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I'IIRO 8410

CONTINUATION OF PRESENT TEMPORARY 8465
BILLION DEBT LIMIT

THURADAY, JUNE R1, 1870

U.8. Senate,
Commrrree oN FINANCE,
\ Washington, D.C.

The committeo mot, pursuant to notice, at 10:30 a.m,, in room 2221,
I)!rklr:ﬁn Senato Offico Building, Senator Russell B, Long [Chairman],
wesiding,

l mel{xt: Sonators Long |‘gpmaidim:;), Benneott, Curtis, Dole, Pack-
woaod, Roth, Hartke, Ribicoft, Byrd, and Mondale.

The Crralnsan. The Committeo will como to ordor,

Pormit mo to explain the delay in starting the session, There was n
rolleall vote in the Senate and the Members had to record them-
selves on the rolleall before they could turn to the committee’s
deliborations,

The committee today i considering IT.R, 8410, a bill to proivde a 8-
month extension of the present temporary debt limitation,

'The debt limit is composed of two parts: A permanont 8400 billion
limitation and a temporary additional limitation of 65 billion, which
ox*)}roa on June 30,

nless the temporary limit is extended the debt limit will drop to
its permanent level of $400 billion on July 1,
n June 15, the debt subject to the limit was $450.1 billion,

Our Arst witness today will be the Honorable George P, Shultz
Secretary of the Treasury, nccompanied by Roy L. Ash, Director, o
the Offico of Manngement and Budget. :

Boforo wo start I'd like to include o copy of the bill, H.R, 8410, and ,
the committee's pross release announcing these hearings, -

[The material referred to follows:)

(1
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;m cmﬁg"nss Ho R- 8410

IN THE SENATE OF TIIE UNITED BTATES

June 14,1078
Road twice and referred to the Committes on Finance

AN ACT

To ‘continue tho oxisting temporary increase in the public doht
llmit. through November 80, 1678, and for other purposes,

1 ~ Be it enacted by the Senate and House of Representa-
2 tives of the United Stales of America in Congress assembled,
,'3, That seotion 101 of the Act of October 27, 1973, providing
: 4 forp temporm"y(inoronso in the publio dobt limit for the fiscal
y'ear onding June 80, 1973 (Public Law 92-590), ls
amonded by striking out “June 80, 1978" and inserting in
liew tlu;reof “November 80, 1978”.

8£0. 2. Tho last sentonce of the sccond paragraph of the

o> =

firgt,_soction of the Second Liberty Bond Act, as amended
10 (81 U.8.C. 763), is amonded to read as follows: “Bonds
11 authorized by this section may be issued from time to time
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to the public and to Govornment accounts at a rate or
rates of intorest oxcoeding 4 por centum per annum;
except that bonds may not bo issued under this soctlon to
tho publio, or sold by a Governmoent account to the publie,
with a rate of interest oxcoeding 44 'por contum por annum
in an amount which would cause the faco amount of bonds
fssued under this soction thon‘L.old by the publio with rates
of intercst oxcoeding 44 per comtum per annum to exceed
$10,000,000,000.” A

8x0. 8, () Scotion 22 of tho Sccond Liberty Bond Act,
as amonded (81 U.8.0, 7670), is amended by adding at
tho end thereof the following now subsection:

“(j) (1) Tho Scorotary of the Treasury is authorized
to preseribe by rogulations that checks issued to individuals
(other than trusts and ostatos) as rofunds made in respect

. of the taxes imposed by subtitle A of the Internal Revenue

Codo of 1954 may, at tho time and in the manner provided
in such regulations, become United States savings bonds of
sorics B. Excopt as provided in paragraph (2), bonds
issued undor this subsoction shall be treated for all purposes
of law as sorics B bonds issued under this section, This sub-
section shall apply only if the claim for refund was filed
on or before the last day preseribed by law for filing the
roturn (determined without oxtensions thereof) for the
taxable year in rospect of which the refund is made,
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“(2) Any check-bond issued under this subseotion shall
boar an lssuo dato of the first day of tho first calondar month
boginning aftor tho close of the taxablo year for which issued,

“(8) In tho oase of any check-bond issued undor this
subsoction to joint payees, the rogulations prescribed under
this subsedtion may provide that either payce may redeom
tho bond upon his requost.”

(b) The amondment made by subsection (a) shall apply
with respect to refunds made aftor Decomber 81, 1878,

Passed the House of Ropresentatives June 18, 1978,

Atbost: W. PAT JENNINGS,
Olerk,



ERESS RELEASE
YOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
June 14, 1973 UNITED STATES BENATE

2227 Dirkeen Senate Office Bldy,

LINANCE COMMITIEK. 2 NNOUNCES HEARING ON THE PUBLIC DERT

The Honorable Russell B, Long (D), La.), Chairman of the
Committes on Finance, announced today that the Committes will hold
s one-dsy hearing on W_%.’on Hi R, 8410, »
bill to extend the present temporary celling of $468 billion on the public
debt through November 30, 1978,

The Chairman sanounced that this legislation should be passed
before Juns 30, 1973, because at that time the permanent debt limit of \
$400 billlon would go into effect, significantly below the current out.
standing debt of the Tressury Department, The debt on June § was
#4582, 9 billion,

Zhe Honorabls Qecrge P, Shults, Secretary of the Treasury,
will be the principal witness for the A dministration, He will be ac.
companied by the Director of the Office of
Maoagement and Budget,

The hearing will be held in Room 2221, Dirksen Senate Office
Bullding and will begin at 10100 A M,

~WBibaequently changed to June 21, 1973,

NP o.M



»t

“liberalizes the £10 billion allowance

| 6

The Cuamratan, Mr, Shultz, we are ploased to have you. I would sug-
gost wo have your statomont and Mr. Ash's statoment in full before
wo intorrogate you and Mr, Ash about this matter. That might make
it possible to move nlong more expeditiously, -

STATEMENT OF HON. GEORGE P, SHULTZ, SEORETARY OF THE
TREASURY, ACOOMPANIED BY HON. ROY L ASH, DIRECTOR,
OFFICE OF MANAGEMENT AND BUDGET, AND PAUL A, VOLOKER,
UNDER SEORETARY FOR MONETARY AFFAIRS

Secrotary Suvurz, Thank you, Mr. Chairman,

Members of the committee, L also have with me Mr, Paul Volcker,
Under Sccrotary of the Treasury, whom you well know and who is in
charge of this area within the 'I'reasury.

You have before you IR, 8410, which embodies the House action
in reaponse to our request for an oxtonsion of the temporary debt coll-
ing and othor matters, This bill meets our minimum requiremonts for
the period immediately ahead, However, I must omphasize that it docs
not provide normal oporating margins, and makes it certain we shall
:\}:ﬂio( to ;‘eturn to the Congross on this mattor again beforo the close of

8 gossion,

The gment temromr debt limit expires on June 80, 1078, The
debt subject to limit on that date will be about $460 billion and, there-
fore, greatly in oxcess of the permanent ceiling of $400 billion, Thus,
con!n'essloxml action on a new debt limit must be completed bofore the
beq‘nnin of the now fiseal year on July 1,

he House committeo felt strongly that it would like another op-
portunity to review the budqet, our debt projections, und the economic
outlook before providing n debt limit for the whole of fiscal year 1074,
Accordingly .R. 8410 would merely continue the presont temporary
debt Hmit of #4656 billion until November 80, At or before that time,
an_increase in the dobt limit to a higher figure will be required.

While we have no objection to returning to the Congress at n Inter
date for n higher coiling, table I attached, which reflects our debt pro-
jection for the coming fiscal year, suggests oxtension of the temporary
coiling through November at the current level may well greatly com-
plicate our cash and debt management operations both in August and,
even more severely, November,

The tight situation in parts of August and November, implying
maintenance of cash balances below a prudent level and without a
margain to cover nny extraordinary developments, will be managenble
only through firm action to hold the rate of edorn] outlays at or below
tho rate of expenditure implied in the £208.7 billion o:g,mndimm totnl
called for in the President's budget for fleeal yoar 1074, I boliove, in
ndoptin(f[ the bill before you, the House committeo wns aware of, and
aceopted, this implication of the action, ,

Tn addition to extending the tom})orm'y debt limit, ILR, 8410 also

or the issuance of Treasury bonds
with an interest rate in excegs of 414 percent provided in 1071, Spe-
cifieally, H.R. 8410 provides that such higher interest rato bonds held
by Government accounts, including the Federal Reserve System,
would not ba counted against the $10 billion figure,
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Under the present law, ns shown in table II, we have issued ap-
groximntel «4 billion of bonds with interest rates ranging from
14 porcont to as much as 7 percent. Consequently. the authority re-
majning to us had been reduced to $1.8 billion, Government accounts,
including the Foderal Reserve Syatomhcurrcntly hold #8.9 billion of
(

theso bonds. By excluding these holdings from the allowance, the

offect of ILR, 8410 would be to incrense our remaining authority to”

issuo bonds to the general public to np{n'oxlnmtoly #5.6 billlon,

‘This amount will he adequate for the timoe being, Consequently,
while we would have preferved removal of the ceiling entirely, the
Eouso provision is acceptable,

The House provision will also allow us to resume issuance of long-
torm securities to the trust funds. ‘This was the usual practice for most
trust funds before the 414 percent intercat rate ceiling restrieted our
ability to issue bonds, Over time, we would plan, under the House bill
to restoro a more balanced rolationship between the maturity of the
investmont portfolios of the trust funds and their foreseeable noeds
than has been possible in recent years,

' Finally, ILR, 8410 provides for authority to issue a so-called chock-
bond in payment of personal income tax refunds if that action should
bo doetermined to be desirable in future years, Such a “check-bond”
would enable an individual either to cash his refund promptly, as at
present, or—by retaining the refund check—to pormit interest to ac-
crue in the snme amount and manner ns with a series 14 snvings bond.

I beliove thore is considernble merit in catablishing a chock-bond
system now for future use. Wo anticipate, under present procedures
a continuing high and growing level of tax refunds, The check-bonc
procedure offors a convenient means for encouraging saving of a
portion of the refunds by taxpuyers and for nssisting in a more orderl
managemont of T'reasury debt and cash, I look on it as one small addi-
tional tool in the kit of flscal measures that might be brought to bear
in appropriate circumstances,

o also asked the House committee to eliminate the celling on E
and H savings bond rates, Tho in'osent‘ law in that respect, a8 it has
been interpretod on the floor of the Congress, is not adequately clear
as to (zur ability to pay any rate above the current figure of 514
percent,

Wo have no presont plans to raise Savings Bonds rates, but we
wanted this additional floxibility to assure our continuing ability to
offer a fair return to savors in this program. In the past when savings
bonds rates have been increased, they have beon increased only after—
and somatimes long nfter—rates pnid by private savings institutions,
as woll as open market rates, have incroased. We have no intention
of leading interest rates higher through changes in Savings Bonds
rates. However, wo believe the Savings Bonds rates must be main-
tained at rensonably competitive lovels without oxcessive lags, thoreby
assuring millions of small savers a fair rate of return,

There are now more than $59 billion of savings bonds outstanding.
This program ig a fundamental and stable part of our debt manage-
ment program, We want, as I am sure the Congress wants, this pro-

ram to continue to serve the needs both of the Government and of

e public in a fair and equitable way.

-
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The House committee indicated it would take this question up agnin
when the debt limit again comes under consideration. In the light of
that intention, we will not press the matter now.

As the committeo is aware, the debt limit must be high enough to
cover both sacuritios sold to the general publie~—ineluding the Federal
Reserve—nnd securities accumulated ¥ the trust funds. The not
amount of seourities sold to tho goneral public reflects broadly the
sizo of tho defieit in the unified budget, The securities sold to the trust
funds reflect brondly the surplus to such funds, Tnken togethor, the
defleit in the unified budgot and the surplus in the trust funds is re.
flocted in the Foderal funds portion of the unified budgot—that is the
{un(:zo that the Government administors as owner rather than ns

rusteo.

In the 2 fiscal muu ending Juno 80, 1078, tho unified budget defleit
will amount to about $41 billion. In tha same perlod, the cumulative
trust fund surplus will amount to about $16 billion, As a result, taking
into nccount changes in the cash balance and other factors, public
z’lﬁb: uocinr(lltlea will have inerensed by approximately 860 billion over

at period,

Log?dng ahead to flscal 1074, wo now anticipate a unified budgot
defleit of onlf £2.7 billion, Howovar, the surplus in thoe trust funds, for
which wo will"also need to provide public debt securitics, is rising
by an cstimated $10.1 billion, Those two figures togoethor, making a
total of $18.8 billion, are roflected in the Federal funds defieit, That
is why wo asked the ITouse committeo for a $20 billion incrense in
the tomporary debt 1imit for the full fiscal yenr,

I want to emphasizo as strongly as T can, in the light of our overall
economic and Hacal position, the need to achiove and maintain the
near balance in the unified budget we now foresee, Tho doflcits in the
unified budget during the past 2 years were brondly a roflection of
slack in the cconomy, Some deficlt in the Federal budgoet was ap-
propriated to help stimulate production and employment.

ow that we aro nearor full employment and c(:}mcits utilization
output, restraint is necossary, and we welcome and need the return
to & balanced position. In reos‘g‘onse to tho growth in incomes, receipts
are oxceeding our carlier estimates, and with firm control on ex-
penditures, the remaining small defleit in the unified budget now
projected for fiscal 1074 could woll be eliminated,

As shown in the detailed figures in the Mid-Scssion Review, which
was released on June 1, and which is summarized in tables attached
to my statement, the improvoment now anticipated in both fiscal
1078 and fiscnl 1074 is tho result of higher than previously anticipated
:%x rﬁcelpu, with higher incomo tax receipts accounting for most of

o changes,

For tﬁsls years taken togoether, individual income tax recoi,im
have beon revised upivard by alfout $8 billion and corporation in-
come tax receipts have been rovised upward to 87 billion, Social in.
surance taxes and contributions also have been rovised upward by
over one-half billion dollars and other receipts—excise taxes, customs
duties, and so forth—are up by 8114 billion, Thus, in total, receipts for
the 2 flscal years taken together are now estimated at $17 billion more
than was estimated in January.
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Wo welcome these inercased receipts, and the resulting decrease
in tho unified deficit, because the budget, as planned, is now exerting
more restraint on tho economy as the economy moves toward full po-
tential output, thus reducing inflationary pressure and also the Gov-
ornment's borrowing requirements. I would note that the “full-em-
ployment budget,” which eliminates from the caleulation the offects
of olyclicnl economic developmonts nnd shows what the results would
be i? the economy were nt “full employment,” has moved from a
slight defieit to n small but significant surplus, This is entirely ap-
propriate under present circumstances,

hile T welcomo thesa shifts in our budgetary oxpectations, I also
recognize that part of the hi;{hor recoipts reflect the oxcessive pace
of inflation in the economy. T mako this point to reemphasize the
Prouing need—which both the administration and the Congross
nco—~to exorcise restraint over Federal outlays. The buoxnnci in
revenues cannot be a basis for relaxing in any way the need to hold
expenditures to the figures specifiod by President Nixon in his budget
momﬂ? in January; that is, $240.8 billion in fiscal year 1078 and
$208.7 billion in fiscal yonr 1074,

As one with responsibility for the sound financing of the Fedoral
Government. I applaud wholoheartedly the afforts by many Membors
in both Houses to find an effective basis for exerting responsible con-

ressional control over the outlay totals. The control of outlays has
come, as it should be, a joint and cooperative effort of the adminis-
tration and the Congress, The overwhelming need for success in this
joint effort should spur us all toward finding a workable approach.
"Thank you, Mr. Chairman,
[Attachments to Mr, Shultz’ statement follows ]

TABLE {.~ESTIMATED PUBLIO DEBT SUBJEOT TO LIMITATION FISOAL YEAR 19744
{fn biltions of dollers)

Wi
o B R

i

1 Based on Estimated Budget Outiays of $268,700,000,000 and Recaipts of $268,000,000,000,

BEST AVAILABLE COPY
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\ TABLE 1).~USE OF $10,000,000,000 AUTHORITY
Current holdings
! Mg&umy Tola mlm :"
Coupon (e Yiel amoun L
Istue date porcent mont pargen 1] Private aocounts

“ e a

i | w o a B
AT

it msa s tms i rais ctmmy cwia - 8
Yol . v e " 4, 4n 3,908

J z:l’d {0 individuals in amounts of $10,000 or less.
2 Honcompatitive subseriplions were ascapled from individuals and others for amaunts up to $280,000,
Source: OMce of the Secretary of the Treasury, OMee of Debt Analysis.

TABLE 111.~UNIFIEO BUDGET RECEIPTS—OQUTLAYS AND SURPLUS OR DEFIOIT (~)

|in biltions of dolisrs}
Fiscal yoar 1973 Fisoal yoor 1974
oh I'I‘i 4 Chonge o I”O‘l:
Jon Jan ’ Jon Jany

O T TR .""i" wllnd ot e

e | ' I L. A Dt B I 5

Deficit (=), =24.8 +s T T T R T I X

1 Loss than $50,000,000.
Note: Figuies are rounded and may nol necessarily add lo tolals.



TABLE V. —CONPAMISOR OF FISCAL YEAR 1523 RECEIPTS AS ESTUMATED I JANUARY 1573, SAY 1SV, AND CURRENTLY

P billions of dallen]
Choage oom Jamuary 3973 budget Change fsom sy cstimain
Janussy Econsmic and o ey 1193 Gcomamic snd 3 Cumvest
sosslimete  lagniitios Tetal afimsls osathasle  Legohins Tatnd cslimate
+2.8 +2.8 m.s +16 . +16 me
20 +28 k%) +.5 +.5 xe
586 -3 . -3 %3
.4 +.4 s . . 57
17 . 37
ne +.1 N 8 %1
+.8 +.4 50 -~ S.e
+2 . +.2 B2 i e emeeeeimemaicaamemn aeeman 32
-1 -1 EX ] +.2 t-82 S 39
+5.0 450 e 22 -2 +2.0 e
LIS S LIS
"9 95.9
"3 R "3

Sowsce: Qlice of the Secauiesy of he Tomaury, Slice of Tax Asslpsis.
Mete: Figees ave seundud aod axay ant secemmily add to atale.
 Trusubor of weileolt of silver costilicaius o Sacal your RSOR.

4



TABLE V.—COMPARISON OF FISCAL YEAR 1974 RECEIPTS AS ESTIMATED IN JANUARY 1973, MAY 1973, ANO CURRENTLY

{a billions of dollars]
Changs from Saauary 1573 budget Change from May estimate

January Ecosomic and : May 1,1973, Ecemcmic and ) Carrest
. 1973 budgat resstimale  Legisiation Totad estimae resstimale  Legishilion Total estimate
tadividual income tax. 1.6 +37 . +37 15.3 +o +0.7 116.0
Em'h!-i‘:‘“s g’g 139 13 3 : + *-}Lg g’.i
m‘ - 63 N U —.1 (¥ A ' 62
for other insucance and colirement_ .. ... .. 4.0 40 4.0
Exise taxes. 168 168 16.8
Estate and it taes. 50 +.4 S.4 S.4
Customs duties. 33 .2 35 35
Miscellancous receipts. . T a1 -2 39 +-1 +8.2 14.3 42
. Total budget seceipts. 6.0 +7.0 b~ ¥ ] +2.8 +.2 430 266.0

uuq-c‘ income assumplions, calendar year 1973:
. P. ™~ 1,262.0 L2830 L2830
Parsonal income. L0186 1,030.0 1,030.0
Corporate profils befose tax_ 1080 1680 116.0

1 Transfer of weitoalt of silver castificales to Sacal year 1538,
Soarce: Ofice of the Secratary of the Tressury, Olice of Tax Anslysis.
Nete: Figures are rouaded and may sst necessasily 2dd % tatals.

o1
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The CrairaaN. Mr. Ash, would you like to read your statement?

Mr. Asu. Mr. Chairman and members of the committee, to a sub-
stantial extent my statement is redundant to portions of the state-
ment of Secretary Shultz, It also includes tables of data regarding -
the outlays and recex?ts for this year and next year. If you woul
concur, I would be pleased to submit it for the record so that you
could then go on with any questions you may have,

The CrairMan. Fine, if you care to do it that way.

[The complete statement of Mr. Roy L. Ash follows:]

STATEMENT OF ROY L. Asl, Dmncl';on OF THE OFFICE OF MANAGEMENT AND
UDGE? .

Mr, Chatirman and Members of the Committee .

Secretary Shultz has explained the need for an extension of the tempora
debt Umit, In support of that request, I will discuss the 1074 budget outloo]
and its effect on the public debt subject to statutory lmitation. My discussion
is based on the recently issued Mid-Bession Review of the 1974 Budget.

DUDGET TOTALS

N

The fiscal year 1973 deflcit is now expected to be about 818 billion, $7 billion
less than was estimated in January, The decrense is attributable entirely to
higher receipts, since total outlays are expected to be at the level proposed in
tho budget.: $240.8 billion,

The estimated deficit for fiscal year 1074 has decreased by $10 billion since
J,nll}\tmry and is now &8 billlon. As in 1078, increased receipts account for the
shift,

The combined defleit for the two years taken togethor {8 now estimated to bo
$17 billion less than the estimate made in J nuunrf.

On a full-employment basis, the January hudget estimated about a 8§21
billion defleit in fiscal year 1078 and small surplus in fiscal year 1974.- The
current estimates are for u §2 billion deficit in.1078 and a $5% billion surplus
in 1974, Thus, the combined surplus for the two years is $834 billion.

The following table compares the currently estimated totals of receipts, outlays,
surplus or defleit, budget authority and Federal debt with estimates shown in the

January budget.
BUDQET TOTALS

|Fisaal yoars; In bitllons of dollars]

1973 1974
107% unuuz Cyrrent  January  Curremt
Description sctual  estimate estimate estimate  estimate
T R brtetsssttastsslll 11 B ' 4 I 't I % B 1 %
DONCI (™)t cneeinivereinionnieerirnasareccnnnns ~23.2 .8 1.8 127 -2,7
I R RS A AR A A A
Fulleomployment surplus or deficit (=), .....envnenenen =89 -23 L8 0.3 5.3
Ovtate &ulgué :&lh:;‘l’t%.'.y.“'.: ............................. 28,1 2800.4 2808 2880 288, 1
%&%’.‘mﬁ'&}’&%‘émmz::::::::::::::::::::::::::::::: IS I T T

RECELIPTS

Receipts are currently estimated to be about $232 billion in 1078, some 87 bil.
lion ubove the January estimates, The current estimate for 1974 is $2006 billion,
compared with $250 billion in January. The estimates are based on a projected
;aal:g‘?gr year 1078 gross national product of $1,283 billion, $182 billlon more than
n "

0. 1-3 BEST AVAILABLE COPY
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These receipts estimates—including the flscal 1078 estimate—are tentative.
There I8 still considerable uncertainty as to the amount of collections in June
when receipts are large because two quarterly payments of corporation income
taxes are made then,

Ohanges in budget reocipts, The Increase in estimated 1078 receipts results
largely from higher individual and corporation income taxes. Of the 87 billion
increase sinco January, individual income taxes account for about $314 bililon
and corporate income taxes for about $214 billion,

The 810 billion increase In 1074 receipts follows the pattern of Increases in
1978 recelpts, Income taxes account for virtually all of the total, with recelpts
trolm individual income taxes and corporation income taxes up about $41% billion
each,

These increases result from the vigorous economic expansion and the nccom-
panyling large increases in personal income and corporate profits, as well as from
revisions to reflect the fact that tax collection experience durfng the first five
months of this calendar year suggests that receipts at a glven level of gross
national product are higher than was previously anticipated,

The full employment receipts estimates have also been revised. The January
estimates for 1078 and 1074 were $248 billlon and $268 billion, respectively.
The revised estimates for the corresponding years are $246 blllion and $2738 uil.
lon, Theso revisions were mado for two reasons: (1) estimated gross natlonal
product at full-employment was increased because of higher than anticipated
rates of inflation this year, and (2) the ratio of tax collections to gross national
product used in computing full-employment receipts was increased to reflect the
recent experience referred to above,

BUDGET OUTLAYS

The January budget outlay estimates, the current estimates, and the differences
between the two are shown, by agency, in Table 1, While there have heen changer
in the estimated outlays for some programs, the outlay totals for 1973 and 1074
remain unchanged from the budget estimates,

")Il'he major changes within the 1073 and 1074 totals are shown in the following
table,

[in bitlions of dotlars)

Fiseal year
1973 194
ANURLY OBUIMBD. . .eocviiinriniancrenniennsannicerstentsnaninarcncnss ceeens 29,8 28,7
! Dgl 1« u“.!:
armerg Home Adn}Inlmnlon LOBNS. .eennnnrisenenunnanens cereecancians I s
Other disaster relief.......... seeeen ceserensinssrenrones tererssnsascaseas vesnanserenae . .
gmor ol recalpts.........0000 000 2 -
toCkpI0 80108 . . orureiiiiiiiiaiiiiirrieii s cric i s ven -,
lnlom} onthedebl.....oooo 0 i . eernne 1
Unom.o o m'"’l'w" fund.. —— iy -
Vater n1 onefits. ........ . ween 3 sesareareeiny
aoé. o% h'o“r?hzadum't‘ urnyd:ul nee R N Y -
Aflolmunum. MWe e rerrnnnrnserssnnnnnssnnnesrnnnones e Zg N |
Current estimate.......... sessevausass ceesesssseransercasennas esecnnane o 9.8 208.7

‘As noted above in tho discussion of receipts, prices have increased more
rapidly since Janunry than was then antleipated. Holding total outlays to the
lamouxlxtts proposed in the budget means, therefore, that spending is being reduced
n real terms, -~

H.R. 8410 proposes to continue the debt limitation at $465 billion untll Novem.
ber 80, 1978. To insure that this limitation will not be exceeded, spending
betwween now and November 80 must be held at or below the rate assumed in
the current estimate of $268.7 billion for flscal year 1074,

THE BUDGET BY FUND GROUP

Tables 2 and 3 contain figures on changes since January in 1978 and 1974
receipts, outlays, and surplus or deficit separately for Federal funds and trust
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funds. As the tables show, most of the changes in both 1878 and 1974 have
occurred In the Federal funds,

The concept of Federal debt subject to llmitation is roughly consistent with
the “administrative budget” that was used until the 1969 budget. It {8 also
generally similar to the Federal funds part of the unified budget. For this
reason, changes in the Federal debt subject to limitation are more closely related
(t‘oﬂtlixe Federal funds surplus or deflclt than to the unified budget surplus or

efleft,

8ince January 1078, Federal funds eatimated recelpts have increased by about
$6% billion while outlays increased slightly, resulting in a 86 billion decrease
in the 1078 Federal funds defleit,

¥or 1074, an estimated 3934 billion Increase in receipts will again reduce the
Feﬂer?l h‘mds deflclt, and, consequently, the resultant increase in the debt subject
to limitation,

Virtually all of the improvement in the budget since January oceurred in
Federal funds transactions with the public, (See Table 8,) As a result, the out-

100Kk now is for a surplus in these transactions in 1974, The continuing substan.
tial Federal funds defleit in 1074 s, therefore, attributable to Federal funds
payments to trust funds,
- CONOLUBION

The upward revisions {n both actual and full-employment receipts—and the
resulting lmproved budget outlook-—do not in any sense lessen the compelllga
need to hold total Federal spending in 1978 and 1074 to the amounts propos
in the budget. Because the faster than anticipated pace of economic activity
and higher than anticipated price increases have made the need for restraint
aven greater, the Administrajon is agreeing to, and will take the necessary actions
to administer, the stringent outlay controls necessary o keep the debt subject
to limitation from exceeding 84608 billion before November 80,

The position s cdnsistent with tho full-employment budget prineiple, which
remains the flsenl polley guideline of the Administration. In January, this prin.
ciple—and common sense—prescribed a shift toward increased fiscal restraint,
BEvents since January have confirmed the wisdom of this policy.

‘The upward revisions in receipts—on both actual and full-employment bases—
result in part from higher price increases than were anticipated in January. In
this context, continued restraint on spending is the only sensible course, To get
the stabilizing anti-inflationary effect of the full-employment budget policy, we
must not spend the receipts generated by unexpected inflation, Relaxing control
over spending now would invite even higher rates of inflation in the future,

Tho President described the proper role of the budget as an instrument of
economic policy In his 1974 Budget Message.

“During the past 2 years, with the economy operating below capacity and
the threat of inflation receding, the Federal budget provided flscal stimulus that
moved the economy toward full employment. The 1974 budget recognizes the
Federal Government's continuing obligation to help createand maintain—through
sound monetary and fiscal policies—the conditions in which the national economy
will prosper and new job opportunities will be developed. However, instead of
operating primarily as a stimulug, the budget must now guard against inflation,”

* The months that have passed since January have given us no cause to doubt
either the wisdom of the policy of fiscal restraint or the urgency of the need
for the Congress and the Administration to join In a concerted effort to assure
that restraint is achieved, We take the passage of a statutory 1imit of $465 bitlion
on the Federal debt that can be outstanding between now and November 80 as
a clear sign o concurrence by the Congress in this policy.
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TABLE 1.—CHANGES IN BUDGET OUTLAYS, BY AGENCY
[Fisesl years; in billions of dollars)

. 1973 1974
1972

lcloull .’."?#.:{3 .‘.’83"2?3 Change ojl‘l?:\m .‘3?‘:?5%?3 Change

Defense and mititary assistance.......... 16. 4. ne...... . 0. 18 -

leulture. . . ovuseneennn s o X A A ' 3 5 -,
A:""%'é'}na bubllc Law 480). % ) } ) }é ? @a.5 (s. ) (-.1)
T {1 il

Hous ng a6 Urban Dovslopment... ; 4 . y & ) (4: »

MO, eenirecinrnaieeens -2 -i. , - () - -,
‘:1,'33' ...................... o ! , _ 1) §. ; _(l)
(Unamployment irust fund) 6.9 (@) (gi ) (-2(1; (I}) 50 (= &

ransporiation....... iiiies X ) 8. 3 gi 8. .

Tmua::s'r'.'.'.. overie iharing 2!:__ 3. 33. (-_-.' 32 u, 1.
Intatest on the bublic db @ .ug éi 3 (541 ; « (51 ; (51 ; (5113

Corps of Engineers........... ) | 5 -.l ' f '
Atomic Energy Commission. ... ,2 \ . , , [0
ggvAlronmm 8] Protection Agenc: i by 1, (:) 8 & _.a
NABK. . 0ot tas il 4 ) ) ] ) ) '(;)

¥mum Administrafion... RO ¥ | i l%. i 1} 12. .
oreign economic assistance .1 . - s @ beeiaagens
T L O 12,1 14, 1, - 12, 13, ivo

Allowances for contingencies and civilian .

Un.u“m &a.% 'fc“:.:io'io'idri{o R N IR -8 1.8 .8 -9
BOUOAS eeee e eireiirniiiaieaens ~1.9 -84 -8.4 (1 -9l L 13 R,
Tl e oeesierniienieniinnenas 1.9 249.8 29,8 )y 287 28,7 (1)

1 Less than $50,000,000.
Note: Detall may not add to totals due to rounding.

The Craraan. I would like to suggest that we limit ourselves to
5 minutes for the first round of questions and, thereafter, we will let
the Senators interrogate for as long as they want to. That way every-
body will have a chance to ask a question or two during this morning’s
session, :

First, Mr. Secretary, I think your staff is accustomed to preparin
cortain charts that I customarily ask for when you appear, which
holp us look at this entire thing in perspective. I would like to ask
that those charts be brought up to date.

By now, they are referring to them as the Long charts. So I would
like to ask that the Long charts be made available to us.

: Seerotary Suurrz. Fine, The Long charts keep getting longer and
onger.

he Citarman. I would ask specifically they supply for us a tablo
showing as far back as you have it available, our real economic growth
on a per capitn basis in‘constant dollars and also on a percentage basis,
showing both the increase und the decrease, And I should th nk that
chart would reflect very well on the administration, particularly for
the lpm'iod while you have been Secretary of the Treasury, because
while we had a great deal of inflation, the real per capita growth
would probably look very good on that chart.

Secretary Suuvrrz. We will try that.

[The information referred to follows:]

BEST AVAILABLE COPY
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REAL PER CAPITA GROSS NATIONAL PRODUCY

GNP (In Incresse In GNP (in Increase |
glmllgg!' Resl GNP '.'f'l.“'n‘.'.' b}llllgg‘ Real GNP i o'l‘l
Colendar year dollers)  per capita %wupnt) Calendar yoar :ollm) pc.r.uplu %r.:a nt.)
221, 12 .8 1987 X e d
26;. } .g? ! .9 gs %;z .Ou -
zg. ) 0! . 9.. .§7
337, 4 . .. 487 3 33 .
g ,’, , 611 \ ve go 1 .
X , 5. -2 . X \ . 4
gz. , 2 ~12,911963... 551, , 91 %
2l $i7 16|18 ! .
355, Y 33 , A N
383, , 47 A1 3 3
M i Falie O =L
;d‘. .493 -3 } ;z ; 1. 13.
1 b Iﬁl (0] 115 hi] /0 8.
"1 Logs than 0,05 percent,
b Bty 0 peree

Source: U.8, Department of Commerce,

The Cramrman. Now, Mr, Secretary, there are some of us who feel
that the inflation that has occurred will make necessary some other
measures, which we are considering ndding to this bill, T know I am
considering supporting such amendments, For example, those of us
who do not agree with the social services regulations of the Depart-
ment of Health, Education, and Welfare, would feel that we should
prevent those regulations from going into effect on July 1, until
Congress has o chance to study them and suggest what we think
an answer should be.

We believe, and Senator Ribicoff has stizgested, that it is unfor-
tunate that the cost-of-living increase that was suggested by the Pres.
ident of the Tnited States for social security beneficinries, does not
trigger for the first timo until January 1075, We believe that we should
consider doing something to relieve social security beneficaries from
the disadvantageous results of the inflation that has occurred, If we
do that, we ought to also take care of those who are even poorer; that
is, the beneficiaries under the new Federal supplemental security in-
come program going into effect January 1.

Now, I'am familiar with the Treasury’s view. T don’t blame you for
taking the attitude that you don't want to see your bill become a
Christimas tree or have something added on to it that is not requested
b’y your Department, But T would have to submit to you that we in
the Senate don’t have the privilege of initinting revenue bills, you
know ; we can only amend. Usually, if we are going to offer an amend-
ment, we try to find a horse that is big enough to carry the rider, and
theso are some rather substantial riders we are talking about here.

I for one don’t know of any measure that is certain to reach the
Prosident’s desk by July 1, on which we have any hoYe in obtaining
action in this aren, unless we do consider it on this bill,

Now, I feel I should alert you to that, and you can speak abont it if
you want to, Personally, T think we should act on this bill, and I will
go suggest to the committee.

BEST AVAILABLE COPY
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Sccretary Snurrz. Well, I am not enthusiastic about that, Mr, Chair-
man, but I believe Secretary Weinberger testified before the commit-
teei }:ligln’t he, as to the substance of those? And I will not comment
on that,

We do like to keep this bill as clear as we can of things that aren’t
connected with it, It is a very tempting bill, obviously, to hang thinﬁ!
on; and one of these fine days we will be without a debt limit bill,
because it will have to be vetoed, and then we will be in bad shape. So
I think it is important to keep our eye on what this bill is all about
and not load it down with too much else,

Boyond that, I would say that if we are going to be able to live
within the debt limit projected, we have to be able to maintain a con-
trol of outlays consistent with the President’s budget, And if woe ac-
company a very tight debt limit with additional expenditures, there is
going to have to be mayhem somewhere in outlay control, and o lot
of impounding and what not, in order to have one congressional ob-
jective not run‘into another one.

™" The Cmuairyan., Well, Mr., Secretary, I for one don’t think we
ought to balance this bud]get b}\; taking it out of the poor who are being -
victimized the most by the inflation that has occurred since January.

If we are going to act, then we in the Senate are in an inferior position

:n that we can’t initiato legislation, We have to act when the bill comes

o us,

Now, I am familiar with the administration’s problem about that.
I have been trying to help your administration, I think, in a respon-
gible way in regard to theso matters, And we will certainly consider
your point of view. I hoFe though that you will also consider what our
problem is, and that is why I brought this matter up,

Secretary Siurtz, I think this does illustrate o general problem that
we talked about in the committee ns we have been up here testifyin
and, that is, the problem of action on this piece and that piece an
some other piece without consideration of what it is all going to add
up to, And 1t is this business of reconciling what total is appropriate
with what the composition of that total should be, that is at the heart
ofttho problem of the whole budget process here that we need to work
out, :

The CuairMaN. Well, Mr, Secrotary, most of this—speaking in

~-terms of dollars—most of what we aré"talking about would be no
problem, if the bill that you had recommended to us an automatic
cost,-of-lfving increase for the social security beneficiaries——

Senator BeNNETT. Senator, we have a vote,

The CuammaN [continuing]. If these automatic cost-of-living in-
creases that you recommended had a trigger date of January 1974 in-
stead of January 1975, we wouldn’t have had this problem. I don't
believe anybody could have anticipated we were going to have the type
of runaway inflation that we have experienced since January, and so
I think that it is incumbent upon us to act. And I for one don't want
the poorest of them in this country to be victimized the most by the
inflation that has occurred. If you will recommend a tax, I will see
that it is considered here before this committee; a tax that will be an
equitable type tax to cushion the cost of this measure, But I for one
don’t think that we ought to solve the inflationary crisis with a budget-
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ary crisis by taking it out of the poor, because there are other people
who aro better able to pay in this country.

I will have to go and vote myself now. I will be back as soon as I
c“n'

Thank you very much.

Brief recess.)
he Criatraran, Senator Ribicoff §

Senator Ripicorr. I would like to follow up further with Senator
Long’s questiomng. We have suffered from rampant_inflation. This
morning’s newspaper indicated that the Agriculture Department ex-
pected food prices to be up 12 percent.

So far this year, the overall inflation rate is about 6 percent.

Secretary Siuvurz, So far this year, the Consumer Price Index has
gone up at an annual rate of about 9 percent,

Senator Rintcorr, About 9 percent? But you have about 28 mil-
lion people on social security, with a much larger proportion of their
budget going for food and necessities. They are really lmrtin%. It is
not their fault that inflation has had such a ra!)id rise. I do believe
that we have an obligation to try to do something for these indi-
viduals; these 28 million,

Under the present bill, there is an escalator clause that goes into
offect January 1, 1975, But what do the 28 million people live on
between now and January 1,19751% .

Secretary Sirvurz. Well, I think, first of all, certainly the rate of
inflation in the first quarter is not going to continue. I think it is
beyond a doubt now that the extraordinary rate of expansion of the
first quarter has not continued in tho second quarter and that the
economy i8 sort of subsiding. We know that the real vate of growth’
has to move down from the 8-percent rate to somethinq on the order
of 4 percent, and that does seem to be huppening}i at least from all
of the signs that we sce now. And I believe that the rate of inflation
mﬁ’ also s&bside 8o I think we shouldn’t just extrapolate this explosive

uarter,

Sex:‘ator Ripicorr. I know, but even if you don’t extrapolate it any
further, how do you expect 28 million” people to absorb that tre.
mendous rise until January 1, 19751

Secretary Sutwvrz, Well, they, of course, have had tremendous in-
croases in social security, including the 20 percent last year that came
through this committee on the debt ceiling bill, if I remember.

Senator Ripicorr. Well, you say tremendous increases of social
security, Even if you increase supplomental security income to $140 o
month, he will remain below the poverty line. This is no tremendous
incrense, The 20 percent we gave lnst year is already eaten up by the
inflationary rise that we have had since it went into effect,

1 think you have a real problem. I think these people have a real
a:'oblem, and 1 think that the chairman and I and others are going
have to do something about it. )

Secretary Suvurz. Well, I hope you can do something about it
within the confines of an overall outlay ceiling, so that the problem
of inflation is not further aggravated by a large Federal deflcit at
a time when the economy is operatin% at full employment. That is,
T don’t think we do anyone a service by just votinﬁ more and more
spending without somehow keeping the whole Federa! budget in mind.
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Senator Risicorr. Well, I know that, But, frankly, both the execu-
tive branch and Congress have done a poor job in its budget policies
and price control policies. Each ono has failed and today we have
the people who are the least able to afford it bearing the greatest
burden, So, we are going to have to do something about it—both you
and the Congress—because we both have this obligation. I don’t be-
lieve we can put the entire burden on these 28 million people.

How much more time do I have, Mr. Chairman?

The Cutamraan, One minute,

Senator Ripicorr, If I only have 1 minute, I will pass because my
next question will take moroe than 1 minute.

The CiamrMaN. Senator Bennett?

Senator BENNETT. I would like to reserve my time and suggest you
begin on our side with Senator Roth,

he Criatryan. Senator Roth?

Senator Rorir, Thank you, Mr. Chairman.

Mr. Sceretary, under your revised estimate, I seco that the Federal
funds deficit would still be 18.8 billion. What would the picture be
under the so-called full employment budget{

Secrtary Siurrz, Thank you very much Senator. We have a surplus
under the full em loiyment concept.

Senator Rori, Well, how much would that surplus be?

Secretary Sitvrrz. Ithink it is around $5 billion,

Senator Romit, Do you consider this deficit reflected by the Federal
funds as inflationary? Do you think, in other words, deficit spending
hag been a factor in that inflation ?

Sceretary Siunmz, In the sense that if you didn’t have it, you would
have less inflation, certainly. But I think that having a deficit in the
unified budget—and I believe from the standpiont of your ?uostion,
that is, the question about the relationship of the budget. to inflation
and other economic variables, if T understood you correctly—the uni-
fled budget is the right concept to use rather than the Federal funds,
but I believe that it is a mark of good economic policy to be willin
to use the Federal budget to expand and help the economy expand,
when it is operating below capacity and, at the samo time, as the
economy gets to operating at eapacity, wo need to fight hard to see
that that deflcit disalppenrs and, indeed, to try to get ourselves in times
like the present with the full employment surplus in such a position
tosce that the deficit disappears,

Senator Rori. Even under our unified bud%et, wo still show o $2.7
billion deficit. Isn’t the concern normally that in_years of prosperity
we should, if anything, try to cut back on our deflcit spending and
maybe pay off some of our debts?

ecretary Snuvrz, Yes, and that is why the question you-asked
earlier is of such significance, namely, the question about the full
employment surplus, The fact that we have a surplus with full emplog'-
ment, a8 we now anticipato it, that fact, I think, suggests that the
budget discipline is coming into play as it should.

Senator Rorn. Would you agree with me that it is important that
we hold our spending down, at least to the level of §268.7 billion?

Secretary Snurtz. I agree with that statement wholeheartedly,

Seantor Rorir. Would you support an amendment to the debt ceiling
that would put a spending limitation at roughtly that level {
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Secretary Suuvrz, Well, as I have said in my testimony, and also
in response to questions, the ceiling that the House gave us is a very
tight ceiling, and it can only be munaged by some strong measures
on the outlui{ side because I think, as Senator Bennett once pointed
out in these hearings, very dramatically, once it is spent the debt sort
of follows debt; that is, it isn't an operative policy tool. The operative
policy is back with the outlay. .

And if we are going to live with this debt ceiling, we must mana
those outlays very carefully, So I think it is impﬁicit right in the
debt ceiling. ~

Senator Rori, At the same time, I believe the ndministration last
fall very strongly suemorted the amendment to put the ceiling at $250
billion and to attach it to the debt ceiling ¢

Secretary Snuvnrz, Yes, of course, the issue is what are the con-
straints on holding to that outlay ceiling and would the outlay ceiling
be regarded as n ceiling on the Congress as well a8 on the administra-
tion? And we have had quite a lot of discussion and argument about
that, as you know. .

e are very strongly in favor of having a ceiling and having one that
can be effective and not a rubber ceiling that can be increased ever:
time somebody decides to increase an appropriation, but one that is
really going to stick there.

Senator Rorn, I strongly agree. I do intend to offer a spending
limitation amendment, -

Thank you, Mr, Chairman,

The CuArMAN. Senator Byrd 1

Senator Byro, Thank you, Mr, Chairman,

Mr. Ash, Am I correct in this assertion : The administration recom-
mended an increase of $18 billion in the Federal budget for fiscal year
1978 as compared to 19721

Mr, Asit, The numbers are approximately $232 billiomrfor fiscal 1972
and $250 billion for 1973, so that is $18 billion,

Senator Byro. Am I correct that the administration recommended
an increase of $19 billion for fiscal 1074 versus 1078, namely, from $250
billion to $269 billion ¢ -

Mr. Asit. Yes, sir, that is correct,

Senator Byro, So, if the expenditures are held to those figures, still
{ati lti(ispn;sents an increase in spending during that 2-year period of $37

on

Mr. Asi. An annual spending rate increase, that is certainl right

Senator Byrp; And that increase, which was recommended by the
Bureau of the Budget and by the Administration, the last one repre-
sents an increase of, roughly, 814 ];‘ercent, I believe?

Mr. Asu. That is about the right percentage number. I might in-
dicate here a matter that was set forth in the budget submitted earlier
this year, that we are running at current times under a condition where
aipproximately 76 percent of the Federal budget is considered rela-
tively uncontrollable; that is, matters such as social security—which we
have earlier discussed~-and others like that. ,

So, when one speaks of the administration’s recommendations, I
want to make clear that this is not all discretionary tyéoe decisions or
recommendations and that three-fourths of the amount is pretty well

97-430 0 - 13-4
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already built in by earlier decisions of the administration and of the
Congress and of legislation itself, -

Senator Byrp. €Vell, without debating that point, the fact that I
want to establish—and if I am in error let me know—the fact I want
to establish is that the administration recommended an increase of $18
billion for fiscal 1978 versus 1972, and the administration recommended
an inorease of $19 billion for fiscal 1074 versus 1978.

Mr. Ast, That is correct and, of course, the comments I made earlier
apply to that answer, as well,

enator Byrp, Now, since you brought up the question of the social
seourity which is involved in the unified budget proposal, let's deal onl
with what the debt limit is concerned-with, namely, the Federal funds

budget.
N%:v first, a8 I read the figures, for the 20-year period, 1955
: througi\ 1974, the Federal funds budget has had a surplus only three
times during those 20 years and they were the 8 years of President
Eisenhower’s administration, We have not had a balanced budget or
anything agrrouching a balanced budget. since 1860.
ow, ia this cause for alarm in your ﬁd ent?

Mr. Asu. Well, I will first answer and then suggest that Secretary
Shultz may also wish to add to it, I think there have been times during
the era that you have discussed, where there have been causes for
alarm, I have in mind, particularly, those years 1966 through 1969,
where not only was there a Federal funds deflcit of from $54 billion
for that 4-year period of time but there was, also, a full employment
deflcit of $48 billion, which, in effect, was a substantial contribution to
inflation contributed to by that. ,

Senator Byrp. I am sorry you brought up the full emplog'ment
budget, I didn’t want to debate that, Could we not stick with the
Federal fundsbudget? .

12 it wero not for the deflcit in the Federal funds budget, you would
not be here today.

Mr. Asu. I believe Secretary Shultz’s answer was, of course, the
Federal funds budget is part of the unified budget and contributes to
whatever the budget’s total is, but, yes, the debt relates to the Federal
fundsbudget particularly.

Senator Byrp, That is right. So if it were not a deficit in the Federal
funds budget, you would not be here today ¢

Mr. Asn, That is correct.

Senator Byrp, So why don’t we, if we could—and you can answer
any way you wish—but if we could, I would like to stick with the
Federal funds budget.

Mr. Asu. All right, sir, let's do that.

Senator Byrn. Now, since 1960, there has been a deficit in the Fed-
eral funds budget from a low of $4.1 billion in 1961 to a high of $30 bil-
lion in 1971, So there has been n deficit every year since 1961,

My question to you is: Is that cause for alarm,

Mr. Asu. Well, I think that is certainly cause for concern. It is a
matter, I am sure, we are givinq considerable concern to in the ad-
ministration, as well as here, I think it is a cause for alarm only at.
times when the Federal funds deficit. is such that it, itself, contributes
to inflation and I don't have to make reference to the full employ-
ment budget to identify those occasions, but when that Federal funds



23

defloit is employed deliberately as a tool to bring the economy up to
its ull scale of operatioris, then that is the proper time for proper
occasion to encourage Federal funds defleit, and that has been, of
course, the fact of these last 4 years.

On the other hand, when the Federal funds deflcit adds to inflation,
then I agree with you that it is a cause for considerable alarm,

Senator Byrn. Do you feel that these recent smashing deficits in the
Federal funds budget, which the Government has been running at)
do you feel that is a major cause for the inflation we have today

Mr. Asn. I think that it is hard to identify all of the causes, but I
think if one were to look at the use of the Federal funds budget over
the years, he would conclude that there has been much less contribu-
tion to inflation of the Federal funds deficit in the last 4 years than
there was in the 4 that Iix'eceded that, Those were the times where in-
flation was set loose by a large Federal funds deflcit.

These last 4 years, they have contributed much more to the develop-
ment of our economy to its fullest utilization,

Senator Byrp. Since ?'ou brought up the past 4 years and you also
broulght up some previous years—and I would want your staff to
check these figures—but the way I add them up, during the 8 yoars of

the Kennedy-Johnson administrations, the accumulated Federal
funds deflcit was $86.1 billion. Now, during the 4 yoars of the present
administration, namely, 1971 through your gro&ections for 1074, the
accumulated Federal funds deficit will be $105.9 billion compared with
the deficit of $86.1 billion for the 8 years of the Kennedy-Johnson
administrations,

Mr, Asit. My numbers agree with yours, sir.

Senator Byrp, You do not find that cause for concern?

Mr. Asi, Well, I think that deficits in the Federal funds budgets are
always matters of concern, but I think it is the circumstances under
which those deficits are incurred that most of all must be kept in mind
and those circumstances were substantially different in at least the
second half of that 8-year period to which you referred, than they were
in this most recent 4-year period.

So that the numbers, as I see them, cannot be merely compared
number to number; they have to each be related to the economic cir-
cumstances of the time, And in so relating them, I believe that, as I
would see it, there is a greater concern for the second half of that 8-
year period that you mentioned than I would have for the most recent
4.year poriod, because of the environment, the economic environment,
in’which theso differont sets of deflcit numbers were incurred,

Senator Byrp, Well, it is very interesting to get your philosophy.
l}fou were not in publfc life in the 1068 period. You may have been

1 e

Mr. Asu, No, I wasn't, .

Senator Byro, But I know that many in public life in 1068, partic-
ularly thoso who are part of the present administration, and the Sen-

~ ator from Virginia, were very critical, entirely critical, of President

Johnson’s smashing deficit of $28.4 billion in 1068, Let me It)“t it this
- way: I thought it was o very shocking and very bad deflcit and was

leading to the inflation which we experienced. That was exactly the

view taken by President Nixon in the campaign of 1068, Now, we como
to the next 4 years or the 4 years rather beginning in 1971, where we
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had a Federal funds deficit of $30 billion. In 1972, we had a Federal
funds deficit of $20.2 billion; in 1978, we had & Federal funds deficit
or will have at the end of this year of $28 billion and you project next
year a Federal funds deficit of $19 billion. What I haven’t been able
to got through my mind—and I guess maybe I am not enough of an
cconomist—or enough of a {)oliticnl partisan—is why it is so terrible
to have n #28 billion deficit in 1968 under n Democratic President,
but so fine to have $30 billion deficits in the subsequent years under a
Republican President?

Mr. Asi. Well, maybe it is necessary wo talk in terms of the full
%mployment budget, Senator. I realize your reluctance to do so,

ut—o

Senator Byno, I have no reluctance to do 8o, I was just trying to keep
out of an unnecessary argument, .

Mr. Asn. I find it is o necessary means to explain my views on this
sarticular matter, though. Fivst, T certainly ngree with you, Senator

yrd, in your view of 1968, I then was n private taxpayer, but was
one of those fow taxpayers who was actively promoting a tax increase
to deal with the issues as they then stood. It was obvious, at least to
me, and I am sure to you, Senhtor, and many others, that that was a
very inﬂationnrg' circumstance and it was cesontinl, a8 we saw it, to
try to dampen the inflationary force that such o deficit had in that
area. Unfortunately, it wasn’t done, In this particular—

Senator Byrp, My time has expired but identify which years you
are talking about

Mr. Asi. I was talking about 1068, particnlarly, when this was o
substantial contribution to inflation.

When we deal with the current year of 1974, I think there is one very
interesting matter to consider there and, that is, while it is true there
is 8 Federal funds defleit in fisca] 1074, I think it is n verg significant
fact t.liut Fe(tlleml funds transactions with the public in 1974, do have
a surplus and——-

S:rlx)ator Brro. Now, we are getting into another budgetary concept.
I thought we were going to get into o new one next year, but appar-
enﬁy we are goi:;g to get.to thint (l;e&rm'e ngﬁt g:ta{;. k to thi |

‘Anyway, my time has expired, We wi ac is year again.

The CHAIRMAN, Senator Packwood ? ,

Senator Packwoop, Are you familiar with the $2.2 billion ceiling
we put on expenditures for Social Sorvices?

r. Asm, Yes, sir, .

Senator Packwoop, When Secretary Weinberger was testifying,
there was a substantial dispute in the regulations that HE had
drawn as to how much would be spent. The recipients were contending
that the regulations would draw them down to about $1.2 billion, and
Mr. Weinberger was estimating some })lnm between $1.8 and $2.2
billion, Can you tell me in your outlays for fiscal 1974, how much you
Arg proiecth}‘g for Social Services expenditures? , ‘

Mr. Asu. For fiseal 1974, I believe the amount is $1,9 billion, I be-
lieve is the projected number for fiscal 1974, T am looking it up here.
Would the June 1st report have it

Oh, 81,801 billion, .

Senator Packwoon. $1,801, billion; did you say?

Mr. Asu, 8$1.9, in effect.
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Senator Packwoop, If this Committee—and I think they are con-
templating holding those regulations in abeyance and allowing the
expenditure of $2.5 billion—if we did that, are we going to throw you
and your budget out of whack by about $600 million?

Mr. Asi, That would be the result. )

As you remember, we clearly observed that the $2.5 ceiling was, in
fact, just that; a ceiling, .

W believed it should not be considered as a mandate to spend the
$2.5 billion and, consequently, had concluded, under reasonable regu-
lations a $1.9 billion figure would be the amount spent for that pro-
gram.

Senator Packwoop. Thank you,

What I wanted to get exactly was the exact figure because there have
been some discrepancies as to how much was planning to be spent,

Sceretary Shultz, let me ask you this, and assume two things: As-
sume (1) that the budgetary figures we have here come to pass and
you have a slight surplus in 1074 and your full employment budget is
reasonably close to even off the defieit nnd assume (2) at the end of
the 60-day price freeze, the President simply proposes nothing more
and we go out totally from under those controls,

What would be your ecstimate as to the rate of inflation under those
two assumptions for the following year; that is, from the end of the
60-day price freeze through the next 12 months{

Secretary Snurrz, Well, T haven't thonght about that problem at
all because I belive the chance that the President would just dis-
continue all controls at the end of the 60 days is negligible and not a
lik‘t),-‘lry Smssibility atall,

o have fmt forward a program, including a-legislative ;;\t:o ram,
that we feel will be consistent with the rate of inflation which our
most recent estimate is 4 percent average for the year which means
it would be less than that toward the end of the year.

We don’t sce any reason to change that estimate and—

Senator Packwoon. Are you talking about this calendar year?

Secretary Suurrz. Yes.

. Senator Packwoop. You were still hoping for 4 percent increase
in this calendar year?

Secretary SnuLrz, For the average for the year.

Senator Pacxwoon, Right.

Secretary Suurrz. Now, obviously, the first quarter of the year
is way above that; 8 percent in the first quarter. So as you get to the
last auargér, you are going to have to be below it, and we think there
is a fighting chance for doing that, not that it is what people.would
forecast, but we think it is a gonl that we ought to try to seck and
we can seek it if we have some policy actions consistent with that goal.,
We have a 1goo(l chance of getting thero with that.

,Senator Packwoon, Now, in this second quarter we are still run-
mxéF substantially above 4 percent ; are we not

Secretary Suvtrz, You mean the real growth rate?

Senator Packwoon, The inflation rate,

Secretary Suvrrz. The inflation rate ?

Well, we have a CPI coming out today.

Senator Packwoop. Showing what
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Secretary Swurrz, Which I guess must be out about now, And I
hate to—everybody is so touchy about these statistics, I think I
better limit it to‘tho BLS statistics, and it shows—well, T guess I will
leave that to the BLS.

Senator Packwoop, Does it show about 4 percent for the second
quarter?!

Secretary Suuvrrz, Yes. .

Senator Packwoon, So for the last one-half we are going to have to
be down around 2 to 214 percent for the lnst 6 months on the average?

Secretary Snurrz. We are going to have to do very well, but I
don* think we are going to get that far.

Senator Packwoon. I have no other questions, Thank you.

Thoe Criamrman, Senator Mondalef '

Senator MonparLE, Mr. Secretary, could you fill in some of the blanks
of the proposals for controls under phase 4 following the freeze?
Would that be more like phase 2 or phase 8, will it be essentially &
tight control program or will it depend more heavily on the
market? Can you give us some idea of the philosophy that you are
apglying to the devolopment of a phnso 4 control system?

ecretary Suurrz. Yes; I can, I think it is quite clear that the phase
4 system will have to be more of a mandatory prenotification style
price control system than phase 3 is. W

It will have some features, I am sure, that are tougher than phass 2.
It may be that we will find areas that don’t need to be controlled but
what the balance of that will be.in comparison with phase 2 T think
remains to be seen but, certainly, in the area of food, food prices are
bhebblig problem, They are 1ot the only problem, but they are the big
problem. K

There we have had a combihation of factors that led to this situa-
tion, It is a worldwide problem, I think if we are going to solve this
food problem successfully, we are going to have to be tougher than
we have been in phase 1 or phase 2 or any time about certain thin,

Senator Monpare. Won't you ngree that this is all complicated by
the fact that if the farmers believe they are not fgot,tlngr a decent re-
turn, that they may reduce production in some of the arens where we
are hoping for expanded production in order to bring some relief{

Secretary Suurrz, I have consistently opposed putting controls on
raw agricultural products, largely for that reason, but also for the
reagon that, as an operative proposition, it is hard to imagine exactly
how you would do it.

So T think we have those two points, And, on the other hand, we
have controls on retail prices and all sales prices, we have ceilings on

meat,
I think it is clear that if we are somehow successful in holding our
rices below the world market prices, that the commodities will simply
cave the country unless we control the exports, So if we are not con-
trolling the exports, then we are going to have to ﬁo to the world
market prices, That is what everybody is doing right now anyway.
Senator Monpare. As I gathered, there are two main elements—no,
three elements—in the inflation control program: One is the controls:
on wages and {;rices-—-the incomes policy; second, the budgetary re-
straints; and, third, the credit restraint mechanisms of the Federal
Reserve Board— .
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Ysoretary SHuLTz, I would add a fourth element and that goes to
prices in particular markets as they may be affected by actions to in-
crease supply. And we are placing heavy bets in the food area on the
great efforts behind increasing the supply of food products,

- Senator MonpaLe, What about the possibility of dampening demand
by some adjustment ! My personal favorite would be some kind of tax
reform—but just some way of tx"{ying, in effect, to dampen consumer
spending, business spending, and the rest by some adjustment?

Secretary Snurrz, Well, I think I would go with you to the extent
of saiyin% hat this is a time for fiscal discipline and that is why the
President has been so strong for holding spending under control, keep-
hH c{t within the framework of what our tax system will currently
yield,

I boliove, as 1 said earlier, that the cconomy as we are movinﬂ‘through
the second quarter is subsiding from this explosive growth that it
had in the fourth and first quarters and that the fiscal restraints, that
we now have are consistent with maintaining discipline and not over-
doing it; that is, we don’t want to slam on the brakes so hard that we
wind up creating a mn{or downturn in the economy, either.
tuS?emt or MoNnpALE, It was rumored that you were sponsoring a gas

x
" Secretary Snunrz, We talked about that in the Treasury and studied

Senator MonbaLe. You never suggested it?

Secretary Snurrz. We were looking at it largely in connection with
the energy subject.

Senator MonpaLE. Can you remember who suggested it?

Secretary Suurrz, You mean which individual first suggested it?

Senator MonpaLe, Well, for example, did you ever suggest it {

Secretary Snuraz. This was a proposal that was discuesed and guim
a number of pdople talked about it and tried to understand its
implications,

enator MoNpaLE, I wouldn’t want to get into private councils or
anything like that, but did you once Propose it?
ecretary Srivrrz, It was a proposal that wo considered but I think,

as we analyzed the overall flow of economic developments, particularly
the information that has been coming in during the second quarter
of the year, I think it raises a question whether or not the fiscal dis-
cipline that we have isn’t just about the right amount and I think we
also liave been considering—the President has considered—whether a
tax increase really is a possible fiscal tool any more because of the
tendency for spending that always arises thereafter to consume at least
all of the revenue that the tax increase will produce.

Senator Monpare, I would like to respond to that, but my time is
up so I willleave it at that. ,

The CrA1RMAN, Senator Dolef

Senator Dove, To %et back to the subject of the hearing, I want to
ask some questions on the debt ceiling. '

As T understand it, the action taken by the House would meet the
minimum requirements; is that right

Secretary Savvrz, Yes, sir,

Senator DoLE, Excert you would prefer to have the ceiling extended
for the full flscal year
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Seoretary SHuurz, Yes, sir, we would prefer that. We think that
the projections are reasonable for the full fiscal year and we would
prefer to go that course, but the House action, while putting us under
a tight constraint and it means we must manage the outlays carefully,
is something that we can live with,

Senator Dore, As the chairman has indicated——

Secretary SHuvurz. And Mr. Volcker added, “We hope.”

Senator Dove, Right, And I assume there is no real controversy in
the committee that we have to extend the debt ceiling. I don't think
there is any real quarrel with that but differences may arise over how
mugh do we tag onto this horse, how many riders can this horse carry
and still make it to the Treasury.

Secretary Suurrz, Well, it can’t carry riders that make it impossible
to carry out the mandate of the debt coiling, itself, That is, if the Con-
gress puts on riders that escalate the s ond’ing beyond the point that
can be contained by this debt celling then the two things are incon-
sistent in theinselved;
thsﬁ I think you have to think about that when you put the riders on

e horse,

Senator DovLr, You would rather just have the horse?

Secretary Siourz, Well, with a fow riders,

Senator DoLe, I just want to ask one question in line with Senator
Mondale's, or at least in the same area as his questioning, I was inter-
ested, coming from a farm State, in understanding how we are going
to control exports, The President, in his message on phase IV, did
indicate that there would be some iegislation or, at least, he proposed
leggslation, to somehow restrict exports{

ecretary Smurrz, Yes, sir, legislation has been sent up and intro-
duced in both Houses. The House of Representatives, the House Bank-
ing Committee, has acted upon it, not precisely the way we want it,
but they have takon action on it and I believe the bill has been intro-

. duced in the Senate.

Senator Dove, But you are convinced that is a necessary action if we
are to somehow restrain Frices in this country{

Secretary Suvirz. IT we want to have a rate of incrense of food
prices here less than what is taking place on the world market, on
world markets, so that the price within the United States is less than
in the world market, and if we want to construct that situation by
domestic controls, then we must control exports, obviously, otherwise
the products will all flow out,

Senator Dore. But doesn’t this diminish, at least some of us have
been saying, and I know Secretary Butz has, the future for the Amenri-
can farmer to export his products? I am concerned because the future
of the American farmer lies in expanded exports. Do we still believe
in that expansion{'

Secretary Suuurz. Absolutely. I think that is essential and we have
not proposed this as a permanent authority, In fact, the President
originally proposed it as an amendment to the Economic Stabiliza-
tion Act, which expires on April 80, so that it would just expire. We:
don’t think of it as a long term policy and we think that basically
the philosophy of having high farm income from high production
is the right philosophy. We are trying to adopt that and we were -
disappointed, frankly, in the Senate farm bill in that regard,
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Senator Dore, There might have been a couple of shortcomings in
the Senate farm bill, which I can’t recall,

fStﬁcretzu'y Suuwrz. Yes, I wouldn't expect you would remember any
of them,

Senator DoLe. But there is no relationship to the request for export
restraints and the Soviet wheat sale of last year?

Secretary Snur1z, And, also, obviously if you are going to restrain~
expom, then you have to have some method of allocation of the
ex .

ator DoLe. But you are not asking for the restraints now because
of the wheat sale! ,

Secretary Suuurz, No. We are asking for it because of the fact
that we intend to make an effort to control food prices and stabilize
them, and, if we are successful in doing that, we won'’t give ourselves
some way of insulating ourselves from the world market, because we
know we won't be able to do that.

Senator Dore, Thank you, Mr, Secrotary,

The CHARMAN, Senator Bennett {

Senator Bexnerr. Thank you, Mr. Chairman,

My, Secretary, it scems to me my role in each of these hearings on
the debt coiling 18 to try to bring us back to reality.

Is the debt ceiling any kind of a limitation on the power of Congress
to appropriate{ ,

oretary Snorrz. No, sir,

Senator BennETr. Wasit ever intended to bet

Secretary Snurrz, Iwould not speak for the Congress.

Senator BennerT. OK, So when we are talking here about bud
deficits and overexpenditures in the context of the need to raise the
debt ceiling, we are really trying to beat the Treasury over the head
for something for which they had no responsibility and over which no
control, Isthat right )

Seoretar%SuUurz. That is correct. .

Senator Bennerr, The reason for the debt ceiling, as I remember
it way back in the 1020's was to relieve Congress of fostering every
bond issue and it was just a device to bring the Treasury back to
Congressat a time when it felt it had to increase its borrowing capaclty.

Now, if we fail to pass the debt ceiling and the bill expires, will
that have any disciplinary action on Congress in terms of Congress
power to go on and appropriate money above or beyond the budget or
above or beyond the tax income? A

Secretary Snuwrz. It could very well have a powerful effect ; that is,
we might not be able to pay anybody’s aalaxg.

Senator Bennerr. That would be & psychological influence on the
bhula of things that have happened in the past and not in terms of
things that would harzFen in the futuref

Secretary Srurrz, That is right.

Senator Bennerr. This is always an interesting charade that we go
through and it gives us, all of us, an opportunity to question the Seec-
retary about our pet economic philoso‘ohies, but 1f we don’t pass this,
how fong after the date of the present limit will we be able to run this
Government without having to stop paying our bills{

Secretary Suurrz, Probably on the order of a week, but it depends.
If we are really afraid that you might do that, we would try to get our

M40 0-11-4
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cash balance way up beyond what is prudent fiscal management, and
we might last out maybe 114 weeks,

Senator Bexnerr, Well, that is my point.

Seoretarg' Suouvurz. In the meantime, our savings bond -program
would lllae adly disrupted and it would be & great disruptive force

enerally, -
g Senatgr Benw~err, I notice your chart: In that you estimate that we
will have only $2 billion cushion at the end of August and only 32
billion cushion at the end of November if Congress were to pass addi-
tional ependin% requirements. That would increase your cash outflow
and you would have to come back to us probably{

Seoretary Suurrz, We would have to coms back or else we would
have to say to Mr., Ash here—the President would have to say to Mr.
Ash here that the Congress has put a debt ceiling and that overrides
every other congressional law so you must impound, stop, et ceters, in
order to see that the flow of spending is contained within what can be
managed in the debt, ..

Senator Bennert, Yes, and in another committee, of which I am a
member, we are now in conference on a proposal that the President
may not do angv impounding without the approval of Congress, so you
are getting between the Devil and the deep blue sea, and I won't say
which one is which,

retary SHurrz, I was looking for an analogy more like not hav-
ing your cake and eating it, too, but the Devil and deep blue sea is
more unpleasant,

Senator Bennert, I have no objection to my colleagues continuin
to talk about the economic problems of the country but the risk is
that the stories %ro out of these hearings which imply that it would be
possible by manipulating the debt ceiling to put a firm control on the
expenditure of Congress, or on the amount that the President allows to
go through when, a8 a matter of fact, it has absolutely nothing to do
with that; is that your statement{ '

Secretary Suurrz, I think that is & fair statement unless, of course,
if it is clear to everybody that it isn’t the debt, as you pointed out on
other occasions, that is involved, but it is the ?ﬁ)ending that is involved,
and the President then must cut back spending wherever he can, in
order to meet this debt ceiling requirement,

Senator BennNETT. I also in my discussions in this committee~—and
I will take 30 seconds to re?eut this old story—havae told this, The story
goes back to the days of the old saloon and the proprietor is at one
end of the big bar.and the bartender is down at the other end of the
bar, and he calls across to the proprietor and says: “Is Wallace Bennett

for a glass of beer?” And the propristor says: “Has he had it#”
nd lfw agzng’wered: “yes,” And the proprietor says: “Well, then he is
or it,

That is what we are up against in this debt ceiling problem.

Thank you, Mr. Chairr%m%a P

The CHARMAN. Senator Hartke?

Senator HarTre, Mr. Secretary, do you agree with Senator Bennett
that the debt ceiling is unnecessary

Senator Bennert, I don’t think I said that.

Senator Harrke, You said it had no effect. I don’t know what the
difference is. If a piece of legislation has no effect, why should we have -
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this legislation or a law on the books that is ineffective and serves no
useful Furpose?
But let me just ask a question without reference to Senator Bennett.
Would you, or do you, recommend the elimination of the debt ceil-

ing?
‘georetury Suovrz. I have no objection to eliminating this provi.

sion,

Sez;au')r Harrre, In other words, you feel that this is a useless
exercise

,‘Jwretari Suourz, Well, it seems to be one that the Congress enjoys,
but I can’t help but feel that is the real purpose.

Senator Hartre, What is the real purpose

Secretary Suuvrtz, That as far as impact on the flow of outlays of
the Federal Government, as Senator Bennett has pointed out, that
is ‘determined by the authorization and appropriations process and
legislation process and we just manage the debt consistent with those
deyelopmenta.

Senator Harrke, Would you eup&?rt an amendment if I introduced
one to eliminate the debt ceiling? Would you mount the full support

- of the adininistration behind such a proposal ¢

Seoretartv{SHum. Well, I alwayshate to agres with you, Senator,
Senator Hartke, Pardon met

Secretary Suuvrz, Isaid, I always hate to agree with you too readily,
but I think lyou are on the right track, I would have to think this over
and look at it but, yes,

Senator Harrke. I don’t mind being on the right track, but I would
like to have a little bit of power support as we move down that track,

Secrotary Snuuurz, Right, you got it.

Senator Hartke. Would you give it tousf

Secretary Suurrz, Absolutely,

" Se;mtor ARTED, I think that would eliminate the need for these
earings,

Seox%:ary Snuvrz, Well, you could eliminate the necessitg;or one
additional one t? extending the debt ceiling to the end of the fiscal year
rather than the 4 months the House gave us, for openers,

Senator Harrxe, I hear you,

Well, I quite agree, I think the job of the Congress is not to establish
these hearings. Our job is to establish what we need to do and then
ﬂﬂ\?ﬂ out & way to do it and to pay for it. That is what you are saying;
r
%eerotary Sxurrz, Right.

Senator Harrke, I And no substantial disagreement with that
ap&roach either,

t me ask gvou, while I have you here, how do you account for the
ﬁedu{stion 'in he amount of the deficit that you anticipate for this
scal year

Secretary Suuvrz. It is attributable to revenues higher than we
anticipated, which are, in turn, attributable to both the higher rate of
operaiion %f the economy and the higher rate of inflation that we have
experienced,

Senator'HAma. Was any of it caused by the cutbacks in the welfare

rograms
P retary SmruLrz, No, I think the budget total that we projected, the
totals have remained pretty much the same.
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Senator HarTxEe. And perhaps increased a little bit ; right?

Secretary SHuvLrz. Well, no, the fiscal 1078 budget, I am assured by
the OMB is ﬁing to bring it in at the $250 billion level, Of course, we
don’t know about fiscal 1974,

Senator Harrke, I am talking about 1974, .

There is a substantial increage in the trust fund account, right? Of
about $15 billion surplusf

Secretary Snurrz, Well, the surplus in the trust fund for flscal
1078 is about $10 billion ; it was about $5 billion in 1972, _

Sehmtor Harrre. I thought it wae a $15 billion anticipation by your
own figures

Secretary SHuvurz, About $16 billion for 1974,

Senator HArTEE, $18 billion for 10741

Secretary Suuirz, Rilght.

Senator Harrks, This is a surplus up and above that which it was
ordinarily and primarily used for; that is, the social security fund,
is that correct ?

Seoretary Suuvrz, That is right,

Senator HarTkE, In other words, we are really overcharging the
people that are paying into the social security fund or, otherwise, we
are not giving the proper benefits because there is no necessity to have
e surplus in the trust fund of that nature, Isn’t that true?

Sooretary Snurtz. No, I don’t think that follows, I think, as I un-
derstand it, we are now on what is called a current cost ﬂnnncing basis,

Senator HArTkE, Yes, I understand that.

Secretary Suuvrz, For social security operations,

Senator HarTre, Yes, but in other words, you should have the same
amount of money that comes in as the amount of monea' you pay out on
a current basis for need ; isn't that what you are sayin

Secretary Suuvrz. Well, it is more complicated than that because
you are trying to establish a fund and then maintain that fund and
it goes across a number of social security accounts—

enator HARTKE. All right, But let me just say then: my under-
standing of any type of trust fund is that it is supposed to accumulate
funds only for the purpose for which it was intended and specified in
the trust account, .

Seoretary Snuvtz, Right,

Senator HArTEE. And any surplus in that account, therefore, is one
of two things: either a denial of the benefits to which the trust was
originally established or, otherwise, an overcharging of those people
who are paying into the account,

Now, one other thing : You have %)posed the so-called Burke-Hartke
bill, which I refer to as the Hartke-Burake bill 1

Secretary Swuvrz, That is a reverse.

Senatorrihmn. Lot me ask you this: Isn’t it true—first, how much
time do I have left 2 minutes, 8 minutes, 4 minutes?

The CHAIRMAN, One minute,

Senator Harrke, OK. Let me say that there is a $4.5 billion tax
loes a8 & result of the failure to obtain the necessary taxes under the
foreign tax credit; the repatriation accounts at the present time, If -
we were going to do an exact tradeoff of that $4.5 billion, and give it
to domestic corporations alone, under siich a circumstance, it would
be possible to reduce the oorgorate tax rate by a substantial amount.
I introduced an amendment 2 days ago, which reduces the corporate



33

tax rate from 48 percent to 40 percent, thereby putting us in line with
the Canadian reduction this week.

Do you feel that you could support the American corporations and
support such an amendment, which would provide for a reduction in
;ai:es 8}s;,nd ;'ecoup that amount by making the multinationals pay their

air share .

As T understand it, they had a total tax liability last.year of less
than 81 billion payment in the United States of America. Don'’t you
feel it is high time that the multinationals started paying for some of
the expenses here at home {

Secretary Suuvrz. I think I am sort of saved by the bell, if that bell
means what I think it means, But I would say that it seems to me a
great mistake to so arranFe the taxes on American corporations oper-
ating abroad as to effectively stifle their operations, And we benefit
from those operations both in terms of jobs and terms of balance-of-
pa';menta flow.

here are problems, We tried to get at some of the problems, I hope
we will be discussing that subject in detail before this committee before
long, but as a generalization, I think it is a mistake to come in with
tax changes that would make it impossible for our corporations to
operate abroad,

Senator HarTkr, My time is up.

The CxArMAN, Mr, Secretary, how much money would your tax
reform aropomls raisef

Secretary Snuvrz, Well, we have, depending u?‘on what you classify
under that heading, a differing amount. But the proposals for the
minimum tax and the tax shelter pmproso,ls would raise & net of about
$800 million, we currently estimate. That is, it would raise the total
about $1 billion and there is a $200 million loss because we dropped
the present minimum tax—

e CHATRMAN, That is & net gain of $800 million ¢

Secretary Suurrz, The net gain would be about $800 million, we
estimate, for the first full year.

The CrammaN, Thank you,

Senator Bennett{

Senator BennerT, No questions.

The CHARMAN. Senator Ribicoff §

Senator Risrcorr, Nc questions,

The CuamMAN, Senator Egvrd' ‘

Senator Byro. I note that you expect 14 percent, a 14-percent in-
crease in personal income taxes. Do you think that is a realistic figure?

Secretary Snrourz, Well, the ‘;mjectiona we have made, we think are
ret:llistic. ey have been carefully made by our people in the Treasury,
and so, yes,

HSena r Byro. And how have those projections been in the past
ow
beeswgemo?d Suovrz, Some have been quite good, and others have not
n 80 .

Senat%r Byro, Well, in looking over the figure, though, I note that -
in fiscal 1972, for example, there was, roughly, a 10-percent increase
over the previous year. In fiacal 1073, there was about & 6 or 7 percent.
But in this upcoming year, you project a 14-percent increase, I am
just wondering if that 1sn’t a rather optimistic projection?

Secretary Snurtz, Well, we are experiencing a tremendous increase
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in employment and income from employment. So both of those factors
operating together raise personal income in a very substantial w:gu

¢ increases over the year in numbers employed are running in the
order of 2.5 t0 2.7,

Senator Byrn, Well, I hope you are right about the additional rev-
enit:: cg ooux;se, but I am just wondering whether that isn't an opti-
migtic figure
i lt'ﬁt mgﬁut it this way: Have we ever had such an increase as that
n the

Seorgtary Suurrz, I am not sure about that Particular itam, Senator.
I wonder if I could look that up and furnish it for the record

Senator Bynp, Yes, Thank you.

Secretary Sxuvrz, I would say, as an observation, it seems to me in
the revenue-cstimating business that there tends to be lags; that is,
~ when things are moving up, the estimates tend to be low and they are
always having to be revised upward; and when things are moving
down, it is the reverse. We don't quite have the cournge of our obsarvae
tions, you might say, so I think on the whole, this estimate probably
is, if anything, on the conservative side, |

Senator BYrp, On the conservative side?

Secretary Srurrz. Yes. Mr, Volcker reports there have been quite a
number of occasions where there was 14-percent increase,

Senator Byro, In the personal income tax revenuef

Secretary Suovrz, Yes.

Mr, VoLoxEeRr, Yes, in 1965-66, it went }i&nbout 87 billion on a base
of less than 80, 8o it was about 14 percent. They went up by about $1814
billion in the single year of 1069 on the basis of $69 billion, so that was
an increase of 28 percent almost,

Senator Byrp, And that is when we had very high inflation

Secretary Sxuvrz, In 1969 we had about 6 percent,

Senator Byrp. And we have 9 percent now, you have testified {

Secretary Snurrz, Well, that is an annual rate on the basis of the
first quarter,”

Senator Byrp. That is right.

Secretary Suourz, And I think if we look at it yearly, if we took
the last year or so—or if we took the period since economie controls
went on—I think that number is about 4.2 percent, so I don’t think
the 9 percent should be projected. .

Senator Byro. Mr, Secretary, do you favor or oppose continued
deficit l;ﬁnding on a Federal funds basis{

Sec Sxourz, Given the fact that we have large surpluses in
the trust funds, then I think it would be a mistake to t? to balance
the budget on the Federal funds basis, but what should be done, I
think, depends upon the economic oircumstances.

Senator Byrp. Do you consider the $16 billion surplus in the trust
fund as a real surplusf

Secretary Sunourz, Yes. I think that in judging the impact of the
budget on the economy, we have to add all of the things up that the
Federal Government does.

Senator Byrp, I understand that. -

Secretary Smuvrz. Whether they are trust funds or otherwise, they
must b&%o ded and taken into account and then see what the balance
amounts to. .
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Senator Byro, It is correct, is it not, that the trust funds can be used
only for a sgeeiﬁc purpose?

. Secretary SHurtz, That is correct.

Senator Byrp, Mr, Ash, do you favor or oppose & balanced budget
on the Federal funds basis}

Mr, Asx. I would certainly join in Secretary Shultz’ statement
that a balance including both Federal and trust funds, makes the
oconomio sense, and that it would not be pro;tm to have a balance on

there were simultaneous
be balanced, . N

Senator Byro. I just wanted to establish the thinking of the two

high people in our Government on that, N
assume both of you would opé)osé any logie}ation which would
require a balanced budget on the Federal funds basis?

eoretary Snuurz, Yes, sir, I can imagine circumstances where I

would favor a balanced budget on the Federal funds basis; that is,
if the trust funds were opern nF at a defleit and the economy weren’t
:ll\,oﬁ{tlmg aticapacity, then I think it would be appropriate if we had
at kin

cumstances,

Senator Byro, Mr. Ash, does the continuing and, in my judgment,

the accelerating inflation disturb yout
Mr, Asn, It disturbs me, and I am sure it disturbs most evergbody
in the administration. This is.why -actiong,have been taken and con-

,_tihiue to hayatisen considefcd for dealing with that very problem.

Senator Byro, How seriously do you view the inflationary spiral,
Mr, Sscretary?

. gecretury SHurrz, Oh, I think it is a problem of the first magni-
ude. - '

Senator Byrn, Do you regard the huge Government deflcits, as typi-
fled by the Federal funds buds‘at, as the major cause of the inflation?

Secretary Suurrz, Well, I think that the large deficits at full em-
plgiyment in the last part of the 1960's are what gave it its big boost.

his most recent outburst in the first quarter, I think, has some spe-
cial characteristics associated with it, but I believe that the tightenirig
of fiscal policy that is now going on is quite appropriate,

Senator Byrp. The Federal funds deficit for 1971 were $30 hillion,
The Federal funds budget for 1972 was $20.2 billion, The Federal
funds deficit for 1978 is $27.9 billion; the Federal funds deflcit for
the ugcoming year, as projected by you, is at $18.8 billion. Do you
regard that as being inﬂationarz?

retary Suuirz, Well, I think as we have discussed many times,
that the Federal funds surglus or defleit is not the right concept to
use in judging the relationship of the Federal budget to Jn'oblems like
economio expansion or inflation, and that the unified budget is & more
useful concept. ‘

Senator Byro. Well, is Iyour answer to my question yes or nof

Secretary Suourz, Well,
that the fiscal thrust provided by the Federal Government in the last
coyple of years was appropriate under the circumstances.

Senator Byrp, That really wasn’t my question. '

What I am trying to ask——

Secretary Smovrz. But I think if your question is, could we curb

of circumstance, but it depends, in other words, on the cir- )

the answer to your question is that I think
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inflation for sure by seeing to it that the economy operated with 8 per-
cent unemploymen i the answer is “Yes.” You could control inflation
that way but we don’t want to.

Senator Byrn. That is not my question at all, and you know it is
not my question,

T agked what T thought was a reagsonable question. My question is,
in 1971 we had a $80 billion deflcit; in 1972 we had a $20.2 billion
deflcit; in 1978 we had a $27.9 deficit; and you project an $18.8 billion
defloit for the chomlng year. 4

My question is: Do you regard that as being inflationary{

Seoretary Srurrz. T foel there is little doubt that we would have a
lesser rate of inflation today if we had a balance, if we had had a bal-
ance in the Federal funds budget during those years. I think I should
add i T also believe we would have a lot less jobs, o lot less production,
a lot less of other things that we want.

Senator Byrn, For the flscal years 1970 through 1974, the accumu-
lated Federal funds defleit will be 8119 billion and that is precisel
28 percent of your projected national debt, the total national debt,
Now, does the fact that we have accumulated 25 percent of the total
national debt in just 5 years disturb you{

Secretary Snurrz. T would certainly have preferred that the econ-
omy maintain itself on a steady path of growth at full employment,
with a balanced budget on the unified basis.

So, in a sense, it hasn't done that; yes, it disturbs me and I wish
somehow or other it had been gossible to do it otherwise,

However, I think that with the economy operating below capacity,
we should have the courage to use Federal flscal policy as a tool In
expanding the economY and not be afraid of it.

enator Byrp, Well, if by that you mean creating huge deflcits,
you have certainly accomplished that; no question about that.

Now, I note in relation to the national debt that we are speaking
of, that you have revised upward the interest costs and you gro ect
now that the interest costs in the new budget will be $27.5 billion.

Secretary Smuwurz, Interest rates are higher now than they were
when the original estimates were made. .

i ,Senat%r Byrp. Yes; and do you foresee that the interest rates will
norease

Secretary Suurrz, Well, I think that depends very heavily on how
successful we are in deulini with inflation. And interest rates.will, so
to speak, track inflation. And if we are successful in reducing the
rate of inflation, interest rates will reflect that. ,

Senator Byro. How do you reduce the rate of inflation

Secretary SwHorrz. We reduce it by a set of measures, by having
a reasonable discipline and flscal policy, by having a monetary polic
consistent with that, by trying to use the wage and price controls
tools as best we can to help, and by trying to increase the supplies
of things that are in short supply; that is, by measures, such as we
have taken in the agricultural fleld, which are not helpe& any by the
bill the Senate passed in the farm area, and by reducing tariffs on
things that are in short supply, by looking to the export control
things and all of those other matters,

Senator Byrp, Is not the rate of inflation greater now than it has ~

n
Secretary Suovrz. Yes. --
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‘ S:ga:%r Byrp, Aren't the huge Government deficits a major reason
or tha :

Secretary SHuvrz, In the sense that we have bean over and over
again this here at the hearing yes.

Senator Byrp, Than what!

Secretary Suurrz, We have been over and over this concept of the
fact that if we stood still——

Senator Byrp, In other words, it has been {

Seoretary Snuvrz, -—if we stood still here througlh the past 4 years
and said, we would never run a deficit in the Federal funds budget, no
matter what happened, we would have a legser rate of inflation today
and, as I said, we would also have a lot of other things we probably
wouldn't like,

Senator Byrp, Hasn't the President in his speeches urged that we
reduce inflation by reducing spending

SecretarﬁSuuurz. Yes,

Senator Byrn. And by reducing the deflcit?

Secretary Srovrz, Yes,

Senator Byrp, Well, doesn’t that indicate that at least one part of
the administration believes that these deficits are a heavy contributing
factor to inflation?

Seoretanlr? Suurrz, We believe the $250 billion for flscal 1978 for
which the President struggled so hard, was an absolute neceseity and
z'ou could imagine what we would be doing if we had spent what

he Congress had wanted us to spend, namely, something like $260
billion this year.

Senator Byrp, You had a deficit of $28 billion following your own
figures; which is to say, that your own recommendations—and not
what the Congress did, regardless of what the Congress did—but your
own flgures, your own budget recommendations projected a Federal
funds deficit of $28 billion; is that not correct?

Secretary Suuvrz, Correct.

Senator Byrp, And {:ur own budget figures, assuming that Con-
gress doesn’t appropriate one dollar more than you advocate, still will
mean a deficit of 819 billion in the upcoming yearf

Secretary Suurrz, Correct.

Senator Byrpo, So I assume from your replies to my various ques-
tions, that—perhaps I shouldn’t assume it—do you agree or disagree
with William Mec hesne{ Martin’s testimony before the subcommit-
tee—this committee—that the major cause of inflation is the huge Gov-
ernment deflcits that the Government has been running in recent yearst

Secretary Suurrz. Well, I don’t want to get into an asgument. over
the former Chairman of the Federal Reserve’s views an Po over the
relationship between the flacal policies and montary policies of the
?Mt years, but I think that the large deficits at full employment in

he late sixties were a major contributing factor. I think it was appals
ling that after the Conﬁms acted and after President Johnson acted
wit, stronq‘ﬂsoal discipline, the Federal Reserve increased the money
supply in the last half of 1068 at a very heavy rate, I think that wasa
big contributing factor,
nator Byrp, Do you thing the increase of 814 percent in the money
supply for 1072 was a big contributor ¢

Secretary Sruvurz, The money supply in 1972, in the latter half,

probably was a little too high; increased a little too high, On the
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whole, I think that it hag been managed very well, It is a difficult job
to control what happens here as we have seen in recent months.

Senator Byro. of this is a difficult job and that is why I am
interested in the philosophy of the ;zeogle who have to handle the
lob. And I must say, frankly, it is disturbing to me when there seems

o be considerable levity and very little concern for what appears to
mo—and I guess I am in a minority around Washington—for what
appears to me to be a very serious financial situation facing our Gov-
ernment, Most of my colleagues don't agres with me and obviously,

ou, gentlemen, don’t agree with me, I hope you are all right, but

think we are in a whale of a bad fix. You found it necessary to de-
value the dollar twice in 14 months, Have these two devaluations
been deeirable?

Seoretary Snuvrz. Under the circumstances, yes, That has been very
imgortant to ﬁec our products competitive again in the world markets
and wo have had a long series of devaluations against us, And I think
now our American products do have a much better chance in the world
market and in domestic markets than they have had before,

a lSlenoétor Byrp, Do you expect nnother formal devaluation of the
ollar ‘ -

Secretary S1uovrz, No, sir.

Senator Byro, What would the worldwide effect of a third de-
valuation be in your judgment

Secretary Suorrz, There ian’tdgoing to be one.

Senator Byro. The formal devaluation of the dollar was merely
formalizing what had already taken place; waen't it In other words,
the dollar had deteriorated {n value and is continuing to deteriorate
in value; is it not?

Secretary Snuvrz, You mean at the time of the Smithsonian Agree-
ment; what were the actual exchange rates at the time of that agree-
ment and did they change any as a result of the aﬁreement, or do

ou mean at the time of the second devaluation, was there a change in
he exchange rates{

I think the answer to the question was, yes, there was a change at
the time those devaluations took place,

Senator Byrp, Devaluation is not a solution, is it

Secretary Suuvrz. It has hegwed our products become more com-
petitive in'the world market and we are seeing a change in the world

icture so that the second half of 1972 showed a little better picture

han the first half and the first quarter of this year is better than the
fourth quarter of last year and in recent months, it has shown to be
s desirable trend,

Senator Byrop, If that is the case, why would not a third devalua-
tion be desirablef ’

Secretary SHuvLrz, You seem to have the idea if something is & good
thing, then a tremendous surge of it is even better. I keer trying to
bring balance into the picture, I think we had a good thing and we
have had enough of & thing now. ‘

Senator Byrp, Well, I thought I was the one trying to bring balance.

Secretary SHuLrz. No, no, it is me that is trying to bring balance and
you are the extremist.

Senator Byrp. No, no. I am trying to bring balance to these budget
figures which, I think, you don’t want to bring balance to.

Seoretary SmoLrz, I am trying to bring balance to the economy.

Senator Bynp, Well, you haven’t done that. ,
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Secreta%Snuurz. We are getting there,

Senator Byro, Well, I hope you do and I wish you well. I just don't

believe we are going to solve our problems until we put our own finan-

cial house in order here in the United States before we are going to

golve it. I can’t see where we made much headway in that; maybe we
ave,

Seoretary Suuvrz, Well, I believe we have made considerable head-
wag moving from & deficlt of about 18 billion to a defleit of about
48 billion with a good probability that we may bring that into balance.
I think that is a lot of progress and fiscal discipline,

Senator Byro. It is not fiscal discipline that did it; it was an in-
crease in the social security taxes that did it; was it not{

Secretary Snorrz. No, sir, What has done it'was the strong effort
the President has made despite determined opposition in the Congress,
to control spending. That is what has done it, '

Senator Byro, I have supported your position, sir, I am not ar in
against your position, I supported the President's veto, under difficu
circumstances. .

What I am saying is, you are takin{g the surplus from the trust
funds—and this was my previous question—and that is the only way
%rou are getting this deficit down to what you say will be $3 billion:

hat is, by using the $16 billion surplus in the trust funds; isn't that

right{

%eoretary SuuLrz, We are using the concept of the unified budget.
The numbers I cited to you are based on that concept. -

Senator Byrp, You are usin% the $16 billion surplus in the trust
funds to reduce the 810 billion deficit in the Federal funds and, on a
unified basis, you thewot the $8 billion; is that not correct?

Secretary Snurrz, Well, if you want to Flay around with words, we
can figure out how the Federal funds are in surplus and it is only the
payments from the Federal funds to the trust funds that create the
problem but that doesn’t solve anything and—

_ Senator Byno, If you did not have that $16 billion surplus in the so-
oial security fund, and if you had a zero balance in the social security
fund, you would then have a $19 billion deflcit; would yon not{

Secretary Snovrz, If we had a different picture in the trust fund
accounts, presumably, we would run and have a different picture by
design in the Federal funds accounts, That is the whole point. I don’t
think we should manage the Federal budget in a way that disregards
the economy to which it is related, though. That is the point where you
and I seem to differ.

Senator Byro. T hadn’t brought that point up at all. I am trying
to underatand your figures, I think I do understand your figures, You
_ i\gv: a huge smashing Federal funds defleit and every figure shows

at. -

Secretary Suuvrz. No argument.

Senator Byrn, And the fact is you have a $16 billion surplus in the
social security trust funds, becatse the Congress and administration
acting together have increased the taxes on the people, and that is
where that trust fund, social security, surplus came from.

Mr. Chairman, I ask unanimous consent that three tables that have
been prepared be inserted in the record at this point.

The Camuman, Without objection, it is 8o ordered.

[The tables referred to follow :]



1B

183

$69. 0
29.0

Corporate income taxes_ . ________________________

Individual income taxes__._ .. ... .o ___.______

Receipts in billions:

ONWHD
13 odvsd o o4
nl

Saond:
oivicded
-y

OmaNY
ma&&&

Y YY)
S
ul

QMO
ggiesoies

CONMMNS
mmaza

cooow
gSdaia

Total, Federal fund receipts. ... ... ..__._.
Trust funds (social security retirement, highway).___

gt el
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Excise taxes
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Expenditures in billions:

188.9 1940 1830 209.0 232.0 266. 0

154.0

Federal funds_____._____________________________

Unified surplus defiett (—) ... —
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1 Bstimate figures.

Norz.—Prepared by Senator Harry F. Byrd, Jr., of Virgiois.
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Deficits in Federal funds and interest on the national debt, 1956-74

inclusive
D

Receipts Outlays 8“"3}3&23 lnm’e‘;g
58. 1 62.3 —4,2 6. 4
66. 4 63. 8 +1.6 6.8
68. 8 67.1 +17 7.3
66. 6 69. 7 -3.1 7.8
65. 8 77.0 -11. 2 7.8
78.7 74. 9 +.8 9.5
75. 2 79.3 -4, 1 9.3
79.7 80. 6 —6.9 9.5
83.6 90. 1 -6.5 10. 3
87.2 05. 8 —~8.6 11. 0
90.9 04. 8 -3.9 11.8
101. 4 106. & -6 1 12. 6
111, 8 120. 8 -15.0 14, 2
114.7 | 143. 1 —~28. 4 15. 6
143. 3 148, 8 -6.8 17. 7
143, 2 156. 3 -~13.1 20. 0
133. 7 163. 7 ~30.0 21, 6
148, 8 178. 0 -29. 2 22. 5

160. 9 188. 8 -27.9 24,
181. 0 19090, 8 -18. 8 271.8
tal. .. 2, 056, 8 2,273. 2 217. 4 273. 4

| Estimated figures.

Source: Office of Managoment and Budget and Treasury Department,

Note: Prepared by Senator Harry F. Byrd, Jr., of Virginia,

U.8S. gold holdings, total reserve assets, and liguid liabilities to foreigners
[8eleoted periods in billions of dollars)

Liqud
Qold holdings Total astets linbilities
.......... 20.1 20. 1 6.9
................. 22.8 24,8 16.8
................. 10.7 14. 6 47.0
......... 10. 2 12. 2 67, 8
......... 10. 5 13.2 82.9
................. 10. 5 12,9 90. 9

Notx: Prepared by Senator Harry F. Byrd, Jr., of Virginia.
Bource: U.8, Treasury Department.
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Senator Byrp. My time has expired, I guess?

The CratrMaN. I haven't been running the clock on anybody, after
the first round, so your time hasn'’t expired.

Senator Byro. All right. Thank ¥ou, sir.

The CHAIRMAN, We are not keeping time. .

Senator Byrp. I would just like to get an understanding of the
counterpart funds ahd what part, if any, they play in the assets that
we list a8 current assets,

Mr, Voroker, Current assets? In what respect, Senator? We list
them among assets we have abroad but not as liquid assets.

Senator Byro, We don't list them as part of the liquid assets? -

Mr. VorLoxer. No. ,

Senator Byrp. Well, now, do i'ou have a country-by-country break-
down of our counterpart funds? I assume you do.

Mr. VoLoker, Yes; we do, but not with me,

Senator Byrp. Could you supply that for the record ¢

Mr, VoLcker. Yes, sir, )

; [T:llle Department subsequently supplied the following informa.

tion:

\
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INVENTORY OF
NONPURCHASED FOREIGN CURRENCIES
AS OF DECEMBER 31, 1972

This inventory of nonpurchaged foreign ourrencies (formerly ocalled
the Semiannual Consolidated Report of Balances of Foreign Currencies
Aoquired Without Payment of Dollars) has been prepared in acoordance
with requirements of Seotion 613(c) of the Foreign Assistance Aot of
196}61 ;ppraved September 4, 1961, (22 U,8,C. 2363(e)) which provides
a8 ons;

“"Each agency or department shall rogott to the Seoretary of the
Treasury an inventory as of June 30, 1961, showing the dmount of all
foreign ourrenoies acquired without payment of dollars on hand of
each of the respective countries, and the Secretary of the Treasury
shall consolidate these reports as of the same date and submit to
the Congress this consolidated report broken down by agencies, by
ocountries, by units of foreign currencies and their dollar equive
lent, Thereafter, semiannually, similar reports are to be submitted
by the agencies to the Tressury Department and then presented to the
Congress by the Secretary of the Treasury,"

This report shows the balances of U,S, - owned foreign currencies held
in accounts of all accountable officers of the U,S, Government, and the
balances of country-owned funds held in acoounts of foreign governments
over which the United States exercises some oontrol, The balances are
stated in unite of foreign currency end U,S, dollar equivalents broken down
by obuntry and the agenoy having administrative control, U.S. dollar
equivalents are computed for purposes of this report at rates of exchange
available to the U,S, Government for the purchase of currencies for its
official disbursements, as shown in the quarterly rate sheet issued by
this department,

In summary, the holdings as of December 31, 1972 are as follows
(in thousande of U,S. dollar equivalents):

U,S, = owned currencies:

Aot‘mnol.iolﬁtltlolbitclDll".‘llll.'.lll. ‘ 4“
Agenoy for International Development....... 189,243
mtem’ooll'.lllllootO“l"lll.l‘c.llll..l' 3)3”
Executive Officé& of the President.......... 1,132
Health, Education, and Welfare........c..s: 1
Inwrior..ll.l!..b..'u'llt!lll!llt.l.ll‘lll 2
Overseas Private Investment Corporation,... 9,446
st.tgliollll.ltl"ll'llll’lo.l.....l..l.‘.' 597
TrOBBUYY . oo vrvevonannsosssnsossvsassssssss 1,551,724

Tot8l, vvssusrnnns 1,7’5,968

Country-owned currencies held in foreign govern-
ment ACOONEB. . vveverrrvsossnesssvonresssnssnes ,mz

TotBl. . civrvnsnns mm
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Most of the foregoing balances of currencies held by the U,S,
Treasury are available for sale to agencies ror appropriated dollars, in
soms cases for purposes of regular operating programs, and in other cases
for purposes of special programs provided by international agreements and
Seotion 104 of Public Law 480, as amended, The remaining balances of U,S,=
owned :umnoiu are available for loans and grants within the foreign
countries,

Foreign ourrencies held by the U,S, Government equivalent to $972,8
million were generated under Title I of the Agrioulturel Trade Development
and Agsistance Aot of 1954, as amended (including loan repayments) and
$783,2 million from other sources, such as the Foreign Assistance Act of
1961, es amended (DLF and MSP loan repayments, etec,), U.S, portion of
counterpart funds (5% and 10%), contributions to cover edministrative
expenges of U,S, Military Assistance Advisory Groups (MAAG), interest earned
on pudblic deposits, various trust funds, and other items, f)etuna regarding
the sources of ourrencies and the progrems for which they are used are
contdined in the "Report on Foreign Currencies held by the U,S, Government!
published by Treasury,

Foreign currencies held by the foreign governments equivalent to
$161,9 million were generated under Seotion 609 of the Foreign Assistance
Aot of 1961 (oounterpart), $166,5 million under Title I of P,L, 480, sand
$1,5 million under Title II of P,L, 480 famine relief program, The source
of these figures and details regarding country-owned currencies are
available in Report No. W-213, Foreign Assistance Program, prepared by
the Agenoy for International Development,



P 1
. B.S. Gmed Country Ouned
Country and C Foreign Currencies 1/ Foreiga Currescies 3/ Country Totals
Agency Foreign Currency B.S. Dollsr Poreign Currenc” T.S. Dollar Foreign Currency 0.S. L-llar
. Goits | Boivalests Bats | Byuiwalents Units Byuivs:2ts
Afzhanisten - Alzheni
Sction 205,410 2,66 205 2,616
Agency Intern'l. Dev. 24,826,022 316,255 604,114,000 7,696,000 628,940,022 8,012,255
ety 25 0875 19,532 25,0875 e
Arzextine - Peso
= 4 2 22
Treasury A 2
Total ‘ , 5,57 : 5.7 3557
1
Aastrslis - A, Dollsr
= el e sy
Total i, | 5.8 | 1,563 15,193
Auatris - Schilling
State { 129,133 5,57 129,133 5,570
Treasury -129,133 -5,570 . -129,133 -5,570
Tota —
- e e e
Jabame - B. _Rollsr R
State 5% 553 536 553
Tressury -536 ~553 -536 ~553
Total ———
§
Baxbados -~ E.C. Dollar
Action 39,964 19,629 39,964 19,629
State 560 7 560 7
Treasury -40,524 -19,904 -40,524 -19,904
Total —===
p ————— — e e ————————
1
t

BEST AVAILABLE COPY
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T.S. Ganed Caatry Guned —
es 1/ Poreign Currencies 2/ Ceuntry Totals
Foreign Currency U.S. Doller Foreign Currencr U.S. Jollar Foreign Currency B.S. T ller
Units Equivalents Onits Equivalents Onits BEquiva.ents
1,393,967 27,050 1,193,967 27,050
~1,193,967 -27,050 ~1,193,967 -27,050
} —m———— = == —
2,092 2,155 2,092 2,155
=2,092 -2,155 ~2,092 -2,155°
2,473,203 123,660 45,665,000 2,283,000 48,138,203 2,406,660
9, © 2,968 9, 2,968
2,013 / 22 013
3,972, EZ | 555,00 | 555,00 X T4%,642
1,680 % 1,680 2
17,969,051 2,971,329 80,131,000 13,072,000 98,100,051 16,003,329
91,950 15, e 91,950 15,000
. -8 602 -1 -8,602 =1
— - O ¥ 7
S —————————— - =
25 %o 25 4o
-215 140 215 <140
—
11,235,670 2,112,17% 4,463,000 839,000 15,698,670 2,950,17%
896 168 89 168
59,070 11,099,29¢ 070, 1
, 13,210,641 4,353,080 59,000 Ty 70,034 —*ﬁ'%—u,m,
3



{Fractiona] C.rrency Units snd Cents (mitted: . 3 3
U.S. Cuned Country Owuzned
Prreign Corvencies 1/ Foreign Currencics 2 Country Totals

Foreig= Curreacy U.S. Doller Poreign Currenc:r T.S. Tollar Forelign Currency U.S. - l.ar

Units Eguivalents Units Equivalents Units Equivs’a-ts

14,370 57 1,370 57

337,897 1,343 45,052,000 180,000 45,389,897 181,343

1,923,705 7,648 1,923,705 7,648

-2 275 972 9,049 -2,275 972 -9,049
5,052,000 | 180,000 43,052,000 10,00

t

100 10t 100 101

53,436 222 53,436 22

53,436 -212 -53,436 -2

129,964,000 2,825,000 129,964,000 2,825,000

10,47 2 10,37 22

%1 16,561 761,848 16,561

"%m, 16,786 159,965,000 2,625,000 | 130,7%6,1% 2,841,786

73,925,720 1,848,143 73,925,720 1,848,143

A N o 2

6,322,253 X k 6,322,253 158,056

34,247 1,515 34,247 1,515

14,67,000 649,000 14,676,000 649,000

212,198 9,477 2, 9,477

i & 5
1,52, o800 | 69,00 T 5097

8¥



{Fractions] C.rrency Units end Cents (mitted: £ 4
C.S. (umed Country Cuned
Foreign Currencies 1/ Foreign Currenctes 2/ Country Totals
Foreign Currency U.S. Dollar Foreign Currenc” T.S. Dollar Foreign Currency U.5. T "lar
Units | Eoutvalents . Uaits Eguiwalents Tasts Byuive . :s
134,566 15,702 719,000 84,000 853,566 99,702
16,739 1,953 ulg.gg 1%.923
-15173 13,49 -1, 1304
- ;rm » m arm » >
15,000 40,000 15,000 40,000
1,222 3,199 1,222 3,199
~1.222 -3,199 -1,222 -3.19
5,000 20,50 15,000 20,000
7,161,557 994,660 : 7,161,557 99,660
2,426,17% 9,646 2,426,17% 9,646
-2,426,17, -9,646 -2,426,17, ~9,646
16,283 2,%7 16,283 2,37
-16,283 -2,367 -16,283 -2,367
,611 1,611 1,611 1,611
358,447 358,447 10,515,000 10,515,000 10,873,447 10,873,447
502,17 502,376 b b
X X 502, Y 502,17
I, &, | W B,00 | W,55,00 I, 578,18 LR

6v



—

INVENTORY OF NOMPURCHASED FOREIGN CURRENCIES

AS OF DECREER 31, 1972

{Prectioea] C.yrency Unjts end Cents Cmitted i)
oy os 1 Forelgn Currencies )/ Country Totals
Foreign Currency 9.S. Doller Foreign Currencr Y.S. Dollar Foreign Currency T.S. O-:ilar
mg Bguivalents Units vnlents Uaits Equivalenis
3,560 10 - 3,50

—_— 45,403,000 1,788,000 45,403,000 1,788,000

g.‘m 5.% - 126,99 5,

. 5,656,757 222
5,767,317 =57 5,403,000 1,788,000 51,190,317 2,005,847
20,704,428 37,264,990 20,704,428 37,264,990
152735 53 622 130 5 e
— 15 .

7,472 2,969 - 7,472 2,989
7472 - -2,989 -7,472 -2,989
8,605 123 8,605 123
6,143 * 2,690 . 6,143 2,600
36,957 %,98 56,957 2%,%8
1,097 480 1,097 480
=64,19€ =28,120 -64,198 -28,120
1,680 2,005 1,680 2,005
-1,680 -2,005 ___ -1,60 -2,005
13,566 3,264 - 13,566 3,264
=13,%66 -3.,264 23,566 - -3,264

09



INVENTORY OF NONPURCHASED FOREIGN CURRENCIES
AS OF DECEMBER 31, 1972

{Fractional C.rrency Units snd Cents (mitted: Pr 6
T.S. Cumed Country (uned
Coutry and Currency Foreign Currencies 1/ Foreign Currencies 2/ Country Totals
Agency Foreign Currezcy U.S. Dollar Poreign Currenc: U.S. Dollar Foreign Currency U.S. T-ilar
Toits ] Equivalents Units Eguivalents Units Equivcie s
Exspce - Frane . :
State 127,488 25,330 127,488 25,330
Tressury -127,488 -25,330 =127,488 -25,330
Total e
Gambis - Delesy '
Action 4,993 2,468 4,993 2,468
Treesury -4,993 ,468 -4,993 -2,468
Total
e ——————— —————
Sermeny - W.D. Mack
Agency Intern'l. Dev. 365 113 365 13
State 421,722 131,500 42,72 131,500
¢ Treasury 422,349 ~-131,606 -422,349 -131,696
U.S. I.A. 262 2682 8
Total
. Gexmany - E.D. Merk
Treasury 32,042 2,58 32,042 2,584
Gheps - Cedi ‘
Acticn 32,680 25,793 32,680 25,793
Agency Intexn'l, Dev. 1,577,938 1,245,413 9,778,000 7,717,000 11,355,938 8,962,413
= pa | e g | s
e e .

Total 16040 | LB | IR | 7.7.00 1,208,404 3,003,822
Agency Intern'l. Dev. P 1,776,000 |. 59,000 1,776,000 59,000
State . 56,817 1,893 56,817 2,893
Treasury 523,657 15 523,657

Total 15,766,527 525,550 1,776,000 59,600 1942, 584,550

/
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e

495 1,089 495
2,880 6,330 2,880
T —3.35 7S 9% 1]
1,000 5,000 1,000
1,864 3,728 1.864
R s |
%
23,895 135,128 23,895
-23,89 -135,128 -23,895
5 22 | am
153,132 3
—— oy 1R oty

(4]



INVENTORY OF NONPURCHASED FORTT™N CURRENCIES
AS OF DECEMBER 31, 1972
{Fractional C.rrencv Units and Ceats Caittad:

T.5. Gumed Contry Cuzed
Coustry aed Currency | Foreign Currencies 1/ _ Foreigz Currencies 2/
Agency Foreign Currency U.S. Dollar Foreign Currenc: Tu.s. Dollar
Bnits uivelents Units Eguivnlents
Agency Intern'l. Dev. 34,846,000 353,000
= 2z | =
,993
Total B 5,85 X, 16,000 353,000
Agency Intern'l. Dev, 597,879,380 75,299,670
Oversess Primate Invest. Corj 75,000,000 9,445,843
State 115,000 1,483
Treesury 6,179,888,372 778,323,472
Total €,852,882, 2 |853,083, 270
Agency Intern’l. Dev. 55,173,842 6,948,846 55,173,842 6,948,846
Total Indisn Rupees €,908,056,597 670,032,317 z ,908,056,597 §70,032,317
Agency Intern*l. Dev. 203,884,468 488,931 14,221 896,000 34,205,000 14,425,780,468 34,593,931
State 240,452 576 240,452 57
Treasury 45,567,528 109,274 45,567,528 109,274
- Total 23,552,228 98, 752 IZ, 221,896,000 32,105,000 R,Zﬂ.mﬁu %, 75, 782
Irsn - Riel *
Action 2,500,903 32,798 2,500,903 32,798
State 20,159 264 20,159 264,
Tressury -2,521,062 ~32,063 2,521, ~-33,063
Total = —
Agency Intern'l. Dew. - 63,000 48,000 63,000 148,000
State 200 470 200 470
Tressury -200 470 -200 470
Total — 63,000 28,000 €3,000 128,000

[
w



{Frectjove] C-ryency Units end Cents Ceitted) - Pace 9
- : U.S. Ouned - Country Ouned
Country and Currency (13 Foreign Currencies 2/ Country Totals
Foreign Curreacy U.S. Dollar | Poreign Currencr U.S. Dollar Foreign Currency U.S. Drller
Tolte Ewivalects . Dotts Epivelents Daits _Bquivsterts
- t -
Agenoy Intexn'l., Dev. . 5,857,340 1,394,604 123,889,000 29,497,000 129,746,340 30,891,604
State 27,429 6,5 27,49 6,50
Treasury =5,321,622 -1,267,052 -5 622 . -! 57 gs
w N ,a'm m:m mp“’om ”Z”.m » N » »
nu;xﬂ.n Office
the 2
i Army 662,625,840 1,131,750 662,625,840 1,131,726
State 7,248,631 12,380 7,248,631 12,38C
Treasury ~7,248,632 -12,380 ~7,248,63) -12,380
lvory Cosst ~ C.EA. Fruc ’
Action 99,586 95 99,586 95
Agency Intern'l Dev. 282,466 1,127 283,466 1,127
State , 373 2,8% 3,37 2,826
Treasary -1,096,427 -4,39 . -1,006,427 4,359
Total = e ——
Jemalcs - J, Dollex :
* Acticm . 3,%6 4,422 | 3,7%6 4,412
e - = N =
=3; -4 —eee emme———e— =3, 4,
Total ) L —— — )
Japen - Ten
= N A - S |
Totad 65,958, A e R A7

2]



INVENTORY OF NOMPURCHASET POREIGN CURRENCIES
AS OF DECEMBER 31, 1972

. {Fractional ,C.rrency Units snd Cents Omitted} Po: 10
U.S. Cuned Country Ouned
Country asd Currency ] Foreigr Currencles 1/ Foreipn Currencies 3/ Country Totals
Agency Foreign Currency U.S. Dollar PForeign Currenc U.S. Dollar Forelgn Currency U.S. D-iler
Units Eguivalents Units Ejuivnlents Units Equivs® -ts
Ag-m; Intern'l. Dev. 18,000 50,000 18,000 50,000
State i,z‘lg 4.3 1,512 4.23g
Treasury =1, <4, - =
Total - (] 194 18,000 30,000 X 194
Kenve - Shilling
Action B 872,62 123,35 872,621 123,35
Agency Intern'l. Dev. 382,941 54,133 14,000 2,000 396,941 56,133
State 1,495 . 21 1,495 an
Treasury -1,257,058 -17%,701 -1,257,058 -177,701
Total = 12000 Z,000 1z, " 2.500
— —_— — —————————————
Agency Intern'i. Dev. 434,360,961 2,331,513 612,999,000 3,290,000 1,047,299,981 5,621,513
Navy 618,334,650 3,319,026 ,334,650 3,319,026
State 288,49 1, 288,49 1,548
Treasury 126,553,004 679,296 126,553,004 679,296
Koxes - ¥m
Action 895,770 2,255 895,70 2,255
Ageocy Intern'l. Dev 548,292,500 1,380,751 2,478,858,000 6,243,000 3,027,150, 500 7,623,741
State - 1,299,845 3,273 1,299,845 3,
Treasury ~237,884 %%3.929
* Total ,024, LUE S | SABER00 | 6,230 | 954,882, , 391,
Agency Intern'l. Dev. 1,267,672,925 2,128,385 160,712,000 . 266,000 1,448, 386,925 2,3%,385
Jladancn -~ Pound
State 6,019 1,992 6,019 1,992
Treasury -6,019 -1,992 -6,019 -1,992
Total
= —_— —
Agency Intern'l. Dev. ! 1,087,000 1,087,000 T 1,087,000 1,087,000
1




e
e

4

(Fractions] C.irency Units and Cents Cnitted’ oo
U.S. Guned Countcy Ouned
| Poreign Currescies 3/ ‘ gn Currencies 2/ Country Totals
Foreign Currency | U.S. Dollar Foredgn Currency U.S. Dollar Foreign Currency 8.S. T llar
Units Equivalents Units valents Units uivalents
13 % 123 7
-123 -% 123 -3
2,6M 3,17 z,g 3,1m
-2.068 -2,448 -2,068 . 1448
e = g 723
e e ———————— =
5,67 2,13 . 5,8% 2,1%
-5,8% - =213 -5,874 -2,13%
f
{ 3,363,4? z.,g 327,615,000 651,000 33;'3,‘37 655,698
| = — ; — B o
]
108 2 108 2
-108 -2 -108 -2
29,832 3,289 2,832 *3,189
=36,206 -2,898 -36,206 =2,
X A 0. K X
. 65,03 1,293 - e . 65,03 . 1,293
1,914,324 420,70 98,236,000 21,590,000 100,150,324 22,000,720
o lgs.az 4,002 o 18,212 oa“m
] s 754

99



{ donej C. 1t - 12
U.S. Guned
Country and Currency | Foreign Currencles }/ | Foreign Curreactes 2/ Country Totals
Foreign Currency | U.S. Dollar Poreigs Currencr | U.S. Dollar Foreign Currency U.S. D-1lar
__Units Bguivaleats Tnits | Ejuivalents Gaits _Bquivalents
Hepal = N, Repes . :
Motion . 2,295 a7 2,295 27
Agency Interr'l. Dev. 557,000 52,000 557,000 52,000
MM 6,000,0 568 ﬁ 6,000,000 =
Total 6,006,133 R — 32,600 €,563,193 X
Netharlands - Ouilder !
Intericr 5 164 53 164
State 36,063 11,165 36,063 11,165
Treasury <36,59%4 -11,329 -36,59¢4 -11,329
Totad T —
JMetbazlands Antilics - N,
A._RNcxcin
State 1,9% 1,105 1,9% 1,205
‘Treasury -1,97%. 1,105 =2,97% -1,105
Total - i =
New Zealapd - M2, Dollsr '
State 2,596 3,133 2,596 3,133
Treasury 2,596 -3,133 -2,59% -3,133
Total - - =
Mlceragus - Copdode
“Action 56,947 8,135 56,%7 8,135
State 8,737 1,248 .. 8,737 1,248
Treasury 65,684 -9,383 -65,684 -9,383
Total -_————— —
| — =
Agency Intern'l. Dev, 7,221,000 108,000 2,221,000 108,000
| S —

L9



DIVENTORY OF NONPURCHASEZD CUSRENCIES
AS OF DECRMBER 31, 1972
(. tod Far- 13
U.5. Ouned Country Ouned
Country and Curreacy s | Foreign Curreacies 2/ Country Totals
Agency Foreign Currency U.S. Doller Foredgn Currencr | U.S. Dollar Foreign Currency 0.8, Drllar
Doits Buivaleats —_Udnits | Byutvalents Gaits _Fquivelests
Missxis - Poupnd
Action s 9 . 9 k.
Agency Intern'l. Dev. . 31,%5 97,82 53,000 162,000 %5 259,82
State : P 1,:6 P : 1,36
- cRee 1 99,189 -
-4 S 55 — B
oy - Krses
State 26,182 3,980 182 3,980
Treasury -26,182 -3,980 , 182 -3,960
Total
Agency Intern'l. Dev. 130,868,541 11,897,142 234,234,000 21,294,000 365,102,543 33,191,142
Ax Force w4 - 10,45 1w, 10,415
State 104,973 9,543 , : 204, 9,543
Treasury - 977 972,270
Total » 783, !ngb,” T2, 00 T 2R, 000 | ) 4,483,
m
Ageony Iotern'l. Dev. W, 52,915 3,002,2%5 182,062,000 1,445,000 ° 561,604,915 4,457,245
State 325,000 500 15,000 "’g,soo
Treasury R 256
Totar | A . S T, O | L0 S A —
)t
D - Sal.
Action 82,155 1,693 82,155 1,893
Agency Intern'l. Dev. 2,825,263 65,358 2,835,263 65,358
Stats . 433,79 m,x 433, 10,000
Tressury 97,

89



= (Frections] C.rrency Units epd Certs Omitted: Peo- 14
COuned Country Ouoed
G 'y and C es Forelgn Currencies 2/ Couztry Totals
Agency Foreign Currency U.S. Dollar Foreign Currenc: U.S. Dollar Foreign Currency V.S, Drllar
Upits | Equivelents Units Byuivalents Units valests
Bilingioes - Feso
Aotion 1,187 % L1 1%
Agency Intern'l. Dev. 537,854 »,a2 58,179,000 8,568,000 58,716,865 8,647,212
State 47,92 7,% 5::,792 'r,%
Tressury - -
‘Agwy Intern'l. Dev. 25,879,060 1,172,058 25,879,060 1,172,058
State ) - 58,275 2, 55,275 2,503
Tressury ] 7,958,%’10.901 332,206.77% - 7.958‘%10,90 %,m,wg
Totad 2 i > ». a”’ 7. » » N N » ».
Fortoesl - Eeoudo
State 5,719 1,329 79 1,39
Tressury ~35,719 -1,329 2 -35,79 -1,329
Total
. ——————e = =
Bomsde - lai
State 4,296 267 . 4,26 267
Ageocy Totern'l. Dev. 20,195,550 955,01 100,000,000 8,000 X0,195,5% 1,353,051
State - 2 zg‘l %0 2 28, 908
Sl leme - lecne .
Sction . 108 126 108 126
Agency Intern'l. Dev. - 3, 443,000 1,000 443,000
2 . 108 : 126 -208° =126
Total ¥5,500 3,000 X 443,000
e ———

69



IRVENTORY QF NOMPURCHASED ‘PORETON
AS OF DECDSR 31, 1972

tted: - Pare 15
C.S. Gumed Country Owned
Country and Currency Foreign Correncies 1/ Foreign Cgﬂndu;.’[ Comntry Totals
Foreign Currency |} U.S. Dollar Foreign Correnc~ | U.S. Dollar Foreign Carrency ‘ U.S. D-llar
—Taits _Bguivalents Gits } Byuivalents Units Byuivaleats
Somall - Skilling
Agency Intern'l. Dev. 1 6,000 - 1,000 6,000 1,000
State 2,84 43 2,844 413
Treasury X 413 844 413
Total - 6,000 1 000 L0
Interior ] e ., ® 101
mw 489 600 45 600
-548 ~70% =548 =701
Total
Sealn - Deeets
Defenee: '

Adr Force 3,177,457 50,046 . 3,177,457 50,046
Intericr 136,007 2,82 . 136,007 2,142
State 458,79 7,25 4 458,749 . 7,225
Treasaxy -3,772,223 ~99,434 «3,712,23 =59,424

Total
Agenay Intern’l. Dev, 834,402 125,285 834,402 125,285
Treasary 568 a’}'g a"z S
Totad " 55,308 ngm , 2108
den - Pand
Agenay Intern'l. Dev. S3,405 1,335,189 [~ 532,405 1,335,189
State e {70 . s &%
Treasy ° 2,582 982 253 l.ﬁ,g 3,962,253
L S e e e




INVERTORY OF NOMPURCHASED FOREIGN CUREEMCIZS
AS OF DECEMBER 31, 1972
(Frections] C.rrency Units epd Cents Omjtted: Pas: 26
0.S. Guned Country Owoed
Country and Curreacy Poreign Currencies 1/ Foreign Currencies .t/ Country Totals
Foreign Currency U.S. Doller Foreign Currency U.S. Jollar Foreign Currency 9.S. Dollar
—Uuite Eguivalents Units & § Sjoivalents Units Bjulvaiesis
urinem - Rorin
State %9 a5 us 85
Treasury -149 -85 -19
Total f—————————
m— ——
Seeden - Kxpa
State n,917 6,730 n,nz 6,70
Tresmxy ° -3,917 ,730 -31,917 730
Total e
Seiszsxland - Frame
State 31,173 8,257 n,173 o
Tressury -31,273 -8,257 ~31,173 -8,257
Total
Srrisn Axed Republio-Pound -
State 13,347 3,204 13 3,104
Tresexxy - 2,206,49 4,957,320 2,316,440 4,957,320
Total 21,329,826 4,960,424 21,329,826 4,960,424
Iassnds - SAlliog
State 1,976 27 1,9% 27
Tressury -1,97%6 ~278 - -1,9% ~Z78
Total —
Iaailsnd -~ Paht
Aotion 1,154,968 55,874 1,15, 968 55,4’
Agenay Intern’l. Dev. 28,085,204 1,348,953 344,682,000 16,555,000 372,767,204 17,903,953
Treesury 1'&'% e 10 77
e :

19
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TRVENTORY OF CURRENCIES
s or n, 1972
( tred e 17
U.S. Ouned Country Ouned
Country and Currency | Foreign Correncles )/ | Currencies 2/ Comntry Totels
¢ Foreign Carrency | U.S. Dollar Foreign Currency U.S. Dollar Foreign Curreacy U.S. Z-ller
Tnits Equivalents Units | Ejuivelents Uoits Bquiv-lents
Ixixided - 1.7, Pollax
State i »5 % 395 %
Treasury =395 -19% =39 =19
TotaX == —
2Dunisis - Dinsr
Action 18,359 38,962 18,3% 38,962
Agency Intem'l. Dev. 1,984,061 4,210,655 803,000 1,704,000 2,787,060 5,914,655
Treasury 2.720.30 16,363,985 - om0 16,383 985
Aquooy Iutern'l. Dev. 16,022,533 1,244,466 280,503,000 20,036,000 296,523,513 21,160,466
State 20,825 1,487 20,825 1,487
Tressury «20,825 - -1, RO E— -
Tota B R T N W0 TR ]
_ our = —
Sotion ,157 8,200 | ; 560,157 79,230
Agency Intern'l. Dev. 477,226 67,500 3,418,000 483,000 3,895,226 550,500
MM -1,@,@'” -47 :g ) ] 7, gg
- -

Totad —— 3, 235,00 LA Sézﬁ %5,@
Ageoay Intarn'l. Dev. 109,314 256,366 - 109,34 256,366
State 16,206 38,008 - 16,206 38,008
Treasury -125,52 -294,375 . x -125,521 -294,375 .

Total e ——
Agency Intern'l. Dev. 1,685,624 6,702 - 35,429,000 141,000 37,108,62% 147,702

i -6,702 ~1,685 -6,702

Tota ; S50 | IY,000 X 80

c9



{ nts Cadte - Sace 28
U.S. Ouned Coumtry Ouned
Country end Currency s | Foreign Currencies 2/ Country Totals
Agency Foreign Currency U.S. Doller Foreign Currency U.S. Dollar Foreign Currency V.5, B-il
Units Bguivalents Units Ejuiwvnlents Upits _Equivzlents

Agency Intern'l. pev. 51,125 € 4,939,364,000 - 6,024,000 4,999,415,125 6,024,062
State . 2.099,296 2,560 099,996 2,560
Treamxy =1,299,673 =1,58% 3 =1,229 6 1,584

Total " LB | 495,500 | 6,0%,00 | 5 o8 e 505,08

Yenasoels - Baliver

Aotion . 81,55, 18,619 1,55 18,615
Trees e 1378 P 37
Treasury - 877 - =15,725

Total A 2.5 D,I% L6
Agency Intern'l. Dev. 7,112,55,758 15,983,269 39,668,772,000 89,143,000 | 46,721,326,78 | 105,126,260
State 2,592,888 5,826 2,592,888 5,826
Treasury 152,975,302 -} -9,330,281 151,975 281

v T

Agency Intern‘'l. Dev. 44,128,824 2,634,556 44,128,824 2,634,556
BLE.V, 13,077 900 15,077 900
State 62,500 3,1 62,500 3,71
Treesury | I 558,&6{’1 33,363,968 m,%,én

m‘ 1 (d L4 » » (4 'y’ » »

. _—
Agency Intern'l. Dev. 263,493 536,646 1,755,000 3,57%,000 2,018,493 4,120,646

Total = 1,753,000 | J.5%,000 1,755,050 3,5%,050
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- U.S. Cuned
Country and Currency __?MM&AL___MJ Country Totals

Foreign Curreacy U.S. Dollar Foreign cnnw::;-‘ ¥.S. Dollar Foreign Currency U.S. D-ller

Dnits Bguivalents Unfts Bjuivalents Units _Bquivalents
Agency Intern'l. Dev. 73,6 103,081 73,63 103,082
State ™ 1,088 - ™ 1,088
Treasory =74 ,408 =10%,269 =74 ,408 —104,169

! Total =

Grend Total 3,755,968,807 329,912,000 2,085,880,807
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These funds ere in the custody of the U.S. Government. They include currencies in the dollsr equiv-
alent of $24.49 million which are held in trust for specific purposes, such as: (1) $22.90 million
for technical assistance as designated by the participating country; (2) $0.44 million, advances
for the Action program; and (3) $1.15 million for other programs.

These funds are in special accounts in the custody of the participating govermments. They represent
primerily funds which are called “counterpart” - generated under dollar disbursements by the Agency
for International Development for grant aid to various countries pursuent to Section 609 of Foreign
Assistance Act of 1961 and are availsble for specific projects as mtually agreed upon by the
participeting country and the U.S. Government. These "counterpart" balences may include some 5% and
10% portions which will subsequently be transferred to U.S. Government accounts for sdministrative
requirements. Also includes certain sales proceeds of Title II, P.L. 480 femine relief programs and
other miscellanecus items (see AID's report for details).

Afghapistap - Negative balance for the country as of 12/31/72 is due to October 1972 posting error to
account 72FT800. This error is sdjusted in U.S.D.0's eccount for Jamary 1973.
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Senator Byrp. Is it correct that the current American holdings in
Indian Rupees amount to $840 million, roughly )

Mr. Vorcker. I don’t recall the figure but it is certainly a large
figure in the case of India.

Senator Byrn. Now, does that mean—and I really don’t know how
those counterpart funds work—but does that mean we do not put any
Unit;eiia States dollars into India to run the Embassy and pay per-
sonne

Mr. Voroker. Yes. In most cases, and perhaps every case we can
expend these counterpart funds for our local expenditures for the ordi-
narﬁ type expenditures in those countries, which typically include -
the Embassy expenses.

Senator Byro. What I am trying to establish, though, we then do
not use any dollars in these countries where we have large counter-
part balances?

Mr. Vorcker. That is essentially correct. You say “any dollars{”
It depends upon the agreement in the particular country and I am
not sure in some countries we may not have some extraordinary ex-
penses that may be in dollars, but by and large, that is true.

Senator Byrp. By and large you use the counterpart funds?

Mr, Vorcker. That is true. :

Senator Byro, Thank you.

If you would supply a country-by-country breakdown on what we

have
Mr. VoLckER. Be giaa to.
Senator Byrp. A breakdown in the way of counterpart funds, I

‘'would appreciate it 1

Mr. VoLorEr. Yes.

Senator Byro. Thank you.

The CHAIRMAN. Senator Roth

Senator Roru. I was somewhat concerned about your statement as
to the debt ceiling. I agree that Congress has wanted to have its cake
and like to eat it, too. The fact remains, though, if we are to get a
handle on this, Congress must act in this whole area of budgetary
reform—and I ilope eventually that we will.

But the debt ceiling has been one of your justifications, for spend-
ing discipline, if not the key justification for the impoundment of
funds, Are you fearful that if we did away with the debt ceiling you
would have done away with one of your main arguments, and one of
your legislative sanctions for. impoundment? I don’t like impound-
ment and I think it is wrong that we have this irresponsibility, but
until we improve, I would not like to do away with that sanction.

Secretary Suurrz. I think the essential thing to get established is
8 procedure for both the Congress and the administration to be_
able to work together more effectively on the budget. That is essen-
tial. It may be that until we get something like that in place, we
shouldn’t let go of anything that may, in some manner, be useful,

Senator Rorn. If there had been no impoundment, at what rate
would we be sé)endmg currently {

. Secretary Suuvrz. Well, we figure that if the budget were allowed
to go on unrestrained for fiscal 1978, we would be s;i)ending at a rate,
we would have a fiscal 1978 outlay of around $261 billion, rouﬁxhlg, as
I remember the number, and that would have put us on a platform
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that would have led to expenditures in fiscal 1974, in the order of

_$288 billion instead of the $266 billion. So 1 year leads to another and
it builds uplve]x;lx fast, and so that shows why the President has made
holdi

the effort at ng the outlays down,

Senator Rorn. So that if we adopted anti-impoundment legislation,
unless ratified affirmatively by the Congress, we could expect sig-
nificantly larger spending which, I assume, would have a serious im-
pact on inflation and the international value of our dollar.

g Sgci‘gtary Snovrz I think that is right. Somebody haa to exercise
iscipline.

Senator Roru. The issue of a gasoline tax has been raised recently.
I wonder if we shouldn’t put this in a new trust fund that might
used for the purposes of trying to make some major breakthroughs
in the energy crisis? ’

Secretary Suurrz. Well, as I said, as we looked at the idea, it was
largely in the context of the energy problem and the notion was pre-
cisely that; that somewhow to make use of it in that way, but that
idea is being thrashed over and— - _ )

.Senator Rorir. Well, I must say that further consideration will be
given to that possibility. I realize the present phase 8 is limiting the
increase in the price of gasoline, but it seems to me that some means to
finance research in that areas should be of top priority.

Secretary Snurrz. Well, we are going to have u very strong research
rogram in this area and the Persident is committed to finding the
unds that are necessary to do the job. And if we can find some-

thing worth spending them on, the money will be there as far as the
administration is concerned.

Senator Rori. Senator Mondale spoke of increasing taxes and you
said the administration felt this might lead to increased spending. 1
must say I had the same concern, Has the administration studied the
practice of other countries? In times such as these, additional funds
are set agide and paid back to the taxpayer at some later time when it
might help the economy.

It seems a bit like borrowing without paying interest,

Secretary Suurrz, Senator, a kind of forced aavinﬁs plan and you
can do it with or without intercst; you can arbitrarily decide what rate
of interest you will pay and that could be done with respect to cor-
porations or individuals or both, and we have studied that idea along
with many others.

The CrArMAN. Mr, Secretary, we are going to have to run now to
;‘nakg a \?'ote. Could you come back up here at 2 o’clock to conclude this

earing .

Secretary Snurrz, My schedule is just jammed.

The Cramrman. Could you come back some time this afternoon?

Secretary Suuvrrz. Well, I would have to change my schedule around,
including some things that are hard to change like a meeting with
President Nixon and Mr. Brezhnev.

The Crrairman. Could you stay for about 15 minutesthen?

Senator HarTxkE. I will go and vote and come back.

The Cramuman. Then, as far as I am concerned, the 15 minutes are
yolprxis. So gihen let’s vote and then we will come back and conclude.

ecess,

Senator Hartke. The committee will come to order.
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Mr. Shultz, I just want to come back and deal with this problem,
which I mentioned earlier, concerning the tax on foreign earnings, My
information, and the latest I have is 1970, which I have obtained from
the Treasury Department, indicates that the taxable income on foreign
earnings in the U.S. owned corporations was $11 billion in 1970; that
taxes paid to foreign governments orithat income is estimated at $5.7
billion at the rate of 51.8 percent; and after crediting those foreign
taxes with a $4.6 billion foreign tax credit, the U.S. Government re-
ceived gnly $640 million on the $11 billion on taxable income or only 6

reent,

The total U.S. investment abroad is $90 billion and produces $160
billion output, paying $640 million worth of taxes. Now, do you feel
that that is a fair acceptance of responsibility by these International
corporations?

Secretary Suurrz. Well, of course, they are raying taxes abroad,

Senator Harrke. But they are not paying—well, all right, go ahead.

.~ Secretary Srrorrz. The point is, if you didn’t credit, the taxes paid

abroad, you would make it virtually impossible for them to operate
abroad. So I think that is really the question, The tax system in the
manner thit you are posing it, is not really the issue. The igsue, it seems
to me, is' do we want our corporations to o})erate abroad, to be able to
invest abroad. Is that good for us or notf And if your conclusion is
it isn’t good for us, certainly then the tax system is a way in which you
can end their operations abroad. 4 . T )
Senator Harrke. What do you mean by “good for us?” How is it
good forus? :
Secretary Suurrz. Good for the American people.
Senator Harrkr. Good to have all of these corporate earnings over- -
seas which do nothing to help finance the social and economic needs
of this country. ‘ . : :
Se;:retary Siurrz. Well, they are paying taxes on their domestic
earnings, o o , )
-Senator Harrke. Domestic? , ' -
Secretary Siuorrz, And on their foreign earnings to the extent that
they aren’t offset by the credits from the other countrieg—— .
Senator Harrke. But if they want to go ahead, we could reduce the
taxes of the domestic corporations by-—well, I think in the neighbor-
hood of 14 Yerceut if my calculations are correct with the total corpo-
rate tax of less than $35 billion for last vear. ~ - e
Secretary Sirurrz. Senator, I don’t think that is right because if
you eliminated the tax credit for foreign source earnings, you would
eliminate the foreign source earnings and, thérefore, you wouldn’t
have the tax earnings to offset the domestic reductions that you have
in mind. In other words—- :
Senator Harrrr. That is an argument that T don’t necessarily think
holds truc. Let me come to this other problem that is called the “profit -
sweep project.” In the first place, I don't think it would Work and I

- don’t think it makes good sense, if you want to know.the truth, I think

if yon put the emphasis on the profits, although profita may be too
high in some places and thev have increased substantially, that you
are putting the emphasis in the wrong place, Wouldn't it be better to
put the emphasis on costs rather than profits¢ ,
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Secretary Suurrz. Well; the regulations say that a corporation can
increase its prices by 1.5 percent on the average for the year if those
increases are cost justified. And it can go beyond that 1.5 percent, but,
if it does, then it falls under the profit margin rule—and I am giving

ou the phase 3 guidelines now. -

Now, corporate profits have increased substantially in the first
quarter, and whether that is the result of simply higher volume and
constant margins, or whether prices have increased beyond the guide-
lines and the profits have come from that, is a subject that we will
ﬁursue in this profit sweeF. And the places where the rates of profit

ave gone up the greatest look like the places we should start, and are
starting to look at the price changes, if there are any, and jud%e
whether or not they-are in accordance with the phase 11T rules. 1f
they are not in accordance with the phase III rules, then the ability to
gpelt;ate on & mandatory basis will be invoked, and they will be rolled
M 1]

Senator Hartre, Yes. But as you indicated, you only have the profit
figures for the first quarter of this year. This is not indicative of the
total net profits for the year. - _

Secretary Sniurtz. Senator Hartke, you would agree with that?

Senator Harrke. Yes, However, the cost basis can be analyzed
on a daily basis for most, can it not ¢

Secretary Suurnrz. That is the fundamental basis on which the price
increases under the controls system are judged, but there is also a
profit margin rule connected with it, if prices go up more than 114
percent. If the full implication of what you are getting at is to the

' Foint that profits are not histo¥ically high right now, I agree complete-
y with that statement.
Senator Harrke. Yes, but I would say that there are four funda-
mental differences with the President’s profit sweep, I think I would
“not find too much difference of opinion with you on that: First, it
destroys productivity; second, it leads to fuzzy accounting prac-
tices, which would tend to hide the real profits; and third, it {)t‘O«
vides no incentive to cut costs because if you do, the only result is
higher profits; and, fourth, it would punish the efficient companies,
Isn’t that true? You don’t find an awful lot of disagreement with
that, do you? . =

Secretary Snuvrz. I agree with you, and I think the use of an excess
profits tax or too much use of a profit margin rule in a control system
would be damaging to the economy in the long run for reasons you
specified. So I think on the whole, it is not a desirable development.

Senator Harrke. Right, In one statement the President made the
other day, he said that the average worker is earning more today than
ever before.

The Labor Department published statistics on the buying power of
the average worker. They show that their paycheck after Federal
tax deductions and that the real expendable earnings, as the econo- -
mists term it today, was a half a percentage point lower than they had
been a year earlier, Now, do you disagree with that statement from the
Labor Department? - ‘

\ Secretary. Snurtz. No, I don’t. The President used the word “in-
- come,” I think, rather than “pay,” so this covered a variety of income
that people have. | ~



¥

70 —

Senator HArRTKE. In other words, what happened was that he was
talking about the amount of money coming in due to inflation, and
this was indeed bigger, but the actual purchasing power was lower.
Isn’t that right? And the net result is that the worker is not better
off, as the President’s statement implied #

. Secretary Suurrz. No, in terms of income, people, generally speak-
ing, are better off, In terms of the real expendable earnings, the figures
that-you-have cited are correct, and this is because of the big increase
. in social security taxes at the beginning of this year, and the inflation.
The rise that we are having in real expendable earnings has not con-
tinued into the first quarfer, but we expect it will take up again
because we——
ator Hartke. I understand what you are saying, The fact is
that the President’s message really left the implication—and I don’t
uarrel with his words—that the worker was doing a lot better now.
hetruth of it is, he has not had an increase in his purchasing power,
but he has had a decrease in purchasing power according to statistics,
Isn’t that true?
Secretary Suurrz. By and large, everybody has been getting better
- and getting better pretty fast over the last couple of years, Obviously,
the combination of the social security increase the first of the year and
the inflationary surge in the first quarter, has set that process back,
and we all worried about it, but if you take even a slightly longer
perspective, you would see that employment is up, production is up,
profits are up, all sorts of things that we want to see happening, are
happening.

Senator Harrke. Now, Mr. Shultz, I am not going to argue with
you about what is going to happen in the future because the future
statistics will ultimately tell us, but I do think that one should not
purposely mislead the American public.

Tet me speak about food prices. There is no question that food
prices have skyrocketed. It doesn’t take an expert to understand that.

--The President did mention that he was requesting authority for export
. controls, is that correct {
Secretarv Suuvrz, That is correct.
~Senator Harrxe. Does he not have that at the present time?

Secretary Smurtz. Not in a way that is really usable under the
present cirenmstances. )

Senator Harrke, But assuming he gets that authority, will it not
worsen our balance-of-payments situation, if it is fully utilized?

Secretary Suurrz, Certainly, if we sell less than we could otherwise.

Senator Hartir. And that is sort of the type of successful balancin%
%txgr payments. It sounds more like a man comitting hara-kiri, doesn
f ,

Secretary Suurrz. Everything has a balance to it, and we have to
_golve problems in harmony with each other and not say that here is
one problem and no matter what it does to the other things in the
economy, we are just going to concentrate on that and nothing else,
I 'thcilnk‘ that is a mistake when you get youreslf into that frame of
mind. -
Senator HarTke. I have been informed that the 60-day price freeze.

- is going to be ended before the 60 days; is that a valid statement? -
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Secretary SuuLrz. The President’s statement was the freeze would
lagt for & maximum of 60 days.

Senator HarTkE, A maximum { ‘

Secretary- SHuvurz, That is what the President said. When it will
end remains to be seen.

Senator HArTKE. Is it your opinion that if the extension of the freeze
went bgyond 60 days, that that would be detrimental to our economic
system

Secretary Snurrz. Well, I think there is a definite limit to the
length of time you can freeze prices and not freeze wages, and 60 days
is g:obably on the outside of that.

~" Senator Harrke. All right, let’s assume that there is a continuation
of the freeze, and that it will continue for some time, Under these
circumstances, you have a situation. Now, isn’t it true that what you
have put this country into is a_position in which, as far as exports
to foreign nations are concerned, that there would be an accelerated
effort made to export because the prices are frozen here and the farm-

ers can get higﬂher prices overseas? If he doesn’t get that authority—
Secretary Suovrz. I think the groposition is that, if througgl sorlrlxe
onally

set of devices we have prices in this countar¥l on some interna
traded commodity which we produce, if we had the prices lower than
the world price, then the commodity will flow abroad, It will flow to
the higher price and, that is, I believe, a statement that can be sup-
ported with all kinds of evidence,

Senator HARTKE, I quite agree with you. That is exactly what I said.
The net result of that is to increase the pressure under the lid here at
home, isn’t that truef

Secretary Saurrz, Well, if you can control the exports, then you
can keep-the commodities here.

Senator Harrke, But if you don’t control the exports——

Secretary Snurrz. If you don’t control the exports, then you are just
slitting your own throat,

Senator HarTke, That is right,

Secretary Snurrz. By controlling the prices,

Senator Harrre. That is right. Now, that to an extent is what hap-
pened in the wheat deal, isn’t it$

Secretary Suurrz. Well, at that time, we had large stocks and we
were seeking large exports of these farm commodities and we just got
m(l)rzéhan we expected. We got more than the wheat deal, as such, in-
volved.

Senator HarTkEe, And the net result was an increased inflationary
pressure on the food prices here at home? ) :
Secretary Snuvurz. Well, that is part of a much larger picture and,
certainly, the world demand, of which the wheat deal is one part, but
the rapidly growing world demand for farm commodities and the

 domestic demand certainly is a thing that has pushed them up, plus

the fact that production has not been as high as it has been in past -
years for a variety of reasons, JULER
Senator HarTke. But if you then follow the };rocedure that is out-
we are going to con-
- trol the flow of those foods overseas, you must impose export controls
‘and these are going to have to apply to foodstuffs. Isn't that correct?
Secretary Suuvrz. Exactly. S o
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Senator Harrge. And if that occurs, doesn’t that make the argu-
ment of the European Economic Community very sound¢ They say
they must be self-sufficient in food production because they cannot
rely on the imports of the United States. Therefore, their agricul-
tural policy, which we complain very bitterly about, does reep bene-
fits for them. It represents to them the substance, at least, of a legiti-
mate arﬁlment.

Secretary Sxurrz: Certainly the imposition of export controls does
not help us in our negotiations. However, we don’t view this as a
permanent matter at all, and, as an ongoing proposition, we hope that
we can get the kind of farm legislation from the Congress that will
encourage the idea of high farm income from high production and
fror(rll tlt\flr counting on being able to sell in world markets that high
production, .

: So lfo?lrl’ we have been disappointed in the action of thé Senate on the
&m . )

Senator HARTEE, I voted aaginst the farm bill,

Secretary Suurrz, Well, I congratulate zou. ’ .

Senator Harrre, I understand that, but the point still remains that
that doesn’t end the problem, The é)roblem is very sim}?ly that we need
some very strong measures from the Congress like the fiurke-l;lartke
bill, in order to counteract this other action which is going in the
opposite direction.

ecretary Suurrz, Well, I wondered where that Sunday punch was
coming from. ,

Senator Harrke. I just don't think you can go down one road at a
time. And that is why I disagreed with Mr. Friedman who thinks you
should resign, and that is why I think you should stay there. I may not
agree with all of what you have to say, but I find myself at times on
y;:lur side. And I might be against the President when I am on your
side,

I want to tell you that T am going to introduce in the Executive Com-
mittee, whenever it convenes, a measure that repeals the provision of
the debt limit,

Secretary SHuLTZ. Right.

Senator Hartke. And I just hope I can have the support of the Re-
publican members of the Finance Committee when I do that.

Thank you, Mr, Shultz. Lo . .

The committeé is recessed until 2 p.m., when it will meet in executive
session.

[Whereupon, at 1 p.m., the committee recessed, subject to the call
of the Chair.]



