My, Under Secretary?

Mr. Vorerrr, Well, the trade surplus in recent months has been
running at an annual rate of something over $2 billion as compared
to about S600 to ST00 million in the past 2 vears. So that is a hopeful
sign, as the Secretary has suggested, But it is nowhere near where
it <hould be and where we need it to be, T think, 1n our overall long-
ternyinternational interest.

I am not certain that a strong case could be made that tarift bar-
riers ahroad, thinking purely of tarifis now, ave substantially higher
than tarit! barriers heve. This, of course, has been a subjeet of inter-
national negotintions repeatedly in recent years.

But I am not sure there are billions of dollars there in the sense
of equalizing turitls that now exist.

Senator Fax~iy, Well, the way in whicel the figures have been given
to me wonld indicate there is a tremendous imbalanee and inequity.

IFor instancve, just in the figures I mentioned in automotive equip-
ment would be a good illust ration,

M Vorerer, The situation varvies, of course, from produet to prod-
uct. Seme products are, of conese, higher, and in some theirs ave higher,
and antomobiles may well be a case where theirs are higher.

Senator Fax~xix, Well, electronic equipment, I know the manufac-
turers [ talk to, and T know that Secretary Kennedy has had quite a
number of people after him- —-
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Mr. Voreser. There is no question we have had a great increase
of electronic imports,

Senator Faxyix, T think we just have a serions problem in that
instance, asinother instances.

Mr. Vorekek. T think this is one of the most serious problems be-
fore the Nation, and there is no question that eur competitive situa-
tion has deteriorated,

Senator Fanyiy. Are you gomyr to reconnnend, Mr. Secvetary, that
we at least tey to do something? For instance. T know Tast year we
discussed this matter of giving these special tax privileges to a cor-
poration operating on foreign soil that we do not give to a corporation
operating on _American soil that is exporting to other countries,

Seeretary Kexyenpy We made that recommendation and it is before
the Congress in our so-cailed DISC proposal now, and I would hope
it would promptly be enacted, becanse it will do two things: One, it
will give the xame advantage to the corporation manufacturing in ancd
exporting as it would be by putting a subsidiary abroad and exporting
from there: and another thing, it will help corporations—encourage
corporations te inerease theiv exports and others to go inte the export
business.

I have had some conversation with corporations that ave already in
the export field i a large way, and with this they will, ~o I am told,
put more einphasis on exports from here than increasing a subsidiary
abroad, and that it will. in fact, increase their exports from here,

Senator Faxxin. T know that many of the manufacturers, My, See-
vetary, maintain that if we coukl enforee the laws we now have, such
as conntervailing duties, antidumping, et cetera~-and I plan to intro-
duce legislation in this regard to see 1f we eannot assist you in your en-
deavors to correct some of these problems, Because of our inability to
really perform the function that was intended orviginally under the
statutes, they are =o burdensome that it almoxt makes it impossible
for you to administer the regulatory acts,

Secretary Kenseny. We had a large hacklog of cases, we still have.
We have moved very firmly, and we arve putting additional effort in
that field, and we appreciate your cooperation.

Senator Fan~in. 1 realize that, We do want to cooperate in every
way possible, Thank you.

DEFECTS IN OUR TRADY SPATISTICS

Senator Axpersox. Senator Hansen.

Senator ILaxsex, Thank you. Mr. Chairman.

My, Voleker, could 1 ask a question or two in furtherance of those
posed by Senator Fannin, Did T understaand you to sayv that the favor-
able balanee of trade to which you have just veferred. ix in the neigh-
borhoad of 2 billion for this year?

My, Voreger, It is running at that rate, a little above $2 Lillion.

Nenatol TLansiN, Yes: I do not have the figures for 1970, because
they are not yet available, but referring to 1969, what figure do yon
have to reflect our balance of trade for that year?

Mr. Vorexer. It was roughly 630 milfion, as T reeall.

Senator TTawnsexs. Isthat a favorable balance?

Mr. Vorerer Favorable halanee, yes,

Senator Haxsex. Tt is my understanding that our Government, un-
tike praetically every other govermuent in the world, uses the fnb.
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process for figuring imports. The imports do not take into account cost,
of insurance, and freight,

If cost of insnrance and freight were given full consideration, and if
we were to take into consideration the uid programs which actually
do account for the tinancing of a considerable amount of exports but
which actually do not msu]t in any cash flow back to this country,
along with the expenditure of Publie Law 480 funds, insofar as they
enter into the picture, and if we add to that the travel deficit, we would
come up with a figure which would roughly approximate some 87 hil-
lion deficit : would that be r ight ?

M. Vorckrr, Wi ell. T canmot confirm that precize caleulation, but
there is no question that if you made allowances for the Government
programs and for the travel ‘deticit you would have a sizable deficit.

Senator Hasses. Let us exclude the travel deficit. T am aware of
(lm influence of the travel lobhy, w0 let us exclude that. ‘The informa-
tion 1 have reflects the fact that if we consider this disparity in the
application of CIF concerning imports, and then apply the money that
goes into the aid program, which accounts for a significant amonnt
of exports from this country along with mn&ulermlr Public Law 480
funds and the Government-financed exports, we would come up with
a deticit for 1969 of around $1.4 hillion. Would those jibe roughly with
your figuies?

Me. Vorexker It would not surprise me. T do not have the ealeula-
tion for the \-hanged evaluation.

Senator Haxsen. Well, T just appreciate your response. T think the
only purpose in my raising these questions is to underscore some of
the’ accounting procedures which we use, which really vesult, in my
judgment, in a less than completely awunto, and a Tess than com-
pletely comparable comparison that might be drawn between our Gov-
ernment on the one hand, and other governments with whoni we deal.
on the other.

I wonld hope that the public generally would not be unaware of the
fact that we have the favorable balance of trade which is reflected by
your statement heeause of some contributions that the American tax-
payer makes to international trade in numerous ways and without
whielh we woald not have a favorable halance at all.

T happen to agree with the senior Senator from Arizona that this is
a matter of real coneern. T know it is shared by some in the adminis-
tration, not by all,

Mr. € hairmian, 1 ask unanimous consent that there be entered in the
record at this poiut a portion of the June 12 hearing of the Finance
Committee on the nomination of Samuel R. Pierce, Jr., to he General
Counsel of the Department of the Treasury. The chairman of the com-
mittee eloquently described the defects in our trade statisties and the
implications of those defects,

Senator A xpegsox. Without objection that will be done.

('T'he material referred to follows:)
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U.S. TRADE BALANCE, 1960-59
[In billions of dollars]

AID and Total

Public Law exports less
s D and
Govern-  Public Law
Total Total ment- 480, Total Merchandise
exports, imports, Trade financed financed imports, trade
f.0.b. f.o.b. balance exports exports c.if1 balance
(Y} (8) (C=A-B) (0) (E=A-D) (FH (G=E-F
1969. . 3.3 36.1 +1.2 22.0 2353 39.7 -4,
1968_ . 341 33.2 +.9 2.2 31.8 36.5 —4,
1967. . 3.0 26.9 +4.1 2.5 28.5 29.6 -1
1966. - 29.5 25.6 +3.9 2.5 27.0 28.2 —-1.?
1965 ... .. 26.8 21.4 +5.4 2.5 243 23.5 +. R
1964 .. . .. 25.8 18.7 +7.1 2.7 23.1 20.6 +2.5
1963 ... ... .. 22.5 17.2 +5.3 2.6 19.9 18.9 +1.0
1962 ... 21.0 16.5 +4.5 23 18.7 18.2 +.5
1961 .. ... ... 20.2 14.8 +5.4 1.9 18.3 16.3 420
1960 . ... ... 19.6 15.1 +4.5 1.7 17.9 16.6 +1.3

1C.i.t. imports are assumed to be 10 percent higher in vatue than Lo.b. imports in accordance with Tariff Commission

stud‘y.
2 Estimated by Department of Commerce.
Source: U.S. Department of Commerce.

The Cratryan., Mr. Pierce. this guestion is something that will come before
your Department, which has major responsibilities for protecting the dollar, That
chart shows our halanee of trade as traditionally measured and the way that our
staff fignres we are making out.

If you look at the top cohunn, 1969, you will see that the way we figure it,
we have a trade balance of a minus 244 bhillion. Now, that doex not include our
unfavorable halance in tourist trade. If you add that, that is another minus 82
billion, so we get to a minus 6.4.

Now, furthermore our investors are investing more money abroad than is
being invested here. Foreigners are less happy with the investments they have
wade over here, so they are calling their money back home, and we are spending
i lot of money for military purposes abroad. So, our net balance of payments is
ranning at a minus rate of 12 bhillion a year.

Now, it is my impression that at one time we had about RGO billion of invest-
ments in foreign lands, But this Nation has been frittering all that advantage
away for a great many years, Part of that has ! cen under an aid program, and
part of that has been a trade program where we felt it was to our advantage
to let the other guy win, Of course, some of it ean be acconnted for by wars that
we have engaged in such as the war in Korea and the war in Vietnam, We have
had the administration come in here and give usx a picture, a rosy picture,
showing a whole column of pluses on the foreign trade tield. They conclude that
as a result of this we must do more of the same, but when you add that column
of pluses up. you come down at the hottom with a great big minus of £12 bhillion
a year. That is the way it is standing right now.

What particularly concerns this committee is we caunot keep it up. T have not
checked ont latelr just how mueh more of this foolishness we can engage in
before we dare in sueh bad shape that the foreigners are just going to ring the
bell and put us into an even worse situation than we are now by refusing to do
business with ux. But we have voluntarily frittered away our reseurces in thix
world trade pieture until we just cannot afford to do it any longer.

Bob Anderson, when he was Secretary of the Treasury, came before this com-
mittee --I was a member at the time, T think Senator Anderson was, and I know
Nenator Williams was, He was Eisenhower's Treasurer and he said we cantot
continie to do what we have done with these aid programs. The need for all
this foreign aid and muaking these trades agreements favorable to the other gay
and not favorable to us conld no longer be justified. He explained at that time
that it is extremely difficult to turn that thing around and get it moving in the
ather divection.

He had no cooperation at all from the State Department at that time. Subse-
quently, when Henry Fowler became Seceretary of the Treasury he explained to
me that when you are in as bad a shape as we were on halance of payments and
balance of trade, you were not going to get out of that fix by just negotinting
about it. You haul to take unilateral action in areas where you could control it.
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We have all the powers that we need in the executive branch to do a great
deal about our unfavorable situation. But if we need laws, I believe this com-
mittee would ceoperate. Here is where we stand now. We will have administra-
tion witnesses coming before this committee unless something is done about it,
saying that we have a favorable balance of trade of $1.4 billion and that that
being the case, we must do more of what we are deing so as to increase our
profit because we have a defieit in other areas.

Now, the fact is—look at that top figure, 1969, It is not a plus 1.5, It is a minus
4.4. They are just $6 billion wrong. And, so, if you are losing $4.4 billion a year,
the same logie that would say you must continue more of the same if you are
making a billion tive would say that you must discontinue what you are doing
and find a different way of doing business. .And keep in mind that in the other
area, the tourist movement, we are 82 billion behind in that one also.

Now, just leave out the capital movements. We cannot keep up what we are
doing just in this trade area. So. the thing will have to be turned around and
headed in the other direction.

The State Department does not seem to realize that and that is why they
insist on giving us this misteading information. For example, they take the
wheat that we give away to India and pnt that down as a plus item of perhaps
a billion dollars a yvear, let us say, just to pick a figure. Here is a billion dollars
of giveways. We do not get 1 penny for any of that. It would be better to
dump it in the ocean and better yet, burn it up in the tields—1 am looking at
Clint Anderson, an old Secretary of Agriculture while saying that-—because we
are at least saving the transportation of getting it to the ocean. Pay the farmers
not to harvest it nud we would be better off.

They take that item and put that down as a plus $1 billion. We have got
nothing for that. You have no business counting that toward a favorable balance
of trade.

Then, the easiest tigures to get for trade purposes are the amounts on which
you collected a duty which is colleeted on an f.o.h, basis, So, they take an auto-
mobile on the docks in Japan--or which you ship—or bhetter yet, prior to reaching
the docks, tuke the automobile when it comes off the ascembly line at Tokyo,
before it even reaches the Japanese port, and assess the tariff on the basis of
the value at that poeint, although when we bring it into this country, that item
includes the cost of getting it to the dock in Yokahama. It also includes shipping
it over to the United States and it includes the insurance on the ocean freight.
And that incereases the value of that automobile by 10 percent. That is what
it is costing ux to import the automobile, not the baxis upon which you levy
the tariff.

So, if you look ntt it in those terms—and nearly all the major nations look at it
exactly that way—what ix it costing us? When you look at all the costx, not just
the ports at which we assess the duty, when you erank that into a computer and
include the unfavorable batance in tourist trade, we are £4.4 billion behind.

The foreigner is not going to negotiate his surplus. This defleit on our columns
is where he is making his money. But when we have an overall detieit we can-
not keep this up. People will no longer trust oar curreney if we keep it up much
longer and we hecome a heggar in foreign trade when people invest in their own
countries rather than here, trying to get people to make some trade concessions
with us that they do not want to make.

Secretary Fowler said to me that the only way you can ever get out of that big
a trap is to do things you can do unilaterally. Now, we cannot unilaterally in-
crease our exports but we can unilaterally reduce our imports. With a country
like Japan, they have a trade surplus of $1.5 billion a year with us. We can
tell them one of the two things. Either we are going to have to take less imports
from you or else you are going to have to take more exports from us. With regard
to all these trade agreements that we have negotiated where our State Depart-
ment throws that like sand in our eyes we should look upon that like other nations
look upon it. A country like Japan has uothing to retaliate with us on it. There
is nothing, not a thing we are getting from Japan that we eannot manufacture
for ourselves. No, T would advise you to get that little pamphlet the American
Federittion of Labor has put out. As a matter of fact I will include it in this

ccord. In the first speeches T made on trade, T was in favor of free trade. They

Zound, and I found that whay was supposed to have been a good deal has turned
into a bad deal. When it is that way it ought to be turned around to make it a
good deal.

As 1 was telling you yesterday informally, as long as our representatives come
before this committee and give us misleading facts and make a false presentation
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to us, every time they sit down to a negotiation tahble they are beat before they
start out because the foreigners are going to take their own words and throw
them back at then “Look liere. you yourself say that you are aliead by a billion
five hundred million dotlars a year.” And a fellow cannot very well deny his own
words. So. he is killed right there as far as negotiating a favorable agreement if it
is negotiating we are talking about. And he cannot even justify this Government
doing what it must do.

That is one of the big probJems you will be confronted with, and I would urge
vou to fully acquaint yourself with the way Mr. Mills feels about it. I guess you
saw yesterday how Mr, Burns seemed to feel about it.

Mr. Vornexer, We cannot overemphasize the seriousness of this
from my standpoint, Senator. 1 de not think it rests entirely upon
whether there is a deficit or surplus. Even if we accept the figures
there is a surplus, recognizing there is a Government contribution
here, the surplus 1= not big enough.

This country has other expenditures abroad which must be covered
by its trading and current account position, and they are not being
fully covered now, and it is terribly important that we make further
progress towtard strengthening our trade and total balance-of-pay
ments position.

INFLATION

Senator Haxsex, I appreciate what you say very mmuch.

If 1 could direct an observation to you, Mr. Secretary. let me say
[ want to compliment you, first of ally on the presentation you made
here this morning.

I happen to be one who finds greater merit in the Federal funds
budget than in the unified budget although I recognize, that to some
extent no one single system tells the full and complete story.

Nevertheless. 1 would like to associate myself with the remarks by
the distinguished Senior Senator from Virginia earlier today. 1 think
he was so right m saying that unless we can bring these budget im-
balances into better control than we have been able to do, we are really
fighting a losing battle on inflation.

I recall back in the days of World War I1 when our Government
was making a real drive to sell savings bonds, and a drive I am sure
most Americans joined in supporting, .\t that time there was con-
siderable newspaper advertising given to the Government as well as
radio advertising that this was @ way to help win the war, and it
certainly was, but T recall a Baptist friend of mine after the war
saying he had made an investment in savings bonds to the extent that
he was able to, sometimes even stretching his ability. and he =aid,
“You know, I would have been better off if T had bought whisky.”

From a Baptist that is quite an assertion. But he went on to explain
that really if he filled his cellar with whisky and had turned around
and put it on the market 10 years later he would have been better
oft than he would have been 1if he bought savings bonds because all
he got back was $4, for cach %3 that he invested.

My point is, and it impinges on the observation of, the questions
-aised by, the senior Senator from Delaware, that if we want to en-
courage the sort of savings program that can have meaningful sup-
port, and slow down this inflationary spiral, I think we have got to
give greater assurance than we have so far on two scores: One is
that the investor, the person willing to make a long term investment,
will be paid a rate of interest somewhat more nearly commensurate
with the going rate of interest; and, No. 2, that there will not be an
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escalation in prices so as to result from the dilemma that faced my
Baptist friend when he found after he saved money for 10 years,
and he wound up being able to purchase less with the $4 than he could
have with the $3 that he originally invested in the program.

With that I would just say that 1 know of your deep concern
i trying to get this job done. 1 do hope that we will be able to bring
about, through the etforts that you and others make, a greater public
awareness of the fact that at the root of so many of our problems
is the fact that the Government persists in spending more money than
it takes in.

I think that although we like to point our fingers at others and
say, “You are to blame,” I really believe that the major finger of ac-
cusation must be pointed not at someone else, but at ourselves.

Seeretary KexNepny. I appreciate your comments, Senator.

If 1 may be pardoned to go back to your Baptist friend a littie
bit, and in jest, being a Mormon, I think he would be better off wit
a saving bond because he might have been tempted to drink the
liquor. [ Laughter.]

And he might not have come out quite as well. He might have been
killed in an automobile accident.

But, on the other question, T recall—this is serious, it goes back
to Senator Byrd’s concern——I sat in a very important meeting of the
TFederal Reserve back in the early war. When Dan Bell was the Under
Secretary of the Treasury—>Mr. Mayvo will remember this, T am sure—
and Marriner Eceles, who was then the Chairman of the Federal Re-
serve, had made a statement that sotinded horrible, T guess, that the
public debt would be $50 billion tctal; and Dan B(‘Tl, at this im-
portant meeting. said that when the debt was hitting $10 billion he
conld not sleep nights. Because of his responsibility to the Treasury,
and so on, :m({ his concern as a citizen, he would find himself awaken-
ing in the night and worrying about this increasing debt.

But. he said, once it hit £50 billion he went to sleep and slept like
a baby.

Now, I do not think we should sleep completely when it is escalating
too fast, and T think very serious contiol by the Congress, by the
executive branch, on the expenditures side is important, and if it is
necessary to get the revenue we must face whatever is necessary to get
the revenue to keep us in some reasonable balance.

Senator Haxsex. Mr. Chairman, if T could make just one further
observation, let me say this: We have been holding hearings on the
revisions in the social security program and in medicare and medicaid
programs, These arve programs that are tempting and very useful ve-
hicles for those who want to assert their growing and confinuing con-
cern for all sorts of people, particularly for the underprivileged, and
it is easy to «ay what we are going to do for somebady.

But T suggest that the people who will suffer the most serious injury
from such hypocritical course of action that we persist in taking
are those who need the help most and whose incomes are lowest. I do
not think we are going to be helping anybody to launch programs
that are not financially sound, which propose to extend benefits, but
which will be financed with borrowed money. In the long run those
persons who are going to get caught up first by such a program are
those in the very lowest economic scale. )

Secretary Kex~epy. Well, on that, I think theve is a great need
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for some kind of reform, and the family sccurity plan, as it has been
amended in the long run, I think, will contribute to the benefit of the
people. Surely we will have to get the revenue, whatever is necessary
to take care of this, and that can be done.

Senator A Npersox. Senator Byrd.

WELFARE PROPOSALS

Senator Byrp. ‘Thank yvou, Mr. Chairman.

May T ask the Budget Director this question: Mr. Mayo, the De-
partment of Health, Education, and Welfare has sent to the Congress
a new welfare program that is before this committee now. The cost
will be, in round figures, approximately double the cost of the present
welfare program.

My question to you is this: Do vou think the Government ean af-
ford, at this particular time, to double the cost of welfare !

Mr. Mayo. We have a very serious problem in our welfare program.
Although we are putting quite a bit of money, as you have suggested,
into that program, we do not feel that in its present stage it is an
equitable program. \\lso we do not feel that it gives proper encourage-
ment to the underprivileged who are working but are still in" the
poverty category to get out of their present status.

We need to encourage them in many ways through manpower pro-
eram, and child care centers, Indeed, we need to try to discourage
breaking up of homes. That has been one of the unfortunate attributes
of the present program.

This will require additional money. Because of even greater stresses
at the State and local levels, the major burden must, if we are to do this,
fall on the Federal Government.

As to whether we can afford it, T think the answer is, yes. If in the
process of our need to do something like the family assistance pro-
gram, our need to finance a huge water pollution abatement program,
to meet dozens of other

Senator Byrp. This is not part of the welfare program.

Mr. Mavo. No, no.

Senator Byrn. Let us stick to the welfare program.

Mr. Mavo. Let me finish my sentence, if T may. In order to finance
the great needs that 2re being pressed upon us at this time, we have
to reexamine our position and our revenue structure. I think we have
to face up to just that in order to impress upon evervone in this country
that if we want these things we must pay for them.

L am spiritually with you, Seuator Byrd, that we do not want to get
into the business of thinking: well, we want these things, we do not
want to pay for them, let us just go ahead and increase the debt some
more.

Senator Byrn. T feel that our present welfare system is outmoded,
outdated, needs to be modernized, it must be changed. But. I feel that if
we are going to change it, we want to be sure we change it for the better
and not for the worse.

My, Mavo. Yes, sir: I agree with you.

Senator Byro. T still am concerned as to whether, with the Govern-
ment’s finances being what they arve, and in my judgment we are in
bad shape fiscally, I have considerable doubt as to whether we should
go into a program. a welfare program, that will cost double the present
welfare program. I just wanted to get the view of the budget director
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as to whether, in his judgment, we can afford at this time, or should
at this time, double the cost of welfare,

Mr. Mavo. My opinion is that we have to go ahead with the pro-
gram such as it 1s, Senator Byrd. I am one of those who wants to move
cautiously here. I want to see us develop, just as you do, the best way
of doing this, and I know you do not {ike things better just because
they are postponed. I will say that in fiscal 1971 we are not ready fis-
cally to go into this new program, nor are we ready on many other
grounds, I do not want to see us leap into something where we have
not examined very carefully not only the philosophy but also the
operation of this program.

In the United States, not just in welfare but in so many other areas,
we are perceptive enough to see a problem, which is fine. But then we
tend to stand up and throw money at it and hope that the problem
will go away. This is one of the reasons why the President has felt
so strongly that hie must stress even more the management of the Gov-
ernment in the new office within the Executive Office of the President.
If we do not get ahold of our delivery systems and make them work,
we are indeed wasting billions of dollars of the taxpayers’ money.

Senator Byro. Tet me ask you this question: IHow do you reverse
the trend to the welfare state by increasing the we'fare rolls trom the
10 million persons to 24 million persons? ’

My, Mavyo. Many of the additions to those rolls are purposely in try-
ing to bring in further incentives to those in the poverty areas, to make
it on their own. Through manpower training, we try to give them some
light at the end of the tunnel, not just pay more money. That is why
we are doing it this way.

Senator Bygp. You concur in the figure, though, I assume that the
number on welfare will increase from 10 million to 24 million?

Mr. Mavyo. I am not sure of the 24 million, but our figure of doubling
is very elear in my mind.

Senator Byro. I received a letter from the GGovernor of California
i which he said that under the present welfare system, 8 percent of the
population of his State is on welfare, and if the Finch proposal is en-
acted, 14 percent will be on welfare. Iere again T find it difficult to
understand how we reverse the trend to the welfare state by so sub-
stantially increasing the welfare rolls.

NEW PROGRAMS

Now, let me ask vou this: You have started a new systens whieh, T
think, is a good one, where you list the total for the initiatives in the
upcoming budget

Mr. Mavo. Yes,

Senator Byrn (continuing). Of the 1271 budget, the one we ore
working on now; and then you carry that forward to 1975, which is a
4-year period. :

Mr. Mavyo. Yes, sir,

Senator Byxp. I think that is very helpful.

Now, as I understand it, the initiatives in the current budget, the
budget Congress is now working on, fiseal 1971, will total $3 billion.

Mr. Mavo. That is correct.

Senator Byrn, And these same initiatives will grow to $18 billion
in the next 4 years?

Mr. Mavyo. That is our best estimate at this time. We thought it was
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high time, Senator Byrd, that we not only describe the nose of the
camel but the entire animal.

Senator Byrp, I think that is a very desirable thing to do, and
very important and I, for one, am glad that you have done that,

It does show that in that +4-year period that these new initiatives
will increase, say, 600 percent, from $3 billion to $18 billion and that,
of course, is a very substantial increase and of considerable interest to
the taxpayer.

INTEREST ON TIE PUBLIC DEBT

Mr. Mavo. Yes, sir.

Senator Byrp. May I ask you the figure in the fiscal 1971 budget
for the interest on the public debt, just in round figures?

Mr. Mavo. Yes. The figure, as I recall it, is $19 billion for the fiscal
1971 budget.

Senator Bygp. $19 billion.

Mr. Mayo. Yes. That is what it was when we made the estimate in
January. It is now $20 billion even, I believe, with the revisions we
published May 19.

Senator Byrp. Let me get this straight now. Fiscal 1971 will call
for interest payment of $20 billion?

Mr. Mavyo. T believe that is correct. Yes, $20 billion.

Senator Byrp. $20 billion. What were the interest payments for
fiscal 19707

Mr. Mavo. Let me sec here.

Mr. Voreker. Current estimates, $19,350,000,000,

Mr. Mavo. Yes, that is correct.

Senator Byko. $19.3 billion.

Mr. Vorcxker. Yes, $19.4 billion,

Senator Byrn. What have you for fiscal 19697

Mr, Mavyo. $16.6 billion.

Senator Byro. Fiscal 19681

My, Mavyo., $14.6 hillion,

Senator Byrn. So that in that 4-year period—fiscal 1968 through
fiscal 1971, that 4-year period, the interest on the debt has increased
from $1-£.6 billion to $20 billion?

Mr. Mavyo. Yes,sir.

Senator Byrp. An increase of 5.5 billion or percentagewise in that
short period of time it has increased about 40 pevcent.

Mr. Mavyo. Yes, that is correct.

Senator Byrp. Forty percent in that short period of time.

So am [ correct in this assertion that the $29 billion interest charge
figure in the fiscal year 1971 budget will be the second highest non-
defense item in the budget, the highest being for HIEW?

Mr. Mavo. T think that is a correct statement, lumping it in that
way.

Senator Byrn. And for that $20 billion the taxpayers get no pro-
grams, and they get nothing for that interest payment of $20 billion.

Mr. Mavo. Well, they are paying, in a sense, Senator Byrd, for pro-
grams that they wanted carlier before they could afford them.

Senator Byro. They are paying out in interest charges, the wage
earners are paying out in interest charges £20 billion, for which he
recelves no precise program other than the privilege of paying the
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interest on the debt. That is another reason why I am opposed to these
tremendous increases in the national debt.

THE FEDERAL FUND BUDGET AND THE ECONOMY

Some way or other we have got to get our fiscal house in order
and, in my judgment, it is not in order. The distinguished Secretary,
in discussing it with Senator Miller a little while ago, made this
statement, and correct me if I am in error, Secretary Kennedy, that
the present budget picture is in the right posture. Receipts and expen-
ditures are in about the right balance.

Secretary Kex~repy. That is what I was saying, in general, to
Senator Miller because, in the present economic period of adjust-
ment, it seems to me that the balance between expenditures and
taxes are the net effect of the Government’s operation, which is in,
about in, line. If you try in a very short pertod of time to adjust
the Federal funds budget and putting it into balance, we would be
pulling out of the economy another %11 billion to do that.

That, on top of the other factors, in the economy at the present.
time, it seems to me, would be too repressive, too much of—over
a period of time

Senator Byrp. You are saying, in effect, then, that you are well
satisfied with a %11 billion deficit? .

Secretary Kex~epy, In the Federal funds balance at the present
time. Over a period of time I believe we should be continually
working to bring it better into balance from your standpaint and
from mine so that the Federal side of the equation will give way to
the private side, and that more of the activity could be performed
by the private side.

But you can do that better in periods of inflation. The difticulty
in periods of inflation that we have gone through. as you know,
where the taxes are not a flexible instrument, it is too difficult to
get tax legislation through, it takes too long a period of time, and
when you start, for example, with tax reform we end up with
part tax reform and in part with tax reduction, so that the tax
end is not an easy one.

On the expenditures side, it is a continuous effort, and it is an
effort when we came in oflice, and it will be a continuous effort
to see that every program, every one, provides a service and a need
for the economy, and then you add those up and equate them, and they
should be in reasonabloe balance, )

Senator Byro. 1 must say that 1 am astonished that vou would
feel a budget deficit, coming on the heels of continuous budget
deficits, a budget deficit of $11 billion, is all right.

Secretary KeNNepy. Again we get into the question of the Federal
funds deficit as against the all-out deficit, and the impact. on the
cconomy  from the standpoint of the total is not $11 billion but
$1.8 billion, which emphasizes the problem we have in taking one
single measure which does not measure the total effect. We leave
out the trust funds, and you are leaving out a very large part of
the Government’s operations in the cconomy. )

Senator. Byrp. Senator Williams just "complimented you on not
bringing in the wnified budget concept in your original statement,

and I was prepared to join with him in that regard. But now you are
bringing it in.




62

Secretary Kexxepy, Well, T feel we must when 'you put the effect
on the economy. When you take it from the standpoint of the debt
and from the standpoint of what the Congress can understand with
respect. to expenditures and tax measures, then I would go back to
the Federal funds budget.

Senator Byrp. Anyway, the best I can figure you feel that a $11
billion deficit is satisfactory under today's conditions, and I must say
I cannot agree with that.

Then you project next year a $10 billion deficit which, in my judg-
ment, will be substantially higher than $10 billion.

CORPORATE PROFITS ASSUMPTION FOR 1971

I would like to explore for a moment with you or with the Budget
Director, either one, your corporate profits assumption of $89 billion
for fiscal 1971.

Is it correct that corporate profits in the first quarter of 1970 are
now estimated at $85 billion?

Secretary Ken~epy. The first quarter figures; that is correet, Sena-
tor. The $89 billion that we have was made in the early part of the
year when we were taking a look at the economy on the basis of pro-
jections we had.

Senator Byrn. Have you revised that figure downward?

Secretary KenNepy. We have not at this time. We will have the June
tax figures in before long. Part of the roughly 3 billion revenue re-
duction that we are experiencing will be through the corporate end.
There has been a change in pattern of payment, probably based on
the corporations basing their payments on their first quarter earnings
which they are entitled to do under the law.

Our people are taking a look at this, and I suspect after the returns
are in for June we will take a careful look to see whether we will make
a change. ‘

Senator Byrp. Well, the estimate of a $10 billion deficit for fiscal
1971 is based on the

Secretary Kex~epy. Current figures; yes.

Senator Byrp (continuing). The current figure of $89 billion?

Secretary Kenxeny. That is right.,

Senator Byro. So if that is off the deficit will be inereased by 50
percent of whatever that is off.

Secretary Kenxepy. That is precisely right.

Senator Byrn. Do you have any reason to feel that the corporate
profits level in the second quarter will be any better than the first
quarter?

Secretary Kexyepy. T do not think the second quarter will be, from
the figures I see. I think that there is a good chance in the third and
fourth quarters they will pick up.

Senator Byrp. It would have to pick up very substantially in the
third and fourth quarters in order to approach that $89 billion figure;
would it not?

Seeretary KexNeoy. There would have to be a substantial pick-
up, that is correct. There could very well be a shortfall in corporate
revenue in the fiscal year.

Senator Byrn. Iiven apart from the corporate profit levels, if we
are to realize the income ]evels for the calendar year 1970, doesn’t one
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or two things have to occur, namely, either a general upturn almost
immediately, or substantial inflation toward the end of the year?
One of those would necessarily have to occur.

Secretary KeNNepy. Our individual income receipts are pretty much
on pattern. The question is largely in the corporate field, and in the
corporate field I feel that the question will be resolved fairly soon,
in which case, if the corporate income is down, and we have a sub-
stantial shortfall there, then I think we have to take a look at what
we do on other expenditure cuts to offset that.

The question of revenues to replace it with revenue changes.

Senator Byrp. You feel the total personal income will be about
on target with your estimate

Secretary Kexxepy. That seems to be holding very well.

Senator Byrp. Thank you very much, Mr. Secretary.

Thank you, Mr. Chairman.

Senator ANprrsox. Senator Williams.

37 BILLION CASIH BALANCE

Senator Wirnrass. Mr. Chairman, I just have a couple of ques-
tions here.

The purpose and need of this inerease in the national debt at this
time is to finance the projected deficit for the next fiseal year, is that
not true, that is, on the Federal funds basis?

Secretary Kex~epoy. That is right, Senator. It is a question of in
getting the total amount, that we have in the debt limit to have it on
a basis of the total deficit in the Federal funds, plus a pattern of ex-
penditure and receipts because, as 1indicated, we have peak debt. and
n the later March-carly April period, we have a very extended period
of almost peak debt beginning in December and going on through.

Mr. Voreker. Just to add to that, a portion, roughly a third, of
this increase in the debt ceiling would simply be to restore operating
leeway in the cash balance and in the reserve for contingencies.

Senator Wirriams, The leeway is $7 billion. Why do you need that
extra $7 billion when the debt was increased enough last year to take
care of this same contingency with short-term funds, and it was $12
billion last year?

Secretary Kexxzeny. We have, Senator, been assuming a smaller
cash balance than in fact takes place and is necessary. The $4 billion
cash balance that was considorm{ the reasonable amount in connection
with the figure of the debt limit, figuring the debt limit, turns out to
be on the average too small. )

In the first place, it was fixed at a time when the total Government
expenditure was at a much lower level, and it gives us enough to take
care of a very short span of time in our total expenditure figure.

No corporation, no business or anything else could operate on this
minimum of cash balance as we have because there are periods when
tax receipts come in that increase our cash balance up to a fairly large
size, and that goes into the average, and then there are other periods
when we get down to periods where we have to operate almost. with too
little money in the till, and go to Federal Reserve and borrow over-
night to take care of our needs.

We would like to operate with a minimum eash balance, but there



64

is a very touchy, dangerous thing here because if you get it too small
you cannot get into the market to finance quickly enough to replace
ity and you are in real difliculty.

Senator Wirrtanms, Well, both as an individual and as a small busi-
nessman, we always liked a good, sizable cash balance. But when we
were borrowing money at 8 pereent, we never inflated that balance.
We have been aple to operate in the last 8 months with that average,
and I am wondering whether it is advisable to give you a couple of
billion more for a cash balance.

Secretary Kexxepy. We do not pay for it unless we need it. We will
operate with a minimum cash balance anyway. We have many un-
certainties in the picture, as T indicated.

Senator Wirrrays, The reason I asked this question is the thought
has been advanced that this was a way of pumping a little extra
amount into the economy by increasing our cash balance; is that one
of the factors?

Mr. Vorexer. You may want to glance at table 2 attached to the
Secretary’s statement which shows as a proportion of expenditures
ash balances have been declining steadily and rather drastically to
the point that while we do carry an average of about %5 billion, some-
times bigger it only covers about 1 week's expenditures.!

THE DEBT RELATED TO GNP

Senator WiLriams. Well, T appreciate that. And, of course, relating
them back to some other figure is sometimes misleading.

For example, I noticed in one of these charts you furnished a gross
national product in 1960 was %503 billion, and 1n 1969 it is $936 bil-
lion, and then relating the debt to the gross national product it shows
that in 1960 it was a ratio of 58.9 percent of the gross national product,
and it i1s down to 39.9 percent now.

Do you think that really tells us anything, though ¢/ Does that indi-
cate we are in a better financial position? Don't you think that is
slightly misleading?

Secretary Kexxeoy. Well, in relation to GNT it tells the arithmetic
relationship, there is no question the figure are there,

In relation to our receipts and expenditures in the Federal budget
and the current econoniic situation, it does not tell the story. You
have to look at.it from a different point of view.

Senator WrLLrasms. T was just thinking of the Penn-Central situa-
tion. Their total debt as a percentage of the gross national product in
1960 was substantially higher than it is today, yet they are ending up in
a little bit of financial difficulty, even though on that same line of
figuring they are in a much better financial position. So I just raise
that point to indicate that a man can go bankrupt on that type of
figuring if he does not look somewhere else, can he not?

Secretary KexNepy. That is precisely right. A shortage of cash when
you have asset. values can do it, too, !

Senator WiLtrams. I am wondering why it was presented. At first
glance, it indicates we are really making progress, but. we are making
progress out the back door into bankruptey if we are not careful. 1
mean, they do not tell us anything.

1 See . 0.
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Secretary Kexnepy. They give us a relationship between the public
debt and GNP, and for whatever use reasonably can be made o} that.
These figures were submitted not. from our standpoint of advocating
a change in the debt. limit because the facts required them; they were
given in response to the chairman’s request.

SUSPENSION OF TAX CUTS LIKELY

Senator WirLiays., One other question, and I ask this one with full
recognition that all of our hindsight is better than our foresight, that
is understood.

But looking back, do you think it was a mistake in last year’s tax
cuts?

Secretary Kexneny. Well,y I felt at the time, Senator, that the tax
reduction in the reform bill went too far and, as you know, we made
a last-ditch effort to cut that back, and did to some extent, but not as
much as many of us would want.

The total package was approved largely because of the necessity to
have tax reform. I think it highlights the problem we will be going
through with respect to the budget for next year, as to where we have
to replace or to do something about that.

Senator Wirniays, We are confronted with a situation where tax
reductions are triggered into effect with the coming of the next couple
or 3 years,

Secretary Kex~Nepy, That is right.

Senator WirLiayms. Do you think we can afford those tax reductions
or do you feel there is a possibility you are going to be in for a sus-
pension ¢ What is your feeling ?

Secretary Krxxepy. My feeling is not only a possibility but there
isa likelihood.

Senator Wirniasms, Did you say “possibility 27

Secretary Kex~xeoy. There is a likelihood because, as T have looked
at the expenditures side, and T have not seen the budget because they
are starting on analysis, but I think we have got to keep a reasonable
balance from the economic standpoint and from the financial stand-
point, and unless those figures turn up in the final analysis so that
that balance is there, I think we either have to make further cuts in
expenditures or we have to take a look at the revenue side.

EXPENDITURE CEILINGS

Senator Winniams, Mr. Mayo, last year when the budget was first
submitted by President Johnson, what were the projected
expenditures?

Mr. Mavo. $195.3 billion.

Senator WiLriays. That wasby President Johnson ?

Mr. Mavo. Yes.

Nenator WirLrays, What was the projected expenditure after the
Congress and the President had revised it ?

Mr. Mavo. The projection that we put in the January:

Senator Wirniayms, The so-called ceiling we put on it.?

Mr. Mavo. There was a ceiling of $191.9 hillion plus an allowance
of $2 billion for errors in estimating uncontrollables,

Senator Wirnrays., $192.9, wasitnot?
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Mr. Mavo. $192.9 billion was our figure. The Congress saw fit,
though, in imposing the ceiling to cut that by $1 billion,

Senator WirLLianms. Yes. What are the expenditures projected as
of thistime?

Mr. Mavo. $197.9 billion was our figure in the new February budget,
and we have revised that to $198.2 billion as of May 19.

Senator WirLiayms, Then, in spite of all the projected cuts on the
part of both Congress and the administration we are going to end up
spending about $£3 billion more than was projected when the original
budget submitted by President Johnson came out.

Mr, Mavo. That is right, in spite of our cutting of $714 billion out
of that budget at the executive level.

Senator Wirrniams. You anticipated my next question. If cutting
$71% billion resulted in an increase of expenditures of %3 billion, don’t
vou think we are fortunate we did not cut it more?

Mr. Mavo. Well, the things that went up were either because of the
way Congress looked at things differently from the way we looked
at them, or because they reflected uncontrollables again like social
security benefits which ran higher. And 1 can go right down the line.

I think we can be thankful that we cut £714 billion. If we had not
done that we would baeven more skyward than we are.

Senator WiLLiays, Aren't a lot of these cuts that ave put into effect
by both the executive and the legislative cuts from a projected figure up
in the air somewhere, and then we spend less? T will cite an example.
I remember how President Johnson used to cut the number of em-
ployees, Each vear he would cut them by 25,000 to 30,000, and it later
developed that he planned on adding 75,000, so if he only added
30,000 he said he eut. them by 45,000,

Hasnt that been pretty much the sort of cuts that we have had
in the last few vears—just as we cut $71% billion last vear in the
budget  We ended np spending £3 billion meore now. Haven't we
got. to have an ironelad ceiling/ This is what T am getting back to?

Mr. Mavo. We had some real euts, The Defense cut was a real
one, despite the debate that still goes on as to whether we are going
to make that figure in the 1970 budget, or not. We are making it.

T believe if yon go back and tabulate just what those individual
cuts were, they indeed were made. It is just that we had more than a
$10 billion overrun as a result of the actions or inaction of the Con-
gress. In things like the postal rate increase which, indeed, was pro-
posed by President. .Johnson a year and a half ago, we have not gotten
it yet.

Also in uncontrollables we just have been unable to make as good
an estimate as in hindsight we should have.

I am glad to say that in the present revisions we even found one
of those uncontrollables, namely, medicare, that we had overestimated,
for a change. We were quite surprised, too, but it does happen.

Senator WirLiays, This next question has nothing to do with the
debt limit, and if you are not in a position to answer it T will submit
it later, but 1 just thought since you were here I would ask it.

There isa bill recently reported on the Senate Calendar dealing with
the so-called Alaskan claims. I understand they would pay about $1
billion in ¢laims to the Alaskan natives. ) '

Mr. Mavyo. Yes.
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Senator WirLians, Does the Budget Bureau approve of that bill?

Mr. Mavo. We approved the idea of going forward with the settle-
ment of these clains, some of which have been overhanging for some
time. I do not recali, and 1 could be in error in t]ns. but I do not
recall approving a bill with a figure that specific in it. If T am in
error [ will correct it for the recor (l if 1 may.

Senator W 11 r1aMs. [ wish you w ould give usa letter onthat,

Mr, Mavo. I would be glad'to,

Senator WirLians. 1 do not mind approving the idea, it does not
cost anything, but there is an item there, two items, of $500 million
each, and $1 billion goes beyond an idea. I would like to know whether
you approve of that or not,

Mr. Mavo. Yes, it does,

Senator Wirrrams. Because I understand the bill won’t just pass
with the idea : it is the money that they ave after.

My, Mavo. We have too many ide: s, too little money, Senator,

Senator WiLrtaxs, T would like to know if you approve of the $1
billion feature of the bill,

My, Mavo. I will give youa note on that,

Senator WirLiays. You will give usa letter?

Mr. Mavo. Yes,

Senator Winniays, No further questions at this time.
(A response from the Burean of the Budget follows:)

ExEcuTiveE OFFICE OF THE DPRESIDENT,
BUREAU oF THE BuUDGET,

June 23, 1970.
Hon. RusseLL 3, LoNg,

Chairman, Finance Committee,
U.S. Senate, Washington, D.C,

Drar Mg, CirairMAN : Senator Willinms, during a Committed meeting June 18,
1970, asked whether the Budget Bureau approves the $1-hillion feature of 8. 1830,
the Alaska Native Claims Settlement Aet of 1979, as receatly reported by the
Senate Committee on Interior and Insular Affairs,

The £1 billion feature of 8. 1830 referred to is payments for the Alaska natives,
made up of (1) £300 million from the general fund of the Treasury to be paid out
over a 12-year pum(]. andg (2) $500 million to be paid only from a two-percent
share of income from oil and gas leasex on Federal lands in Alaxka.

These amounts are in excess of those recommended by the Administration, The
Administration proposal was designed to be, and we believe is, a fair and generous
one. The Administration proposed, in addition to Iand grants, a money settlement
totaling $300 million to be paid out over a 20-year period. The Administration con-
sidered a scttlement mmade up wholly or in part of a share of leasing income hut
rejected it in favor of the specitic $300-million award which the natives would be
certain to receive,

We continue to regard the Administration proposals previously presented by
the Secretary of the Interior as fair and generous, as we believe they should be.
The Burean of the Budget would continue, therefore, to support the settlement
recommended on April 29, 1970, by the Department of thie Interior.

Sincerely,
James R, SciresiNger, Aeting Dircetor.

Senator Axprrsox. Thank you very much. We will recess until 10
o'clock Tuesday morning when we will meet in executive session,

Thank you.

( lhmvupon, at 12:55 p.m. the hearing was adjonrned, 1o reconvene
Tuesday morning, June 23, 1970, at 10 a.m.)
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