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$627 BILLION DEBT LIMIT

THURSDAY, MARCH 4, 1976
U.S. SENATE,

CoMMITTEE ON FINANCE,
: Washington, D.C.

The committee met, pursuant to notice, at 11:15 a.m., in room 2221
Dirksen Senate Office Euilding, Senator Russell B. Long (chairman.
of the committee) presiding. .

Present: Senators Long, Byrd, Jr., of Virginia, Mondale, Curtis,
Fannin, Hansen, and Brock.

The Crrararax. The committee will come to order.

On March 15, the $595 billion temporary public debt limit is sched-
uled to expire with the debt limit dropping to its permanent level of
34](;0 billion. As of March 1, the debt subject to the limit stood at $593.9

illion.

The House of Representatives has passed a bill to increase the tem-
porary debt limit to $627 billion and to extend the period in which the
temporary limit expires until June 30 of this year. The bill also con-
tains two provisions designed to increase the flexibility of the Treasury
Department in managing the debt.

[The committee press release announcing this hearing, a staff memo-
randum relative to the public debt, and the bill H.R. 11893, follows.
The hearing commences on p. 6.]
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IN THE SENATE OF THE UNITED STATIES

. Frpruary 26,1976

Read twice and referred to the Committee on Finance

AN ACT

To increase the temporary debt limit, and for other purposes.
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Be it enacted by the Senate and Ilouse of Representa-
tives of the United States of dmerica in Congress assembled,
That during the period beginning on the date of the
enactment of this Act and ending on June 30, 19725, the
public debt limit set forth in the first sentence of seétimi
21 of the Sccond Liberty Bond Act (31 U.S.C. 757))
shall be temporarily inercased by $227,000,000,000.

Sec, 2. Eflective on the date of the enactment of this

e, the first section of the Act of November 14, 1975,

entitled “An et to increase the temporary debt limitation
until March 15, 19767 (Public Law 94-132), is herehy

repealed.
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Sec. 3. (a) The last sentence of the second paragraph
of the first scetion-of the Scecond Liberty Bond Aet (31
U.S.C. 752) is amended by striking out “$10,000,000,000"
and inserting in lieu thereof “$12,000,000,000".

(b) Scection 18(a) of the Second Liberty ‘Bond Act
(31 U.S.C. 753) is amended by striking out “seven ycars”
and inserting in lieu thcleof “ten ye ah .

SEC. 4. Scction 2 9 (b) ‘(-1.). of the Second Liberty Bond
Act (31 U.S.C.757c (b)) is amended by adding at the end
thereof the following new sentence: “The investment yield on
series I8 savings honds shall in no caze be less than 4 per
centum per annum compounded semiannually for the period
heginning on the first day of the calendar month following
the date of issuance (or, beginning on October 1, 1976, if
later) and ending on the last day of the calendar month pre-
ceding the date of redemption.”.

Passed the House of Representatives February 23, 1976.

Attest: EDMUND L. HIENSIIAW, JR.,
C'IC')"L'-
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PRESS RELEASE

FOR IMMEDIATE RELEASE Committee on Finance
February 26, 1976 United States Senate
2227 Dirksen Senate Office Bldg.

FINANCE COMMITTEE SETS HEARINGS ON PUBLIC DEBT

The Honorable Russell B. Loné (D., Lé.),
Ch«irman of the Committee on Finance announced today
that the Committee has scheduled hearings on extension
of the temporary limit on the public debt. The Honorable
Edwin H. Yeo, III, Under Secretary of the Treasury far
Monetary Affairs, will testify on the public debt at

11:00 a.m., Thursday, March 4, in Room 22?1, Dirkéen Senate

Office Building.

- Seﬁator Long noted that the permanent -debt
limitation under present law is set at $400 billion, with
a temporary additional limit of $195 billion. This tem-
porary debt limit of $595 billion is due to expire Monday,

March 15, 1976.



Marxch 3, 1976
MEMORANDUY
TO: Members of the Committee on Finance
FROM: Michael Stern, Staff Director

SUBJECT: Increase in Temporary Debt Limit (H.R. 11893)

House Bill,--~tnder present law, the permanent debt limit is set
at $400 billion, with a temporary additional limit of $195 billion,
effective through March 15, 1976, H:R. 11893 would:

1. Increase the temporary debt limit from $595 billion to
$627 billion;

2. Extend the period in which the temporary debt limit
applies until June 30 1976;

3. 1Increase from $10 billion to $12 billion the limitation
on the amount of long-term bonds that may be issued
bearing interest above 4 % percent; and

4. Include within the definition of notes debt obligations
with a maturity of up to 10 years (rather than the limit
of 7 years under present law).

Rudget Outlook.~- The actual fiscal yvear 1975 deficit on a Federal
funds hasis was $51.0 billion; the unified or consolidated deficit was
$43.6 billion, The estimates for fiscal year 1976 in the Pres1dent s
budget proZect a $78.6 billion deficit in Federal funds
and a $76.0 billion deficit on a consolidated basis. These flgures are
shown in :he table below:

{dollars in billions)

1975 1976 July to Sept. 1976
Actual Estimate Estimate
Feleral funds:
Feceipts $187.5 $198.4 $54.8
Cutlays 238.5 276.9 69.8
2eficit (=) -51.90 -78.6 -15.0
Tnified buldyet:
i 231.0 297.5 81.9
dtlays 324.6 373.5 98.0
peficit (=) -43.6 -76.0 -16.0

67-6290—176——2

-
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Senator Curmis. Mr. Chairman, may I submit a statement for the
record at this time?
[Senator Curtis’ statement follows:]

STATEMENT OF SENATOR CURTIS

Mr. CxairMaN, It is difficult for me to support a bill which raises the public
debt limitation to $627 billion. However, I believe that the time for combating
deficitg is not when the bills are coming due and legislation to increase the legal
ceiling on the national debt is before us. Instead, we should be controlling the
scope of our vast Federal commitments as we place orders, in the authorization
and appropriations bills for vast programs. When the bills for government pro-
grams come due, there is no opportunity to reject the goods. We can only face
gp to the problem which was born in years of extravagant spending by the

ongress.

The same advisors that created the present problem are now recommending
even greater Federal spending. They claim that this spending is justified because
the deficlt in relation to Gross National Product is roughly the same as it has
been over the past few years. This argument ignores the amount of Federal
spending in relation to the GNP, Since the government’s expenditures consist
mainly of transfer payments which go for current consumption, the net effect
through time of- government borrowing to finance these payments is to invite
more growth in government, more spending, more inflation, higher interest rates,
and fewer jobs in the productive sector of the economy. In short, right back
to another recession, more severe than the one experienced last year.

The line on deficit spending must be drawn. Unfortunately this bill is not
the vehicle but merely a C.0.D. for past excesses. Thig is a fact that must be
faced. With great reluctance, I must support H.R. 11893 and enable the govern-
ment to meet its obligations.

The Cirarryrax. Our first witness this morning will be the Honorable
Edwin H. Yeo ITT, Under Sccretary of the Treasury.
You may proceed as you wish.
- Senator Moxpare. I was wondering if Mr. Yeo would submit his
statement for the record.
Senator Currtis. I have not read it.
Senator MoxparE. Yes, I read it last night. I enjoyed it very much.
The Crararan. Would you proceed, Mr. Yeo. ?

STATEMENT OF HON. EDWIN H. YEO III, UNDER SECRETARY OF
THE TREASURY FOR MONETARY AFFAIRS, ACCOMPANIED BY
DALE McOMBER, ASSISTANT DIRECTOR FOR BUDGET REVIEW,
OMB; RALPH M. FORBES, SPECIAL ASSISTANT TO THE SECRE-
TARY; AND ROBERT A, GERARD, DEPUTY ASSISTANT SECRE-
TARY

Mr. Yrxo. It is a pleasure to be here. I realize that my statement is
long, and I would like to read just the first part of it, and if the
gfl;lgirman would permit, I will attempt to summarize the remainder of
it.

On Wednesday, February 25, the House acted to authorize the
Treasury to borrow up to $627 billion through the end of the current
fiscal year for the purpose of financing the expenditures of the
Federal Government. The House also approved an additional $2 bil-
lion of authority to issue bonds outside the 4.25 percent limitation
and approved an increase to 10 years in the maximum maturity of

*Mr. Yeo’s prepared statement appears at p. 26.
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Treasury notes. In addition, the House adopted an amendment re-
quiring the Federal Government to provide a return on savings bonds
of not less than 4-percent per annum, compounded semiannually, for
each full month during which bonds are held.

It is, of course, not easy to reconcile the manifold demands for more
Government spending, on the one hand, with our willingness and
ability to pay the bil%s on the other. But while the budget, and par-
ticularly the substantial budget deficit, is closely related to the focus of
this hearing, our problem is not to deal with proposals to increase or re-
duce the size of the deficit. ‘

Rather, we are here to consider how best to finance that deficit. This
will necessitate a substantial increase in the present debt ceiling. But
in addition, the Treasury has urgent need for additional debt manage-
ment flexihility.

I have been gratified by this committee’s strong support on two pre-
vious occasions for Treasury’s proposals to amend the Second Liberty
Bond Act, first, to increase the maximum maturity of notes issued pur-
suant to that act from 7 years to 10 years, and, second, to increase
the amount of bonds exempted from the 4.25-percent rate ceiling im-
posed by the act by an additional $10 billion. -

These are even more important today than when you first considered
them. The reasons upon which the restrictions in existing law were
originally based no longer apply. Indeed, there are few, if any, ob-
servers of the capital markets who believe the existing restrictions are
healthy for the Government, for the capital markets, for the cconomy.

Realistically, however, we cannot object to the smaller amount of
bond authority contained in the ITouse bill. It seems unlikely that we
would wish to issue more than $2 billion of additional bonds before
June 30. Moreover. since under the House bill, we would have to return
during June for a higher debt limit for the transition quarter at a min-
imum, there would then be another opportunity to examine the bond
authority.

You will recall that we have also proposed that the 6-percent rate
ceiling on savings bonds be removed. Such action would permit the
rate on savings bonds to be varied from time to time, reflecting the in-
terests of both taxpayers and savers. Since we have no immediate in-
tent to raise savings bonds rates, however, consideration of this pro-
vision also can be postponed until the next debt Iimit hearing without
adverse consequences for the program.

Let me now address the primary question facing this committee
today ; the increase in the temporary debt limitation.

As you know, the present temporary debt ceiling of $595 billion (en-
acted on November 14, 1975) will expire on March 15 a week from this
coming Monday. at which time the limit will revert to the permanent
ceiling of $400 billien. Moreover, next week. the actual amount of debt
subject to limit will approach the temporary limit. As a result of some
apparent improvement in our cash position, however, we now believe
that this will not hinder the effective management of the Treasury’s
debt and cash balance during this period.

In accordance with our usual practice, I have provided you with a
monthly record of the debt subject to limit from June 30, 1975, through
September 30, 1977, and interim monthly estimates for montl: in
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which the peak does not occur on the last day of the month,! While
we are now concerned primarily with establishing{a debt limit for the
near term, the debt limit data through fiscal 1977 are indicators of
our financing requirements based upon the President’s budget through
fiscal 1977. As I will discuss in detail later, these requirements have
serious debt management implications.

The second concurrent resolution of the 1976 budget provided for
- levels of gublic debt of $622.6 billion at the end of the fiscal year 1976

and $641 billion at the end of the transition quarter. It is, however, not
clear what level for cash balance was assumed in the congressional
budget resolution.

Furthermore, the level of debt in the resolution apparently does not
provide for agency debt that is subject to the statutory limitation. As
4 technical matter, moreover, depending on the cash balance assump-
ti&ons adgi)ted, the peak debt levels would be reached on June 15 and
August 1,

In the Federal budget for fiscal year 1977 debt subject to statutory
limitation is estimated at $624.2 bi{lion at the end of fiscal year 1976
and $643.1 billion on September 30.

These figures assume a $9 billion cash balance. The Treasury esti-
mates assume debt limit needs of $630 billion at the June peak and $645
billion at the August peak to allow a $6 billion cash balance and a $3
billion margin for contingencies.

The $627 billion limit through June 30, approved by the House,
would allow a balance of as much as $6 billion on June 15, assuming
no contingencies oceur, and a balance of as much as $12 billion on June
30, on the same assumption.

The CHamrMaN. Senator Hansen, was that 12 or 2%

Mr. Yxo. I corrected my copy and we have amended the copy pro-
vided vou. We apologize that there was a typographical error.

I would like to tuin now to the Second Liberty Bond Act
amendments.

I would like to say that as far as the Department is concerned the
8627 billion limit through June 30 we think is a level that will enable
us to conduct debt management in a safe basis, a basis that you gentle-
men would like.

The redefinition of notes from the 7-year maturity to the 10-year
maturity is what we mean.

This 1s a very important forward step.

Third, the granting of a $2 billion additional exemption from the
4.25-percent ceiling.

‘That is less than we have proposed, frankly, less than we would
like but we were certainly unlikely to use the $2 billion authority that
was granted in the House bill between now and the end of the second
quarter of this calendar year. )

Presumably, when we are back before the committee reviewing this
matter in a few months we will have some additional recommen-
dations.

Finally, the proposal for a minimum payment of 4 percent com-
pounded semiannually on savings bonds is something that we find that
we can adapt to. In summary, Mr. Chairman, while we might have

" 1Sec table,
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different recommendations, if we were in a different time in the calen-
dar year, the provisions laid out in the bill passed by the House would
enable us to fulfill our obligations. -

I would like to say a few words in the way of summary regarding
our debt management problems.

The problems begin with two factors, the considerable amount of
financing that we are required to do in the period immediately ahead,
approximately $90 billion is the prospect over the next 19 months,

We estimate $35 to $40 billion to be raised in the first half of the
calendar year. This is a very significant amouut of financing not only
historically in terms of the Federal Government activity but propor-
tionately as to the total amount of financing that can be done in our
economy during this period.

How i1t is financed can have a substantial impact in several respeets,

The second major factor, Mr. Chairman, is that we are constantly
fighting the calendar. The average maturity of the Treasury debt out-
standing has shortened to slightly over 2 years.

This is a precipitous drop from the level just a few years ago, and
I would like to discuss this briefly.

One of the implications, as we see it in the Department, of debt
limitations that have applied to Treasury financing—specifically, the
inability to sell on a sustained basis, moderate quantities of long-term
bonds and the current definition of a note; namely, the note where
maturity is 7 years or less—has been to confine the Treasury financing
to what the financial community calls the short end of the market.
This has had two effects,

One is that it accelerates in a sense the impact of the passage of time.
In other words, we sell a 2-year note; they are shortly later made 1
year, and before you know it we are refinancing, The cumulative effect
of this is to produce a considerable bulk, a considerable growth in out-
standing short-term Treasury debts. -

I think that has three potentials, and at least in the past we have
realized the effects.

First, we will submit a study* that we have done for the record
covering the past 10 years. It shows that the cost of servicing the
Federal debt has been higher than it would have been if we had been
able to have a balanced program of debt management—in other words,
if the Treasury had been able to sell securities in all sectors of the
market. The reason for that is that as the interest rates have increased
over the past 10 years, this debt has rolled over—this very short-term
debt has rolled over—and the increased costs have been promptly re-
flected in the rate that the Treasury must pay. )

The second factor is that the bulging of Treasury short-term debt—
the shortening of the maturity structure—has had a tendency to accen-
tuate rather than alleviate a pressure on our system of thrift inter-
mediaries, savings and loans institutions, mutual savings banks, and
commercial banks. As we continue to sell large quantities of short-term
debt, we provide in the first instance a competition for the funds that
normally flow into the thrift intermediaries.

For example. in the case such as now. if we were selling exclusively
short-term debts, we would be selling it to individuals and corpora-

*Sce p. 48.
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tions. As the economy continues to recover, however, corporations’
cash potentials will change. They would start to reduce their partic-
ipation in the short-term Treasury market, and that debt would shift
over to the individuals.

It would provide the basis for accentuating the tendency of the short-
term rate to raise and facilitate the process of disintermediation,

The third factor is that, to the degree this occurs, we reduce the avail-
ability of funds to the mortgage sector from what we would have
otherwise been the case, I would like to conclude by saying that the
committee, your committee, has two times in the past reviewed this
with us and supported our efforts to acquire the authority for a more
balanced debt management program. ’

We are very hopeful that we will be able to achieve that authority
and tell the committee that we will use it carefully if we are granted
that authority by the Congress.

Thank you, Mr, Chairman.

[ Discussion off the record.]

The Criamean. Senator Hansen, I wounld suggest that we just con-
fine ourzelves to 5 minutes.

Senator IIaxsex, I wish I had enough knowledge to ask 5 minutes
worth of questions.

I gather from your presentation, Mr. Secretary, you think it is quite
urgent that this House-passed bill be approved and be permitted to
become law?

Mr. Yro. Yes, sir; I do.

We do have a situation which on the 15th of the month the temporary
limit will clapse. Since we will be back sometime in June to review
the matter further. we will have the opportunity to perhaps get into
} ]itlt]e bit more depth with regard to the long-term bonds, and so

orth,

Senator Haxsex. I have no further questions at this time, Mr. Chair-
man. -

The CiratryraN. Senator Curtis.

Senator Curris. Is the House-passed bill satisfactory to the Treasury
Department ?

Mr. Yro. Yes, sir; it is.

Senator CurTrs. Does it contain the flexibility that the Treasury has
been sceking for some time in reference to handling the debt and shift-
ing it from short term to long term? .

Mr. Yro. Senator, it provides us with some mobility in that respect,
not as much as we had asked for, not as much as your committee had
carlier approved, but since we will have an opportunity as I mentioned
Lefore to Senator Hansen to review this matter in June, we can do our
job within the context of this bill. )

Senator Curris. But specifically what does it do?

Muy. Yro. This bill raises the temporary debt limit from $395 billion.

Senator Curtis. I am not speaking of the raise, but in regard to the
interest rate and so on. —

Mr. YEo. It redefines a note from a security that matures in 7 years
or less to the security of 10 years or less, and a note is exempt from the
423 pereent ceiling. That helps us to accomplish this very large bor-
rowing program that we are confronted with and to design in effect
a more balanced debt structure.
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Senator Curtis. Now, as it has been in the past, the ceiling on the
amount of interest you could pay was limited only to long-term
obligations.

. . YEo. It was limited to obligations with a maturity of more than
ears.

ySenator Curtis. Consequently if you could not get the money you
needed at the reduced rate of interest you had to go more into the
short-term bonds. -

Mr.-YEo. Exactly.

Senator Curris. And that makes for more obligations, and they are
due to reoccur more often.

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

Senator Cortis. So it is burdening the Treasury in two ways. You
cannot work for the spread out of obligations falling ‘due when you
have to comply with tflis rule, and that results in over the amoynt of
short-term bonds.

Mr. Yxo. Right.

Senator Curtis. And also it is a handicap in that it really does not
lessen the interest load of the Treasury, but, actually, it works out to
increase it, is that correct?

Mr. Yro. In the past, Senator, over the past 10 years our economy
shows that had we been able to effect 2 more balanced debt structure,
the cost to the people would have been less, and so I agree with. both
of your opinions.

1 would like to add one more if I could.

Scnator Curtis. Certainly.

Mr. Yro. That is, if by confining us to essentially short-term financ-
ing, we impose a burden on the market, the tendency at times is to
raise short-term rates.

Second, it results in a large accumulation of liquidity being at times
dangerous. As you all know—we study growth and money supply—
one has to ask what difference is it between the 30-day Treasury bill
and something that we count as “money.”

So we have to be concerned about the potential economic effects
sometime in the future of this large amount of short-term financing.

Senator Curris. If the Treasury is able to shift the greater portion
of debt to long-term obligations, does that work to the advantage of
the rest of the cconomy, the private sector that has the need for
borrowing?

Mr. Yro. We are confident, sir, that a balanced debt structure will
contribute to the rest of the economy, contribute to the orderly invest-
ment of American economy and to stable financial markets.

Senator Curris. Now, when we refer to this as a debt ceiling, in
reality the way it works out is that it is not a request on the part of
the Treasury for the authority to pay the billions for the spending
that has already taken place.

Mr. Yro. Senator, it is a request for the authorization to issue the
debt limit necessary to pay our bills.

Senator Curris. But 1t in itself does not create more bills.

Mr. Yro. It in itself does not create more bills. As you know well,
we have also had a record in this country of paying our bills on time,
and it is a distinguished record.
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The result, in fact, is that the U.S. Government securities are the

finest in the world.
. Senator Curris, What I am getting at, you need the vote of people
in the Senate who are opposed to deficit financing and ‘the point X
am trying to make is that this is not a bill to authorize more spending
either by appropriation or by the back door but rather a bill that
grants to the Treasury the power to borrow enough money to meet
the obligations that have been created and will be created by other
votes in the Congress; is that right?

Mr. Yro. This bill will enable us to meet our expenditures, to pay
our bills on time, yes, sir. ‘

Senator CurTis. And if you could not borrow the money, the Gov-
ernment would still have the debt. '

Mzr. Yxo. Yes, sir.

Senator Curris. That is what I am trying to find out. That is all,
Mz, Chairman,

The Crairatan. Senator Byrd.

Senator Bymn. Mr. Secretary, as T understand it, the debt at the end
811 lt‘he ?current fiscal year, you anticipate that the debt will be $621

1111on -

Mr. Yro. That is our estimate. Yes, sir.

Senator Byrp. And you estimate in your statement for the fiscal
vear ending September of 1977 is a debt of $707 billion ¢

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

The Cuamraran. Senator Byrd has to leave temporarily, so I will
call on Senator Mondale.

Senator MoxpaLE. Mr. Secretary, your two amendments would give
the Treasury the ability to borrow an increased amount in the long-
term market. Given that the short-term rates are low relative to the
long term notes, why would you now want the authority to borrow
more in the long-term market?

Mr. YEko. Senator, we do not anticipate a situation which we would
actually shift some of our outstanding debts into the long-term area.
In other words. I would have to report to you that in all likelihood the
average maturity of the Treasury outstanding would be constant at
a little bit above 2 years, or perhaps be reduced further despite this
increase in the debt management latitude.

1t is quite accurate, as you point out, that at the moment the short-
term rates are lower than the long-term rates. It is also accurate that
we have a substantial amount of short-term debts outstanding that
will he adding to it. The final thing, and the final point, Senator, is
that if these short-term rates would increase, it is quite possible from
our experience in the past, that costs of short-term financing rela-
tive to long-term financing might be the same or higher.

Let me give you an historical example. In 1966, early in 1966. we
had roughly the same relationship, the levels were different. If we
had financed with, say, a 10-year note at that time, if my recollection
is correct, we would have paid about 434 percent. That 43} percent
cost, although higher than the cost of short-term Treasury bills at
that time, would over the course of time have saved money for the

eople.
P OI:u' purpose in terms of a debt management is not to attempt to
structure the debt in such a way as to anticipate interest rates—-—
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Senator MonpaLE. But in 1966 were we not near full employment ?
1t made sense to finance in the long term market then—to slowdown
private investment a little. When we're trying to pull out of the
recession, we want to encourage private investment. Wouldn’t inereased
long-term borrowing impede private investment just when we want
to encourage it?

Mr. Yeo. I do not believe so, Senator. As a matter of fact, I believe
that during the period such as the third quarter of 1966—when the
cconomny was operating at full capacity, when we were experiencing
our first period of disintermediation and when mortgage rates were
rising—sales of long-term Treasury debts, unless there were other
factors, might not have been visible.

I think that what we have learned over the last 10 years is that
we want to avoid a situation during the period of the early phase of
the recovery where we sell a Jarge amount of short-term debt that
later on creates difticulties for a sustained recovery, sustained
expansion. :

Senator Moxpare. Mr. Chairman,

I would say that when there is this big spread between the short
term and the long term, and when by going into the long term we not
only pay greater interest costs but we also increase the competition
with the private industrial borrowers at a time when we want to en-
courage private investment, this authority does not make sense,

Myr. Yro. Mr. Chairman. T would like to malke two points,

No. 1, we would plan to use it judiciously, it granted by the Congress.

Second, I would like to reiterate the problem that arises during a
period in which the economy is starting to recover. When the economy
1s starting to recover, we sell exclusively short-term debts in part to
corporations, who have billions of dollars available for investment.
As they start to increase their capital expenditures—as we surely
hope they will, and expect that they will—they start to sell those short-
term securities. I share the Senator’s concern if we want to have a
debt management program that facilitates carly recovery, it would
mean a balanced debt program and not exclusively selling securities
in very short-term areas or for that matter, as the Senator suggests,
exclusively in the long-term arvea. which we certainly are not
proposing.

Senator MoxpaLe. Thank you.

The CrAIRMAN. Senator Fannin?

Senator Faxnix. Thank you. Mr. Chairman.

Just to continue on with this problem now. as I understand it. the
level of the debt now in terms of a period is around 2 years on the
average; is that it?

Mr. Yro. Yes, sir.
Senator Faxyix, What was it 5 yvears ngo? What was it approxi-
mately, I mean?

Mr. Yro. It was about 314 years.

Senator Faxw~in, .\ great problem. as T see.it. and as Sceretary
Simon emphasized, is that we will need from $4 to $4.5 trillion in the
market for the private sector in the next 10 years—$4.5 trillion; S1
trillion of that is estimated to be needed for the energy projeets. T
do not know how rapidly it is going to develop. however, T hope it will
be in the near future because we are tryving to give every encourage-

67-620—76—37
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ment possible to programs in energy development so that we can be
' ndent upon foreign sources.

But do you feel that what you are doing now is going to help
alleviate that situation? In other words, as you stated, the competi-
tion with the Federal Government is not in the market where they are
causing the competition or that would result in greatly increased rates,
and all, but as we approach that period when all this capital forma-
tion going to be needed. What will the situation be if we follow the
procedure you recommend ?

Mr. Yxo. I think that in terms of debt management, if we provide
authority for a more balanced debt management program, that we
will facilitate the capital formation. The thing we would like to avoid
at the Treasury is in any way through debt management—given the
size of the deficit, just concentrating on the debt management aspects
of it—any acts that would in any way contribute to a reoccurrence
of these stringencies that we have experienced in 1974, that we experi-
enced in 1969, that we experienced in 1966.

The second factor, that I perhaps have not developed as well as I
should have, is that there are economic implications involved in hav-
ing so many liquid assets. The problem is that there is not a great deal
of difference between the 30-day Treasury bill, in my judgment, and
money as we define it for our statistics. That presents a situation
where at some time in the future a steady accumulation of liquidity—
in part because of the debt management practices—could impair
our ability to produce what I think we all hope will be sustained eco-
nomic recovery.

The recovery could be endangered.

Senator Faxnin. Well, you have two goals in mind. You have one
to naturally sustain this recovery.

We are 1n a recovery now. From the standpoint of the interest that
isinvolved, what is it running 2 About $45 billion ¢

Mr. YEo. Yes,sir.

Senator Faxxin. So the projection that you have is that if we do
not take or if we do not follow the procedure that you were outlining
as far as having a long-term balanced program. the greater percentage
of it where we have an average of 2 years, what average would you
point for?

Mr. Yro. To be realistic T would have to admit that given the size
of the prospective financing, that we would be in my opinion fortunate
if we could maintain the average maturity that we have now.

Senator Fax~Nin. And the average would be 2 years. Do you feel
that that would be acceptable ?

Mr. Yko. I would prefer personally a Jonger average maturity.

Senator Fax~NiN, But you are concerned about being able to main-
tain the 2 years?

Mr. Yro. Yes, sir.

Senator FaxxiN, Thank vou, Mr. Chairman.

The Ciratryran. Senator Brock?

Senator Brock. You said, Mr. Secretary. just a minute ago that the
anticipated level of debt in 1978 will be $707 billion ¢

Mr. Yro. Yes, sir.

Senator Brock. And $621 billion ?
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Mr. YEo. $621 billion as of the end of this fiscal year. )

Senator Brock. That is an $86 billion increase. From whence does it
come? ‘ )

Mr. Yro. It is the result of the 40-percent growth in expenditures
over the last 2 fiscal years. Tt is a cyclical slowdown in the growth of
receipts. As you know, Senator, this is the result of expenditures and
receipts on the basis of the President’s budget. _

As you know, the Treasury Department snggested that a deficit of
this size can have a substantial adverse effcct. The Secretary and I
have testified on this many times. i

Senator Brock. I know your position well. Tt is one that I share.

My question really goes to the type of increase in the President’s
proposed deficit that we have been presented for fiscal 1976, It depends
on which figure you used, but his figure is about $43 billion and ours is
$46 billion and ours is better than his because of the change in com-
putations that were made. .

Now, how do you get from $46 billion to $86 billion?

Mr. Yro. I would like to ask Mr, McOmber to answer that.

Mr. McO»BER. Senator, first of all, the deficit figure is $43 billion,
but let’s procecd from there.

Senator Brock. It is $46 billion, Maybe your estimate is $43 billion,
but your estimate is wrong, I think that we have already demonstrated
that because you have made your own changes. T think the chairman
pointed out in our session a couple of days ago that the administra-
tion’s own postulates have been changed, so vour figure is wrong,

But any way——

Mr. McOxBer. In any event. let_us move from ecither ficure,

Tn talking about the increase in the debt, we also have to talk about
two other factors that affect that deficit..

Primarily one of them is the fact that the debt is affected by the
amount that the trust funds are going to purchase. So. in efleet. there-
fore, the amount, that we have to talk about is in terms of the Federal
fund deficit rather than the net deficit. :

The Federal funds deficit adds to it $55.5 billion for 1977.

We also have to consider the fact that in between 1976—in between
June of 1976 and fiscal year 1977—we have a transition quarter. There
is a further Federal fund deficit of $15 billion in that period.

That gets us—that adds a total of some $70 billion. Further. there
are deficits that have to be financed in the Office of the Rudaet. Those
add for the transition quarter some $3.9 billion for the 1977 fiscal year,
some $11.1 billion. o

Tf my arithmetic is correct, and we start with $621 billion. we can
get.up to between $700 billion—$600 billion and $707 billion—on that

asis.

Senator Brock. Tell me again about the $55 billion. Does that
include the deficit in the trust funds? S

Mr. McOnx1grr. There is, in effect, a surplus in the trust funds in that
year. That surplus buys securities as required by law that, therefore,
add to the deficit, add to the amount of debt held under the limit. So,
we also have to consider the difference between the unified budget
deficit and the amount of the Federal fund deficit.

When we consider the fact that there was $43 billion estimated
budget and $12 billion surplus in the trust fund, that means the
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Federal fund deficit is €55 billion and that amount is added to the
deficit as a result of the budget’s transactions.

Senator Brock. Well. one final point, and my time has expired. but
if my calculations are correct based on what you have said, we will
be required to refinance a minimum of $30 billion a month every
month, that is $1 billion a day. 'That is based on your projected sched-
ule and it is insane to talk about it.

We are trying to get through an cconomic recession, and anyhody
that thinks corporate financing is for 30 or 40 vears is out of his gourd.
You do not finance that way in corporate financing.

All we are doing is raising the'intevest rates for ordinary living and
creating more inflation. Somebody ought to establish a more rational
policy.

Thank you very much. -

The Ciramtas. I assume that you brought with vou the charts
which I usually request, which were printed in the hearing on the debt
limnit bill held June 23, 1973. Do you have those tables for us?

Mr. Yro. Yes, sir.

The Cramyan, I will ask that they be included in the hearing
record, and T would also like them reproduced in the committee report.,
I think that it adds some perspective to what we are trying to do.!

Now, onc of the charts that we had the last time related to what the
estimated net public and Government and private debt is. I notice
that the net Federal debt in 1974 was listed at $360.8 billion.

Would you explain for us the difference between the overall debt
and the net Federal debt that is reflected by that chart? 2

Mr. Yro. Mr. Chairman, that is ditlerent. It is a borrowing from the
public, and includes the Federal Reserve holdings. The Federal
Reserve, as a result of its open market operations. from time to time
purchases and sells T7.S. Government obligations as well as U.S. agency
obligations and bankers’ acceptances. ‘The bulk of the Federal Reserve's
open market operations are concentrated in the U.S. Government
securities. The net privately held debt deducts the FFederal Reserve's
hioldings.

The Crramarax. Let me just get that a little bit straight in my mind
ilso.

The amount of honds that the Federal Reserve is holding, T assume,
depends upon the amount of money the Federal Reserve thinks the
cconomy needs in circulation. Is that correct?

Mr. Yro. That is one of the ways. That is correct. They have other
tools. They can reduce reserve requirements which. in effect, applics
a more powerful multiplier to the monetary base or they can change
the monetary base.

- One of their principal ways of doing that is to purchase U.S.
Government securities.

. The Cuarman. And when the Federal Reserve purchases these
securities, in terms of an expanded money supply they issue the money
and hold the bonds?

1 The charts referred to appear in the committee report, S. Rept. 94-887, and at pp.
-b7-635 of this volume.
2 See table 4.
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Mr. Yeo. The way it works, Senator, is that they go into the open
market and buy those securities for the open market account, then hold
them. Sometimes they hold them permanently and sometimes they sell
them back to the market. It depends on whether they are attemnpting
at the time to faciliate expansion of the monetary base or whether they
are trying to curb the growth in the monetary base.

So, they purchase and sell U.S. Government securities depending on
their monetary policy.

Senator Brock. Excuse me, if I may. It is not just the creation of
cash. They are creating a reserve.

Mzr. Yeo. They are creating a reserve.

Senator Brocx. They go into the reserve portfolio system so that
vou can loan more than $1 for every dollar that you have in that reserve.
So that is the multiplier effect ?

Mr. Yeo. Yes. What they do—one way of describing it, Senator—
when they purchase securities, they add to the monetary base. Then
there is a multiplier on top of that base that multiplies that base and
creates additional credit based on the increments in the monetary base.

So, it is not as the Senator suggested, it is not one on one. It is one
on onc only in that it adds to the monetary base.

The Crarryax. I find myself thinking from time to time that the
difference between those two figures, the gross debt and the net debt. is
the amount the Federal Government owes to the Federal Government.

Do vou explain it that way?

Mr. Yro. That is certainly an accurate way of looking at it. T look at.
it, frankly, a little bit differently. I look at it in terms of the Iederal
Reserve’s purchasing and selling securities, We are never sure. although
historically there always has been a base, we are never sure that on a
specific security that we are going to hold it.

So that the way I look a it, Mr. Chairman, is that this is the mone-
tary base. This is the way we effect the monetary base and the method
by which we control bank credit expansion.

The Crrairymax. T have tried to explain this to bankers and others
who sometimes get worried and feel insecure about the size of the
Federal debt. T just find myself asking how much are we going to pay ?

I1f we were going to put this country through the purge that it
would take to pay off the whole debt or drastically reduce it, if we
raise enough money or tax away from the people cnough to pay off
the privately held debt, would it be adequate or should we go ahead
and pay off the part the Federal Government owes to itself?

What do you think? Should we try to pay off the whole debt or
just pay oftf the part that is held privately outside the Government
itself? x

Mr. Yro. Well. Mr. Chairman. T think the thing that concerns people
is the growth in the Federal debt and I have to admit that it concerns
me and has for some time period. T think the reason it concerns a lot of
people is that we have learned over the past 2 or 3 years that inflation
has had a very unfortunate etlect on our particular system,

We have also learned that to avoid inflatiori” we have to pursue
policies that some might call “moderate”: others eall even “conserva-
tive”. We have to pursue policies which will contribute to the economic
stabilization. -

| REQT £OpY AVEHARIE
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I think really, personally speaking, that the part that concerns me
is the privately held part. The reason for that is that if the debt be-
comes very, very short, I fail to be able to distinguish in my own mind
between, as I satd before, very short-term securities in the hands of the
public and additional money in the hands of the public.

Wo are still affecting liquidity. We are affecting the holdings of
liquid assets. This is a dimension of the debt and debt management that
has not received much attention in our country, in part because we
have not had a deficit of the size that we are in the middle of financing.
The part of the debt that concerns me is the privately held part.

It has the capacity to deter our progress toward economic
stabilization.

Senator Brock. Tf T can interject again, you just simply must not
say that there is half the debt that we owe to ourselves and half of the
debt that we owe to somebody else. Tf that were the case, and we only
had it in the left pocket instead of the right pocket, Mr. Chairman, we
could save an awful lot of interest payments just by canceling that
obligation and saying that we do not care what pocket it is in. In fact,
if you did that, you would have no monetary system at all.

Isn’t that correct? You simply could not survive if you wrote that
debt off? The monetary system would, because that is the monetary
system. It is a valid debt and obligation which we must pay and which
we must pay interest on. If we did not do that, there would be no
system,

We would then have no economy. _

The Crairaran. What concerns me is that those people who are most
upset about the size of the Federal debt would Le a lot more upset
if we tried to pay it off. You cannot do it with an income tax. That
would bring the cconomy to a screeching halt and provide such a dis-
tf.m'bance that it just would not work. The people would not stand

or it.

We could impose a capital levy, though I am not advocating it. But
if you insist on paying off the debt, you could spare those people who
have a net worth of less than $3,000 and say that everybody else will
pay a levy of 20 percent of what they have above that. If we do that,
the people who would get hit the hardest would be the people who are
the most concerned about the size of the debt. I think that they would
be most dissatisfied.

We would be no richer and no poorer. We have a public and private
debt, and the best guess that I can give from the public and private
debt structure—how much is that debt? About $3 trillion?

Mr. Yro. $3.2 trillion in December 1974.

The Ciramryan. Just for a layman here guessing, that is not too bad.

Mr. Yro. I could not even guess. I would have to look.

The Crramryran. It is not bad since it has probably changed since
yesterday.

Mr. Yro. It certainly did.

The Ciramyran, The last time T was trying to figure what our net
worth is, it worked out to about $3 trillion. Where do you put the
net worth of the entire American economy ? :

Mr. Yro. I do not have an estimate, but based on your record, Mr.
Chairman, I certainly would not object to that. o
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The Cramman. Well, let’s see if I come close on this. I put it at
$3 trillion. Now I was asking some bankers the other day something
that I thought a man who had less education could answer more
easily than them. Suppose we pay off the whole $3 trillion that we
owe. Would we be richer or poorer? And if so, by how much?

Mr. YEo. Our net worth establishes how wealthy we are.

Qur net worth establishes how much we are worth.

That is, it measures our wealth, That is, if we could somehow
extinguish the $3 trillion in liabilities by the liquidation of $3 trillion
in assets to someone else, our net worth would not change.

The CramrMAN. So if you owe $3 trillion and you have a net worth
of $3 trillion, you pay it off and your net worth is the same amount.
By the time you get through putting the country through a wringer,
your net worth would be the same thing as before.

You might have changed the relationship. For example, if the aver-
age man was holding about $16,000 worth of bonds, by the time you
get through taxing it away from him, basically you would have taxed
him heavy enough to carry his share. By the time that you did this, he
would probably think that he is poorer when, as a practical matter,
that is his share of the debt to begin with.

I believe we ought to keep in mind that we have the capacity to
pay this debt. I think we have the taxing ppwer to do it, especially
if we have the taxing power to put a levy on the American people.
I do not advocate it,%ut we do have the potential to pay it although
I must admit it would be quite an upheaval if we did.

Have you though about that part of your job? I should think you
would think about things like that.

Mr. YEro. Yes, sir. We certainly have the capacity to pay it, to pay
our debt. That is one of the reasons why there is no finer security in
the world than U.S. securities, because we all know that we can pay
that debt. We have the income flow and we have the resources. We
agree with your analysis entirely in terms of our net worth. The
most unfortunate thing, of course, would be if the people decided
that they would cancel one side of the balance sheet and keep the
other side.

There are two ways you finance economic growth. One is through
debt, and the other is through earnings. They are interrelated.

In our country over the last 10 years we changed the ratio in
financing. We had a large increase in debt. For example, the debt of
nonfinancial corporations in this country, if my memory is correct,
Increased by three times in 1965 through 1975. That reflects the de-
clining role of profits.

The consequence of that debt can be, if it continues, to increase the
sensitivity of our structure to the effects of a period of recession. So,
while it is quite true that we can pay our debt, it is also true that—
particularly in the private sector—it would be better if we could
have a little better balance between the role of retained carnings and
the role of debt and in financing economic growth.

The Citamraan. The corporate debt structure, by the last figure
that I have, was about four times as much as the net Federal debt.
That is, the net debt owned by corporations was about four times
as much as that owed by the Federal Government. )
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Now. in that area we could just by tax laws dramatically reduce
the corporate debt structure. A1l we have to do is shift the tax laws
around so that the taxes would be far lighter on corporate dividends,
and maybe you could make that dividend income far more attractive
compare to the debt income. IT we did business in that fashion, you
might persnade a lot of people to switch their bonds over to stock
instead. and vou would drastically reduce the corporate debt. You
have given some thought to that kind of idea in the Treasury. too,
have you not ?

Mr. Yro. Yes, we have. We have made legislative proposals, in fact.
regarding the capital formation. I think that is one of the greatest
prospects for a change in this relationship—that is, the prospect that
I think we have more stable prices. I think that in terms of the prospect
of improved price stability that is before us—and which I certainly
personally hope we can continue—will do a great deal to alleviate the
continuation of heavy reliance on the debt.

The Crarrdax, Thank you very much.

Senator Byrd?

Senator Byrp. 1 must say that I am somewhat surprised as to some
of vour replies to Senator Long.

I think that Senator Brock is right on target in the subjects that
hie has opened up.

Let me see if I understand the situation accurately. You have testi-
fied that the debt will be $621 hillion on June 30, 1976. You have testi-
fied that it will go to %707 hillion at the end of fiscal year 1977, ‘That
is an inerease of 886 hillion.

What has been the ofticial administration estimate of the deficit for
the new fiscal year? -

My Yo, That is based on the current fiscal year.

Senator Byen, The current fiscal year. ye<. but T am speaking now
of fiscal 1977.

Mr. Yo, %43 billion,

Senator Bynp, Isn't that a totally misleading figure?

Mr. Yro. No.sir. Tdo not believe it is.

Senator Byrp. Well. your own figures =ay that and you have just
mentioned it, which yvou confirmed to me carlier in the session, that
the debt will go up %86 hillion in a 15-month period. That includes a
J-month transition period.

My, Yro. We have the effeet of the transition quarter. The total
amount to be financed in the transition quarter we estimate to be $18.9
Lillion.

Senator Byro., Any way vou look at it. if vour figures ave accurate
and you can sustain the accuracy of them. the debt will inerease 886
billion in a 13-month period. is that not correet?

Mr. Yeo, That is correct. Senator. -

Senator Byrp. Yet we are being told the deficit will only increase
€143 billion in a 12-month period, I'sav that the people are being misled.
From the beginning I felt that $43 billion was not an accurate
figure. that it was too Jow. these figures today show all the more that
it is not an accurate figure.

Mr. Yro. Senator. the figures that we have provided are consistent
with our estimates for fiscal vear 1976, the transition quarter. and
fiscal year 1977. Now. T will concede, sir—
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Senntor BYRD. That is correct., It is a 15-month period.

Mr. Yeo. The estimates include the transition quarter and the off-
budget financing requirements.

Senator Byrp. This is a deficit in the Federal fund, is it not?

Mr. Yeo. That is correct, plus Treasury borrowing for off-budget
Federal agencies.

Senator Byrp. That means that you take your receipts from the Fed-
eral funds and your expenditures from the Federal fund category, and
vou subtract one from the other and you get the deficit. The difference
vou have to add to the debt. is that not correct ?

Mr. Yro. That is essentially correct, sir.

Senator Byrp, If yvou are going to have $43 hillion as a deficit for
fiscal year 1977 and then you include the transition period, and you
end up with a $86 billion deficit, that means the transition period would
he $43 billion, which. of course, it isn’t,

Mr. Yro. Let me go through this first on a unified budget basis.

Senator Byxn. The unified basis has nothing to do with the increase
of the debt.

Mr. Yro. That is correct. but on the unified budget basis our estimate
of the deficit for fiseal year 1977 would be $42.975 million. On the
FFederal fund basis our estimate of the deficit is $55.5 billion.

Senator Byrp. Then that is another way of sn_viniz that your trust
fund, Social Security Trust Fund, will be in surplus by about $12
billion.

Mr. Yeo. That is vight.

Senator Byrn., Before we leave that, is that what your surplus is,
K12 billion in the Social Security Trust Fund?

Mr. Yro. $12.5 billion surplus for all of the trust funds in fiscal
vear 1977.

Senator Byrp, $12.3 billion,

Mr. Yro. Yes, sir.

Sen’atm' Byro. Yet you ask for an increase in the social sccurity
taxes? -

Mr. Yro. An increase in the social security tax is based on the over-
all position of the Social Security Trust Fund,

Senator Byrp. T am rather surprised that yvou anticipate a surplus
of $12.5 billion in the Social Security Trust Fund.

Mr. Yro. Those ave all the trust funds, Senator.

Senator Byrn, Well, the bulk of it is the social security. -

Mr. Yro. I will give you a breakdown. sir.

My, McOxper. 1 do not have the precise figures as such.

Nenator Byrn. As a practical matter, the bulk of it is the social
security ¢

M. Yro. It is scattered in a number of funds,

Senator Byro. You have only two big trust funds, social sccurity
and highway. The retirement is a small one. You must be expecting
a big surplus in the Social Security Trust Fund.

What will the deficit be for fiscal year 19767

Mr. Yro. The trust funds will be in surplus by $2.5 billion in fiscal
vear 1976.

Senator Byro. So, you are going from a billion dollars——

Mr. Yro. Well, there is a $2.5 billion surplus in fiscal year 1976,
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a $1 billion deficit in the transition quarter—and a $12.5 billion sur-
plus in 1977 is estimated.

Mr. McOniser. That is for all the trust funds. ,

Senator Byrp. For the trust funds, you are going from a surplus of
%2.5 billion for the fiscal yvear 1976 year to a $12.5 billion amount for
fiscal 1977, but yvour Federal fund deficit will be $86 billion for the
15-month period? ,

Mr. Yro. Our Federal fund deficit will be $70.5 billion, including
815 billien for the transitional quarter, $55.5 billion for the fiscal year
1077,

In addition to that, we have in fiscal vear 1977 off-budget outlays
to be financed according to my data at $11.1 billion in the fiscal year
1977, and $4.0 billion in the transition quarter.

I think yvou will find, Senator, that those figures add up to the
changes in the debt that we anticipate. -

Senator Bygp. If you do not mind let us go through those again
and see whether we get the $86 billion.

Mr. Yeo. Why do we not do it then? If I could, Senator, we have
a Federal fund deficit in the transition quarter of $15 billion. We
have a Federal fund deficit in fiscal year 1977 of $55.5 billion. That
is a total of:

Senator Byrp. $70 biilion?

Mr. Yro. We have an off-budget outlay situation in the transition
ggllsllrter deficit of $1.0 billion and in the full fiscal year 1977, $11.1

illion,

Scnator Byrp. That makes it $16 billion in round figures which
gives us $86 billion but that is, I say again, that is a long way from
the $43 billion that the public has been led to believe there will be.

Mr. Yro. Senator, I cannot in any way dispute—and I am not—the
thrust of your comment. There is no question in our mind that this
is the prospective financing that we have to do and it is an accurate
measure of the debt management problem that we are attempting to
deal with,

It is in large part why we are asking the committee for increased
latitude in the manner in which we can handle this debt.

Senator Byrp. Did I understand you to reply to Senator Brock that
the riﬁznancing to be required would run to the rate of $30 billion a
month ¢

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

I qualified my response to him by saying that that is our estimate.

IIli: is in part a function of the maturity of the new debt that we
sell— -

Senator Byrp. Would that be through the entire fiscal year that you
aro speaking of ?

Mr. Yro. Well, for the first 2 months—well, let me give you an
example of what happened for the first 2 months of this year.

We borrowed an average of $9.5 billion per week. For the com-
parable period in 1975, the figure was $5.5 billion per week. You are
quite correct, Senator, depending on what we do in terms of the
maturity of the new securities. For example, if we sold them all in a 3-
month maturity period, just using a hypothetical example now, that
that would, of course, creatc an even more significant financing pic-
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ture. Nowv, if we sell it on a balanced basis the impact—as measured
in terms of how much we have to do each week or each month—is
reduced. That is one of the reasons we want this latitude. - '

Senator Byrp. Would it be reasonably accurate to say that during
ﬁs;i:al %*ear 1977 that you will need to refinance at the rate of 81 billion
aday? ‘

Mr. Yo, Yes; that is the prospect. I

Senator Byro. In other words, $300 billion annually 2 $300 billion ?

Mr. Yro. On the basis of the amount that we have to raise and on
the basis of the debt maturing during that year, this is again by the
question of what we do now, but it could be as high as that. ‘

Senator Byrn. Well, how do you envision the interest rate, say a
year from now ? = g

Mr. Yro. Senator, I am not prepared to make a forecast of interest
rates a year from now.

I would not even want to make an inference as to what the interest

rate will be a year from now, I think you can understand my position
in terms of not bein7g able to make such a prognosis.
_ Senator Byrp. Well, let me make an observation and maybe you can
indicate whether you agree or disagree with it. It seems to me that
1976 will be a relatively stable year and I think it will be a good year
businesswise. '

When we compare it to 1977 or going into 1978, that is when this
country is going to have a real serious problem. I am speaking now
of the inflationary nature of things. Would you care to comment on
that, sir?

Mr. YEo. Yes, Senator.

I would agree with you that the prospect for 1976 is excellent, I
believe that we have the capacity and the policies to avoid the types of
problems that have characterized the later stages of the expansions in
the recent past.

I belicve that we have made significant progress within the country
in terms of people understanding that inflation is bad for business.

Senator Byrp, I think that people understand it, but I do not think
this Washington understands it. I do not believe my colleagues in the
Congress understand it.

Mr. Yro. Senator, I think that we have to—we have the capacity to
avoid the kind of problems that we have had.

Senator Byrp. What capacity to avoid what?

Mr. Yrxo. I think that the monetary policy that we are pursuing. the
fiscal policy that we are endeavoring to pursue and the debt
management

Senator Byen. The fiscal management policy that we are endenvor-
ing to pursue ? Let us take the fiscal policy we were pursuing for fiseal
1971 where the Federal fund deficit was $30 billion: for 1972 it was
$29 billion; for fiscal year 1973 about $25 billion: for fiseal 1974, 817
billion; for fiscal year 1975, $50 billion.

Then for fiscal vear 1976 it will he $79 billion.

During those 6 years, the total deficit has been $231 billion.

Now, I do not regard that as an outstanding record. Then for 1977,
including the transition quarter, it will be $86 billion.

T think that we were not on a very sound basis and I think that this
country will have to pay the price for it at a later date. It will pay the
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price in my judgment at a later date beginning somewhere in late 1977
or 1978. I am glad that you are more optimistic than I am, but you still
have not given me very much cause for the element of your optimism.

Mr. Yeo. Well, Senator, I would agree with your characterization
regarding the size of the deficit of the past. '

Senator Byrp. And the past is not as bad as the present and the
future. The present is worse by far compared with anything in the
history of the Nation. Nothing could compare with it, and next ycar
is not going to be much better—almost as bad.

Mr. Yro. Well, there is a key in terms of the past : The stimulus that
I think we all realize was excessive resulted from the size of the deficit
and the manner in which it was financed. I must confess that I feel
more optimistic regarding the future than yon do, Senator. I think
that I share your concern and your analysis regarding the past.

I hope we have learned from the past, hoth in terms of the amount
of stimulus—this fiscal year you will have an %88 billion deficit. and
in the next 15 months you will have an $86 billion deficit on the basis
of the Federal funds budget and including off-budget agency deficits.

Well. you know. Senator, there ave some who feel that the deficit
ix inadequate. based on the condition of the economy. T do not share
their view. T think that the President’s budget is appropriate for the
condition of the cconomy. assuming that it is financed in such a way
that additional stimulus bevond the eapacity of the economy is not
provided. T think that is the key variable.

Senator Byro. T think that we are going to have a diflicult time get-
ting 1t under control, : ‘

Mr. Yo, Senator, we have argued. as you know. time and time again
against the size of the deficit posed.

Nenator Byrp. Well, that 1s why T am surprised to hear your com-
ments today.

M. Yro. But T do think that the President’s budget is appropriate.

Senator Byep. Well. that is a good party line. I suppose.

Mr. Yo, Noo T mean it. T think it ix appropriate to the conditions of
the economy. given the way in which it is financed. And now, philo-
sophically. T wounld Tike to see us—and T think that we can—move to a
balanced budget. T think that that onght to be. and is, owr target.

Senater Byrn. You are moving in precisely the opposite way. Mr.
Secretary, and your ligures show that,

Mr. Yreo. Well, Senator, 1 do not think that we are moving exactly
in the apposite wav. T think that we are moving in the direction of a
halanced budget. The question is whether the Conaress will let us have
a halanced budget. and. hopefully. by fizeal 1979 or eavlier. T think
that it i= not a matter, if I could say so. siv. of converting the Treasury
Department, We are converted.

Senator Byrn. Well. T thonght you were converted until T heard your
testimony this morning,

Mr. Yro. T can assure you that we have not had a relapse. We be-
lieve that the budget that has been prepared by the President is an
appropriafe one for the circumstances we are operating under.

As an objective. we would like to see a balanced budget as the econ-
omy moves toward a greater utilization of its capacity. T would agree
with vour characterization regarding the size of the budget deficit of
the past,
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Senator Byrn. We had made progress in one respect. Several years
ago before Bill Simon came into the Treasury. we used to be harangued
by the Treasury that the budget was balanced in a full-employment
basis. One of the most encouraging signs is that I have not heard any-
one in the last couple of years mention the full-em‘)]oyment budget.
I want to say from my point of view that it is a healthy sign.

A disturbing thought to me, Mr. Secretary, if you add up these
deficits, you will find that by the end of 1977, if your figures are cor-
rect, and they will probably be higher than what you predict, but
anyway, let us assume that they are correct, That will mean that 45
percent. of the total of the national debt will have been ¢reated in 7
years and 3 month. To me, that is a very alarming figure. T admit it is
not alarming to the Congress, and I admit that it is not alarming to a
lot. of people. But to me it is a very alarining figure, that $317 billion
out of a total debt of $707 billion. which will have been created, 45 per-
cent of the total debt will have been created in 7 yvears and 3 months.

Mr. Yro. Senator. I find. as T have tried to communicate, I find this
to be a cause of concern myself, That is why, iven the size and dimen-
sion of what we are talking about, that is why it has to be financed
in the balanced fashion,

Senator Byrp. I am not objecting to that at all, T am just objecting
to the size of the deficit. I am not sure that 1 understand your reply
to Senator Brock that the net debt to which the ceiling applies 1s after
deducting the IFederal Reserve total. Ts that correct?

Mr. Yro. It applies to the gross, That was the chairman’s question,
and the ceiling applies to the gross debt.

Senator Byrp. Which would include the Federal Reserve?

Mr. Yro. Yes, sir. In my judgment, it is quite appropriate.

Senator Byro. I agree with you, but 1 wanted to be sure. I think
that I misunderstood you, but I thought that you said it applied to
the net debt a tter the reduction.

Mr, Yxo, No, sir.

Senator Byro. In predicting the interest charges on the debt, you
put it at $45 billion for the fiscal year 19777

Mr. McO»smser. That is correct, sir.

Senator Byrp. 1 know that you have projected the interest rate will
drop to 5.5 percent in 1977. Is that a realistic projection?

Mr. Yro. I believe that it is a reasonable basis for this kind of pro-
jection, Senator.

Senator Byro. Then, T assume ‘that you feel that the interest rate
will continue to come down?

Mr. Yro. The 5.5 percent is on the basis of the rate at the time the
estimate was made. I think that if you have a copy of the budget, there
is n footnote that says the “average iate on new issues within the peri-
od,” and I cannot give you an interest rate forecast.

Senator Byrp, Well. your budget does use that on page 23, under the
heading of “Projection.” It gives a forecast of 5.5 for fiseal year 1977.

Mr. McOnmer. If I may say so, that is not intended to be a forecast,
as Mr. Yeo has indicated. We do that because we need some sort. of basis
for estimating the interest, As a convenience, we simply use the interest
rate that exists at the time we make the estimate. and make no such
forecast, because none of us can forecast the interest effectively.
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Senator Byrp. So, if the interest rate goes up, the $45 billion goes up.
Mr. Yeo. That is correct. It goes up.

Senator Byrn. I realize, of course, that it is not the Treasury De-
partment which has the final say-so on these matters. It is not the
"I'reasury Department that is creating the deficit. So, I am not quarrel-
ing with vou on that at all. I am speaking mostly of the Congress,
although I think that it also applics to the executive branch, because
unless the executive branch is willing to submit a budget which comes
somewhat within the vange of the balanced budget, the Congress is
not. going to go in that direction,

So, I say again that I do believe that it is alarming that 45 percent
of our national debt will be created in the period of 7 years and 3
months, ’

Thank you, gentlemen, very much.

[ The prepared statement of Mr. Yeo follows:]

I'REPARED STATEMENT oF 1IoN. Enwix ¥, YEo, I1I, UNDER SECKETARY OF TIIE
TREASURY FOR MONETARY AFFAIRS . .

Mr. Chairman and Members of this distinguished Committee : On Wednesday,
Irebruary 23, the llousc acted to authorize the Treasury to borrow up to $627
billion through the end of the current fiscal year for the purpose of financing
the expenditures of the Federal Government. The House also approved an addi-
tional 82 billion of authority to issue bonds outside the 414 percent limitation
and approved an increase to 10 years in the maximum maturity of Treasury
notes. In addition, the lHouse adopted an amendment requiring the Federal
Government to provide a return on savings bonds of not less than 4 percent per
annum, compounded semi-annually, for each full month during which bonds
are held.

It is not easy to reconcile the manifold demands for more Government spend-
ing, on the one hand, with our willingness and ability to pay the bills, on the
other, But while the budget, and particularly the substantial budget deficit, is
closely related to the focus of this hearing, our problem is not to deal with pro-
posals to increase or reduce the size of the deficit. Rather, we are here to con-
sider how best to finance that deficit, 'This will necessitate a substantial increase
in the present debt ceiling. But in addition, the Treasury has urgent need for
additional debt management flexibility.

I have been gratified by this Committee's strong support on two previous
oceasions for Treasury’s proposals to amend the Second Liberty Bond Act, first,
fo increase the maximum maturity of notes issued pursuant to that Act from
xeven years to ten years, and, second, to increase the amount of bonds exempted
from the 44 percent rate ceiling imposed by the Act by an additional $10 billion.

These are even more important today than when you first considered them.
The reasons upon which the restrictions in existing law were originally based
no longer apply. Indeed, there are few, if any, observers of the capital markets
who helieve the existing restrictions are healthy for the Government, for the capi-
tal markets, for the economy.

Realistically, however, we cannot object to the smaller amount of bond author-
ity contained in the lHouse Bill. It seems unlikely that we would wish to issue
more than $2 billion of additional bonds before June 30. Moreover, since under
the IIouse Bill, we would have to return during .JJune for a higher debt limit for
the transition quarter at a minimum, there would then be another opportunity to
examine the bond authority.

You will recall that we have also proposed that the 6 percent rate ceiling on
savings bonds be removed. Such action would permit the rate on savings bonds
to be varied from time To time, reflecting the interests of both taxpayers and
savers, Since we have no immediate intent to raise savings bonds rates, however,
consideration of this provision can also be postponed until the next debt limit
hearings without adverse consequences for the program. .

IL.et me now address the primary question facing this Committee today: The
increase in the temporary debt limitation.
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As you know. the present temporary debt ceiling of $595 bimon (enae'ted on
November 14, 1975) will expire on March 15, a week from this coming Monday,
at which time the limit will revert to the permanent ceiling of $400 billion. More-
over, next week, the actual amount of debt subject to 1imit will approach the
temporary limit. As a result of some apparent improvement in our cash position,
however, we now believe that this will not hinder the effective management of the
Treasury’s debt and cash balance during this period.

In accordance with our usual practice, I have provided you with a. monthly
record of the. debt-subject to limit from June 30, 1875, through September 80,
1977, and interim monthly estimates for months in which the peak does not eccur
on the last day of the month. While we are now concerned primarily with estab-
lishing a debt limit for the near term, the debt limit data through fiscal 1977 are
indicators: of our financing requirements based upon the President’s budget
through fiscal 1977. As I will discuss in detail later, these requlremeuts have
serious debt management implications.

The Second Concurrent Resolution on the 1976 Budget provlded for levels of
public debt of $622.8 billion at the end of the fiscal year 1976 and $641.0 billion
at the end of the Transition Quarter, It is, however, not clear what level for cash
balance was assumed in the Congressional Budget Resolution. Furthermore, the
level of debt in the Resolution apparently does not provide for agency debt that
is subject to the statutory limitation., As a technical matter, moreover, depending
on the cash balance assumptions adopted, the peak debt levels would be reached
on June 15 and August 31.

In the Federal budget for fiscal year 1977, debt subject to statutory limitation
is estimated at $G24.2 billion at the end of fiscal year 1976 and $043.1 billion on
September 30. These figures assume a $9 billion cash balance, The Treasury esti-
mates assume debt limit needs of $630 billion at the June peak and $645 billion
at the August peak, to allow a $6 billion cash balance and a $3 billion margin for
contingencies.

The $627 billion limit through June 30 approved by the House would allow a
balance of as much as $6 billion on June 15, assuming no contingencies occur,
and a halance of as much as $12 billion on June 30, on the same assumption.”

Let me now turn to the current confinement of 'l‘reasury borrowing to maturl-
ties of seven years or less.

We believe this restriction poses severe risks to the capital markets and provldes
nothing in the way of economic benefits, -

OBJECTIVES OF TREASURY DEBT MANAGEMENT

Federal borrowing now accounts for almost 80 percent of all financing in our
Nation's capital markets. As a result, all other credit markets, all other financial
assets are directly influenced by the debt management operations of Treasury
and by the structure of the Federal debt, What we do, how we structure the debt,
will contribute to economic stabilization or detract from it. It is my view, there-
fore, that we must use every available tool to insure that Federal borrowing
needs are met in a way that will minimize the resulting cost, measured both in
terms of interest rates and economic and financial dislocation,

Given these objectives, it is no longer possible to justify severe and anachro-
nistic constraints that result in a debt structure that has been very expensive in
both an economic and a financial sense,

Moreover, in light of our massive borrowing needs, these constraints would
have been an even greater adverse impact in the future. The extensive economic
work which has been done in the area of debt structure has not only conflrmed
the potential for harm, but has also demonstrated conclusively that there are
no countervailing benefits.

CONSEQUENCES OF THE CURRENT RESTRICTIONS

We know what the current restrictions have meant in absolute terins: a decline
of more than 33 percent in the average maturity of the publicly held debt in
the last three vears alone and more frequent and larger Treasury borrowings.
But the question I want to concentrate on today is why we care: why we believe
there are serious dangers in confining Treasury borrowing to only the short end

of the market.
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—— We care primarily because over-reliance on short-term financing, as reflected
in a short and shortening maturity structure and the resulting lack of balance
in the over-all debt structure exposes us to adverse financial and economic effects :

First, it poses the risk of higher Federal borrowing costs and fmposes un-
necessary transaction costs;

Second, it contributes to a more volatile market environment, placing sub-
stqntial burdens on financial intermediaries and threatening the ability of the
private sector—and particularly small and medium-sized businesses—to meet
financing needs;

Finally, it poses an unmeasurable and uncontrollable threat to sound fiscal and
monetary policies.

COST

Our concerns begin with the fact that unless the Treasury is authorized to
balance its borrowing throughout the maturity ranges, the taxpayer will be
vulnerable to short-run chauges in interest rates. Moreover, whatevery may
happen with respect to interest rates, a debt structure weighted heavily to the
short end fmposes unnecessary transaction costs.

In periods of unexpected rises in interest rates, such as we have experienced
during most of the last decade, the average cost of borrowing in the short-term
market, and subsequent refunding in this market, may well exceed the rate
for borrowing long term in the first place. In faet, our analysis shows that it we
had had reasonable access to the long-term market from 1966 to 1971 (a period
when we in fact had no authority to issue bonds with coupons in excess of
414 percent) the interest on the public debt would have been reduced.

But in pursuing these proposals, it is not our purpose to suggest that interest
cost considerations ought to be of primary finportance. Rather, I am suggesting
that, from the standpoint of costs, it is imprudent to have statutory limitations
that in effect mandate further dramatic shortening in the maturity structure
of the debt. We need a balanced debt structure, not an extreme one.

In addition to possible interest-rate costs, when Treasury borrowings are
confined to the short-term area, & large amount of debt rollover is necessary, rela-
tive to what would be necessary if we could borrow more in the long-term area.
Each time there is a rollover, there are inevitable direct transaction costs. More-
over; the proliferation of short-term borrowings means that dealers have to
carry larger inventories of securities. The cost of carrying such large inventories
adds further to the transaction price, increasing the over-all cost which is
ultimately borne by the taxpayer.

EFFECT ON PRIVATE BORROWERS

= -A concentration of Treasury financing {n the short-term area has potentially
adverse effects on private users of short-term credit. With the Treasury con-
stantly tapping the short-term market for substantial funds, both short-term
interest rates and the availability of short-term financing become vulnerable
to episodes of market congestion and to changes in the general monetary
environment. -

To understand the potential risks involved, we must first examine the enormous
change in the magnitude of the Treasury’s demands upon the market, Just in the
last two years, the over-ull amount of privately leld marketable Federal deht
outstanding has grown from $171 billion to $263 billion. When this over-all
growth is viewed in the context of a shortening maturity structure—occasioned
primarily by the limitations which concern us today—the results are even more
disturbing, For the first two months of this year, Treasury borrowed an average
$91% billion per week. For the comparable period in 1974, the figure was 8514
hillion, -

Part of this increase is, of course, due to our large new money requirements.
primarily to finance the deficits. But the bulk of the borrowing is to finance the
rollover of maturing debt. And the shorter the debt structure, the greater the
rollover burden.

From the market's standpoint, there is virtually no difference between the
two components. Each type of borrowing requires a new underwriting and invest-
ment decision. Rollovers are not automatic: a holder of a maturing bilt is free
to choose between lending to the Treasury, lending to another borrower, or spend-
ing the proceeds, Accordingly, all of the costs and pressures of borrowing are

-.._._there, irrespective of the purpose of the borrowing.

Let’s be clear about the implications.
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First, there are substantial pressures on intermediaries: Given a greater
amount of securities outstanding and a sharp growth in periodic refunding,
dealers must take larger and larger positions. To the degree that dealers cannot,
or will not, increase their position-taking capacity, the breadth, depth and
resiliency of the market suffers, the market becomes thinner, and prices—that is
interest rates—beconre more volatile,

Yolatility is also enhanced by other factors. The enormous supply of riskless,
liquid Treasury securities provides a tempting alternative for investors with
psychological concerns about other assets; e.g., commercial paper or certificates
of deposits. Thus, in effect, our debt structure facilitates large scale and highly
disruptive shifts of funds from one short-term sector to another irrespective
of whether such shifts are economically justifiable.

Finally, the sheer increase in the number of decisions the market must make
enhances the possibility of distortions.

Consider the process. The dealers on which we depend to distribute our seeuri-
ties must decide, separately, the amount they will purchase from us, and the
price, as well as the terms on which they will sell to their customers. Holders of
maturing instruments have to decide whether and where to reinvest the proceeds,
giving them an opportunity to rethink their needs in terms of the type of security
to purchase as well as the maturity. And other investors have to decide whether
they are going to buy our new securities, how much, and at what price. In terms
of volatility versus stability, what kind of debt structure would we prefer: one
that causes this unsettling process to occur less than 100 times a year, as was
the case only a few years ago? Or today’s, under which the process occurs, on
average, nearly every business day.

What are volatility’s ultiinate by-products? At a minimum, we are likely to
sce an increase in rates on new short-term debt and a higher dealer mark-up on
debt trading in the secondary market. ''hese phenomena are the natural reaction
of investors and dealers to a condition markets do not tolerate well : uncertainty.

If the uncertainty reaches greater levels—for example, as might be the case
if market disruption is accompanied by perceptions of change in IFederal Reserve
policy—many market participants may temporarily withdraw from the market
altogether.

In such circumstances, Treasury’s ability to finance is obviously impaired. But,
more importantly, the non-Federal portion of the market may féel far more
serious repercussions, Local governiuental units, small and medium-seized busi-
ness— indeed all but the top-rated credits—may find themselves facing serious
difliculties ns they are cut off from sources of funds to rollover maturing short-
term debt.

Moreover, these shocks are not confined to the short-termn market. They spread
rapidly into the intermediate and longer term markets and begin to interfere
with orderly financing plans of business corporations and state and municipal
soverninents, as well as with the growing volume of mortgage financing which is
handled through securities markets. i

Again, the impact is particularly acute on the smaller or lower rated issuers.
Because of the risks set forth above, investors know that such entities are more
vuluerable to even normal changes in the business cycle, especially when they
have substantial short-term debt outstanding.

In the final analysis thervefore, perhaps the most dangerous consequence is a
further reluctance o the part of investors to make long-term commitments to
our nation’s capital growth. This reaction, which accentuates the pressures on
long-term investinent caused by fears of future inflation, has grave implications
for our future economic growth. It discourages outlays for new expansion, it
discourages risk taking and it discourages entrepreneurship at precisely the time
in our nation’s economic history when such conduct is needed most.

IMPACT ON ECONOMIC POLICY

Another aspect of this continued trend toward a shorter and shorter debt
mafurity—which if carried to an extreme could give us a national debt with
zero maturity, L.e, a huge stock of green pieces of paper called money—is growing
Hguidity in the economy. By pumping more and more liquidity into the system,
spending may be increased at the expense of savings and investment.

Even more distv ~‘ng is the fact that these consequences are largely unpre-
dictable and unce ‘llable. Such spending effects could come at any time,
irrespective of th rse of fiseal and monetary policy at the time, And if the

87-0290—76——5
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dam bursts, so to speak, in a period of growing inflation, the resulting sharp
acceleration of the inflationary trend may be invulnerable to fiscal and monetary
efforts.

We believe debt management should complement long-term economic and
flanancial stabilization goals. An unbalanced debt structure poses the risk that
policy efforts to control cyclical excesses—such as might be appropriate at a
future time when the economy is expanding rapidly—will be thwarted by an
accumulation of liquidity; and accumulation in the form of short-term Treasury
securities. Given that such debt structure is in effect mandated by the size of
recent deficits and the maturity limitations, this risk is serious.

IMPACT ON INTEREST RATE STRUCRURE

'Lhie old argument against these/proposals is that more long-term Federal bor-
rowing would drive up long-term interest rates; in other words, that a balanced
debt structure and judicious borrowing in all maturities would somehow be
harmful to the long-term market. 'This argument, taken at face value, would
imply that the Government should always finance in the short-term markets—a
conclusion which not only is wrong in concept, but has also been extremely costly
in both financial and economic terms.

Long-term interest rate levels respond primarily to investors’ views regarding
inflation and the future course of inflation. If inflation is expected to persist,
investors deniand to be compensated not only for the use of their money, but also
for the fact that when the money is repaid, 1t is worth less, as a consequence of
inflation, than when it was lent out. The result is higher long-term rates.

In addition, intlation makes all borrowers—but particularly the smaller or
lower rated firms—more vulnerable to economic reversals. Accordingly, it tends to
enhance the investment risk, with respect to many long-term investments. Again
this higher investment risk will be reflected in the interest rate, providing an-
other source of upward pressure on long-term rate levels.

Other factors in this level of long-term interest rates include expectations about
the future course of short-term rates and existing short-term rates. If short-
term interest rates are expected to rise, a potential long-term investor will de-
mand a rate which compensates him not only for the principal risk presented by
the investinent, but also for the lost opportunity to rollover short-term debt at
higher and higher returns.

Current short-term rate levels also play a role because many financial inter-
mediaries rely on short-terin credit as a principal source of funds, Thus, for ex-
ample, if a savings and leoan association is forced to pay higher rates on short-
term deposits, the higher costs must ultimately be reflected in the rate of which
it is willing {o make long-term mortgage loans, and in the amount of long-term
credit it is able to supply.

By contrast, there is no evidence that greater Treasury access to the longer
maturites-—it judiciously employed—would play any role whatsoever in the
determination of long-term rates.

Indeed, for at least two reasons, just the contrary is likely to be the case.
First, as we have shown, concentration of Federal borrowing in the short-term
arca can lead to greater uncertainty and, at some point, inflation in the economy.
This Icads to an increase both in short-term rate expectations and in the inflation
premium demanded by long-term investors, and hence, to an increase in long-
term interest rates.

Second, as heavy Treasury short-term borrowing drives up short-term rates,
disintermediation takes place. As outflows occur, the ability of intermediaries to
make long-term loans is curtailed and what loans are made are at higher rates,
reflecting the relative searcity of this form of credit.

In short, as we would expect, the distortion of the market mechanism caused
by the artificial maturity limitations has no demonstrable benefits in terms of
long-term interest rates or any other legitimate objective.

DEBT MANAGEMENT IN 1076-77

I have dwelled at length on the prineiples involved because they are cruclal
to an understanding of the issues. But let me turn now to the very real practical
problems we face in the immediate future.

Our Government securities market Is an immensely flexible, immensely capable
market. Perbaps a good comparison is a freeway. With all lanes open, a freeway
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can handle a tremendous volume of traffic at the most efficient speeds, But when
overloaded, either because traffic volume is simply too high, or because an acci-
dent or construction has closed some of the lanes efficiency drops precipitously.
Notd only is traffic on the freeway slowed, but the effects spill over on to other
roads.

The capital markets today are hampered by the fact that, in effect, two of the
four lanes are blocked off, insofar as the Treasury is concerned. We are forced
to confine ourselves to the below two-year and two-to-seven year ranges and
these lanes, Mr. Chairman, have become severely congested. .

Congestion exists not only because we must euferthe market to raise new funds
to finance our deficits and meet other new needs, but also because we must borrow
to retire maturing debt. Looking first at new borrowing alone, by the end of this
month, the Treasury will have borrowed nearly $16 billion in the market in 1976.
And during the remainder of the fiscal year, through June, we will need to borrow
an additlonal $19-24 billion of new funds: A total of $35-40 billion in the first
six months of 1976. In later periods, we «i'l need to borrow nearly $20 billion in
the triléx?s%tion quarter, and some $i50 billion of new money in the market in fiseal
year .

. All in al}, our new money market borrowing needs in the next 19 months—based
on the President’s budget—-will total upw: iGs of $90 billion.

This is nearly $5 billion a month and more than $1 billion every week.

On top of these new mouey borrowing requirements, we also have an immensc
refunding job to do. In the same nineteen-month period, over $51 billion of pri-
vately-held coupon debt will mature. Our weekly issues of 13 and 26G-week bills
are now in the $7 billion range and will inevitably increase. And our issues of
52-week bills, every four weeks, are now in the $3 billion range and may well be
in the $4 billion range by the end of fiscal year 1977. In short, our total require-
ments for both purposes are some ten times our new money need: ' approaching
$2 billion of borrowing every day.

To meet these needs, since 1972, we have relied primarily on the auction
technique: That is, the yield on a particular issue is determined by publie bids.
While the auction technique has resulted in substantial savings to the taxpayer,
it has one important limitation. We have found from experience that given the
absorptive capacity of the market, auctions of much more than $2.5 billion at one
time result in disproportionately high interest costs. -

All in all, we face a formidable financing job. It is one that can be managed,
but there are severe costs and serious risks. And I hope, in my testimony this
morning, I have conveyed some of these concerns to you.

I.et me add that there is another legacy in this dilemma, one that will be
faced by my successor, and yours as well, Even if we are successful in reducing
the size of our deficits and the consequent need for new money flnancing, the
enormous concentration of short-term financing will require similar magnitudes
of financing, just for refunding, week after week far into the future.

Accordingly, I must urge this Committee, as strongly as I can, tdo respond
to these immediate needs. What is done in managing the public debt this month,
and this year, will have a direct effect on the strength and sustainability of the
economic recovery. Treasury must promptly minimize its reliance on short-term
bills and maximize its use of the longer intermediate and longer-term markets.
If, instead, we are forced to rely on short-term flnancing, we will be obliged to
come to the market more frequently and for larger amounts, The excessive liquid-
ity injected into the economy as a result of shorter term financing, when coupled
with these more frequent incursions, will destabilize the over-all market environ-
ment and will pose a continuing threat to all other borrowers and to the financial
inistitutlons on which the housing industry, small business, and all of us must
rely.

Let me briefly address the amendment adopted by the House establishing a 4
percent floor on savings hond rates. The amendment was designed to address
the fact that, under existing procedures, holders who redeem Series E bonds
within the first year receive a reduced level of interest: no interest for the first
6 months and up to 3.78 percent for the remainder of the year. This polier is con-
sistent with the underlying principle of the savings bond program to encourage
long-term thrift. The House, however, concluded that it imposed an unfair bur-
den on a substantial number of savings bond holders who choose to redeem
within the first year.

Treasury opposed the amendment in the House because it deviafed from the
thrift principle, and because it would involve higher costs and additional ad-
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ministrative burdens. However, notwithstanding our opposition in the House, I
am not urging the Senate to reject ths House amendment.

As I Indicated at the outset of my testimony, the existing temporary debt limit
expires in slightly more than one week. Moreover, as I also indicated. the bill as
passed by the House contains certain debt management provisions which Treas-
ury has long sought with, I might add, the much appreciated support of this
Committee. These provisions must be preserved in the final legislation. Time fac-
tors, as well as the highly desirable features on the House Dbill, cause us to urge

" “this Commiittée to adopt the House bill without aniéndmeént and to seek similar

approval on the Senate floor. Such procedure will insnre dellvery of an enrolled
bhill to the President well within the time constraints which face us, From the
standpoint of our immediate financing needs, as well as the over-all health of our
capital markets, we belleve this would be the appropriate approach to follow.

PUBLIC DEBT, SUBJECT TO LIMITATION, FISCAL YEAR 19761
[In billions of dollars)

With
Operating  Public debt $3,000,000,000
cas subject to margin for
balance limit  contingencies
1975 actual:
June 30 7.6
4.2
3.6
10.5
10.3
6.5
8.5
12.0
12,1
6
6
€
o
6
6
6

1 Based on: Budgetreceipts of $298,000,000,000, budget outlays of $374,000,000,000, off-budget outlays of $9,000,C€0,CCC,

PUBL!C DEBT, SUBJECT TO LIMITATION, FISCAL YEAR 19778
[in billion; of dollars]

With
Operating  Public debt  $3,000,000,000

cash subject to margin for
- balance limit  contingencies
1976 estimated :

6 640 643

6 650 653

6 659 662

6 663 666

6 665 668

6 680 683

6 695 698

6 703 706

6 691 694

6 705 708

6 694 697

6 694 . 697

6 699 702

6 704 707

6 707 710

ooloBassd on: Budgst receipts of $351,000,000,000, budget outlays of $394,000,000,000, off-budget outlays of $11,000,0C0,

-
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UNIFIED BUDGET MONTHLY, FISCAL YEAR 1976 AND TRANSITION QUARTER

{Amounts in billions of dollars}

. Surplus or
Receipts Outlays deficit (=)
Actual:
1] I 20, 2 1.2 —$i1.
Auéust ................................................... 323 6 $3?,0.6 -1.0
Seplember. ..o iiiceciaaaas 28.6 29.0 —.4
(2387 T RPN 19.3 32.4 -~13.1
NOVeMb i acameaaaan 21.7 29.4 -1.17
December. e cicareaiaeaaan 26.0 13.8 -5.8
25.6 30.7 =51
20.4 30.7 -10.3
17.7 31.9 —14.2
3.1 33.3 1.8
23.3 31.7 —8.4
36.0 30.8 5.3 -
FisCal Year oo e e e e e et o 297.5 373.5 -76.0
L RN 22.8 34.3 -11.5
AUBUSE. - e e e e e aeae e aeam————n 26.8 32.2 —5.4
Soptember. .. c i cceiiiieieiicicnanaaa 32.3 315 .8
Transition quarter ..ot imva e aanas 81.9 98.0 -16.1
<
FEDERAL FUNDS MONTHLY, FISCAL YEAR 1976 AND TRANSITION QUARTER
[Amounts in billions of dolars}
Surplus or
Receipts Outlays deficit (—)
Actual:
1975
JUIY e e eeeea e ceeacacecmcaeneaeeann $13.4 $21.5 ~$14.0
August. . 13.0 21,0 -8.0
Septambe 22.3 20.2 2.1
October... 13.6 21.6 -8.1
November.. 13.4 20.0 ~6.6
DECBMbN. e e iaeeinereeeacecerae .. 19.8 22.2 -1.4
1976:
JBNUAY . oot cie e iee e aeeveceaeeeevaaeaeaaan 18.6 20.5 -1.9
Estimated:
February. . oo iiccreceeeceeacanaaan 10.0 20.7 -10.7
L L P _ 10. 4 20.5 -10.1
XY (1 P, 25.2 23.5 L
MaY. e i Aeearamemeeene—a—n—- 10.2 22.0 -11.8
, 31.2 ~2.7
i 276, _9 ) -78.5
22.9 —-12.7
21.3 -6.6
20.6 4,2
69.8 =15.0
Note: Detail may not add to total due to rounding.
N ~.
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TRUST FUNDS RECEIPTS, OUTLAYS AND SURPLUS OR DEFICIT
{In billions of doltars)

Surplus or
Receipts Outlays deficit (—)
Fiscal year 1976: .
federal old-age survivors, and disability insurance trust funds...... $70.8 $73.8 —~$3.0
Health insurance trust funds e 18.6 17.4 1.1
~Unemployment trust fund. .......... 116.7 18.5 -1.8
Railroad employees retirement funds. 3.3 3.5 -2
L Federat emJ:onee retirement funds... 13.0 8.5 4.5
. Airport and alrway trust funds....... 1.1 .8 .3
B Highway trust funds. ... ..o iiiiiacaneaaaes 6.3 6.6 -.3
Foreign military sales trust fund. . .. cooceronerieecnceiaanean 6.5 5.9 .6
Veteran life insurance trust fund. .. oo ooernmeeciiaeacinanan .9 .7 .2
Other trust funds .. oo ceieecaraccccicemcnnacncanaa 7.0 15.9 1.1
Total trust funds. .....e e ierecercameaaean 134.8 132.2 2.5
Transition quarter: .
Fedaral old-age survivors, and disability insurance trust funds...... 18.9 19.9 -1.1
- Health insurance trust funds. ... ... oimmmne e iiieeeaanans 5.1 4.6 .5
Unemployment trust fund. ... .o oot 33.4 3.7 -3
Railroad employees retirement funds. ... ... ... .. .5 .9 -.4
Federal employee retirement funds._... ... ... . c...eali... 2.1 2.3 -2
irport and airway trust funds.... ... ... ... .3 .3 ?
Highway trustfunds_._....._.._.. 1.9 1.9 .
Foreign military sales trust fund. 1.7 1.6 .
Veteran life insurance trust fund. .2 1o .1
Other trust funds.............. 1.8 51.6 .2
Total trust funds. ..o raiiciraeeaas 33.8 34.9 -11
t Includes $8,500,000,000 advances from general fund.
1 Includes net activity of trust revolving funds of —$1,100,000,000.
3 |ncludes $1,100,000,000 advances from generat fund.
¢ Less than $50,000,000,
#Includes net activity of trust revolving funds of —$2,000,000,000.
Note: Detail may not add to total due to rounding.
OFF-BUDGET AGENCY OUTLAYS MONTHLY, FISCAL YEAR 1976 AND THE TRANSITION QUARTER
Federal
Financing
Bank Other 2 Total
1975,aitual: $0.6 » .6
Ul e eceeceiocacananecactaeanaco e saaaecacacaan e nan X ,
Au{ust ....................................................... .7 -$1.0 -.3
September .1 .5 .6
October...... .5 .8 1.3
November.. . . .6 3 .9
December.. .2 6 .8
Janvary ... v asememe e aena—a—n e n—n—oenn 1.3 3 1.5
Estimated:
February. .8 .3 1.1
- March .5 .5 1.0
- LY 11| P, decemanscssesie e anaenees .2 .5 .7
. L 2 1 .5 .6
> 0 T .1 .5 .6
Fiscal year. . oo cicececncteaaccecncncnacnacnnns 5.6 3.8 9.3
UL . e ccretectrer e raeenreearerennenanan 1.8 .1 1.9
August.............. Cemecmmrcesasceonenaceescesnvannananen .1 .4 1.1
September. o ... rriicrcricreecreaeaan .4 .1 8.2
Transition quarter........ e eeceeeeanteeteeeeraaannnns 2.8 1.3 4.1

1 The outlays of the Federal Financing Bank reflect only its purchase of Government-guarantesd obligations, not its
Furchases of agency debt, in order to prevent double counting. Virtually all of the other off-budget activity is financed
hrough debt issued to the Federal Financing Bank. X

? Export-Import Bank, Postal Service and U.S, Railway Association. Date: March 3, 1976,

e
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DEPARTMENT OF THE TREASURY,
Washington, D.C., February 12, 1376.
Memorandum to: Mr. Snyder.
From: Mr, Cook.
Subject : Federal Financing Bank.

The Federal Financing Bank has saved the Federal and federally-guaranteed
borrowers who use the Bank $340 million in the 20 months of the Bank’s
existence.

The amount of savings is based on the conservative assumption that the
agencies who have borrowed from the Bank on the average could have raised
funds in the market at a cost of one-half of 1 percent above marketable Treasury
obligations of similar maturities.

Whereas one or two of these agencies who were established in the market, for
instance the Tennessee Valley Authority, were able to raise funds at rates reason-
ably close to Treasury’s cost, many of the guaranteed borrowers whose debt was
less well known and who raised funds through negotiated offerings paid rates
substantially above the Treasury curve.

FEDERAL REVENUE ESTIMATE ASSUMPTIONS

The Department of Treasury is responsible for estimating Federal revenues as
a basis for budget planning, These estimates are based importantly upon GNP
forecasts by a trio of the Treasury, the Council of Economic Advisors and the
Office of Management and Budget. The key components for revenue estimating
purposes are nominal Gross National Product, personal income, wages and
xalaries, and corporate profits. As contained in Budget (p. 25), these forecasts
are: (in billions)

PROJECTIONS-—SHORT-RANGE ECONOMIC FORECAST
[Calendar years: dollar amounts in billions)

Forecast
Item Actual 1974 1975 1976 1977

Gross national product;
Current dollars:
AMOUNE. .o e eieciimarcmeemmeananane $1,407 $1, 449 $1, 684 $1,890
Percent change . ... ... ieeieieciiciiiacaas 1.7 6.5 12.4 12.2
Constant (1972) dotlars:
AMOUNE . oo eeeeaecaemcccecraeancacamaenannn $1,211 $1,187 $1, 260 1,332
Percent change. ....oooeeocieocoiiaacicicacaaana- -1.8 -2.0 6.2 5.7
Incomes (current dollars);

Personal income, $1,155 $1, 246 $1, 386 $1,538
Wages and salaries 763 802 892 1, 001
Corporate Profits. ... ooec e ceneeeciecnmaccaieamanna- 132 118 156 181
Price levet (ﬁercent change):
GNP deflator:
Year over year. .. ....ccceeececencresanacaneenmaneaaan 9.7 8.7 5.9 6.2
4th quarter over dthquarter..........cccccacncnancens 11.4 6.3 5.9 6.3
Consumer Price Index:
Year OVOr YOal. .. cceecernacracencecaarasnreeancacuenn 11.0 9.1 6.3 6.0
December over December. ...cceeeeeronneanecnnannnn- 12.2 6.9 5.9 5.9
Unemplorment rates (percent):
Total . e cicieiecmccccceeeaceeamaeaaancnann 5.6 8.5 .7 6.9
INSUIBA L. . . e ceeenececncaacrennacnemveaaramanacance 3.8 7.2 6.3 5.4
Average Federal pay raise, October (percent). ... ............. 5.5 5.0 4,7 8.6
{nterest rate, 91-day Treasury bills (percent)?. ... ... .co.co... 7.9 5.8 5.5 5.5

¢ Insured unemployment as a percentage of covered employment. .
2 Average rate on new issues within period: the rate shown for 1976 was the current market rate at the time the estimates

were made.

Using these general forccasts and specific revenue information obtained from
a variety of sources, the Treasury prepares collection estimates.

'The estimating process obviously depends upon several factors: (1) the ac-
curacy of the GNI’ forecasts; (2) changes in the mix of economic resuits which
cause adjustments in estimates of personal income and expenditures, business
spending and profits, unemploynient, government transfer payments, etc.; (3) the
refinement of statistical estimating porecdures; and (4) the frequent revision of
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tax legislation which can be anticipated only -in part. As a result, actual receipts
always vary from those which are forecast. However, the discrepancy usually is
relatively small. Budget estimating errors over the past six years together with
1950 and 1960 are sumarized in Table 1.

Calendar year—
1976 1977
BN P ccrecceasaccacicncancesosacacasonnacasaasesocaccnacasnsccacnsncnannsnan 1,684 $1,890
Personal InCOM®. o ceceeeereancnnnnns Ceedeeesessteccacemsecacscasesescasessmceeea 1,386 1,538
Wages 8nd Salaries. ...cceeecneaccaccncaeacacncsnamranacscacnaarnscoaananaan 892 1,001
Corporate profits (after tax). . c........... eececsccascacassecacssaccacsasennccannnn 156 _ 181

BUDGET_ESTIMATING ERRORS

Overestimate (4) or underestimate (—) as a percent of the
actual figure

Estimates made 18 mo prior Estimates made 6 mo prior
to the end of the fiscal year  to the end of the fiscal year

Outlays Receipts Outlays Receipts
+4.1 +10.3 +7.8 1.9
-.3 -1.7 +1.6 -*-'1- 2
-~.7 +2.6 +.7 +2.9
-5.0 +171.3 +.6 +3.1
-1.1 +4.3 +2.0 -5.2
I B
—6.2 +5.0 —-3.3 .8

t Adminjstrative budget. . . .
1 Unified budget. The 1st estimate on a unified budget basis was prepared in January 1968.

)

NET CHANGE IN FEDERAL RESERVE HOLOINGS OF TREASURY SECURITIES
[Amounts in millions of dollars)

Net purchases
Net change  of bonds over Net change in

in holdings 4i{ percent  other securities

844 28 816

—258 82 ~340

332 201 131

6,428 165 6,263

—2,224 3 ~2,227

—873 109 —982

—~2,866 ... ~2,866

663 47 616

4,452 124 4,328

186 ... 186

—2,047 244 ~-2,2%1

* 1928 2,197 3 2,724
JANUAIY. e eeeeccaeeece e e ccccaciacacanaaaanna 1,948 64 1,884
FODIUATY. .o e e eeecaeeeeeerceanancanccaaaceacacananann 1,056 59 997

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



FRB MARKET PURCHASES OF BONDS ISSUED UNDER $10,000,000,000 AUTHORITY, JULY 1974 TO DATE

{In miilions of doilars)

7 percent, 635 percent, 63 percent, 614 percent, 7% percent, 63; percent, 7 percent, 815 percent, 8'{ percent, 77 percent, 8!{ percent, 835 percent,
August February August  November August ebruary May May May February May August
Month Total - 1981 1982 1984 1986 1988-93 1993 1993-98 1994-99 1990  1995-2000 200005  1995-2000

1974:
July__.__.
August____
September_
October__.._
November_____..

July. ol e e e e e e e e e e e
August___ .. _ ... __ R

September__._ . _.__._

October

Janvary_ . _..........
February_....._......

Note: Figures may not add to totals due to rounding.

L8
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TREASURY BORROWING PROGRAM .

During the next nineteen months the Treasury will be required to raise $85-
billion ff new money in marketable securities to refund over $51-billion of .
maturing marketable securities held by private investors.

In accomplishing this unprecedented financing job, the Treasury will, insofar
as its statutory authorities and market conditions permit, make maximum use
of the coupon market in order (1) to minimize the build-up in floating, highly
liquid short-term debt and (2) to avold, insofar as possible, increasing the
already severe structural problems summed up in the decline in the average
maturity of the privately-held marketable debt.

The instruments available to Treasury for these purposes, until such time
as its statutory authorities are amended, include:

13 and 206 week bills, auctioned weekly, in current amounts now in the $7

billion range;
52 week bills, auctioned every four weeks, in current amounts now in the

$3 billion range;

2.yvear cycle notes, at the end of each calendar month, which have been
auctioned in amounts of up to about $3 billion;

4-year cycle notes, at the end of each calendar quarter, which have also
been auctioned in amounts up to $2.5 billion ;

Refunding issues, typically with 3, 5, or 7-year maturities, which have been
auctioned in amounts from $3.5 billion for the shorter issues to $2.5 billion for
the longer issues; with an overall limit of around $6 billion in any refunding;
and ‘
5-year cycle notes, which have been auctioned on an exeprimental basis in
the first month of a calendar quarter to mature on a regular quarterly refund-
ing date. Use of 5-year cycle notes, however, will likely preclude use of this
maturity in regular refundings.

Apart from the auction method, either on a price basis against a fixed coupon
or on a yleld basis, the Treasury has recently used fixed pricing of a coupon
issue; e.g., the 7-year note offered at par in the February 1976 refunding. This
technique appears to allow a larger offering to be made than the auction tech-
nique by placing more debt directly with final investors, but raises policing -
problems to assure that the interest attracted is primarily investment interest.

Estimated market borrowing requirements

New money Refunding Total

Mar, 1to June 30, 1976 . oiee e ceicccceeccecicanneaanaana $19-324 9%¢ 28%{-33%
July 1 to'Sept. 30, 1976 -1 T1IIIIIIIITIIIIIIIIIIIIIIIIIIT 1814 7% 2614
Oct. 1, 1976 to Sept. KU 1 7 S 4714 3414 8134
ot e 85-90 S, 13631413

7-YEAR NOTE OFFERING

The Treasury has been gratified by the market response to a major effort
toward achieving significant debt restructuring and reducing the amount of
very short-term Treasury debt in the market by issuing a significant amount of
longer-term notes.

The seriousness of the debt management problems facing the Treasury today
can hardly be overestimated. In addition to $85-90 billion of new money needs
over the next nineteen months, the Treasury is faced with refunding $51 billion
of maturing coupon issues in the same period. Moreover, the tremendous buildup
in the debt, including a $95 billion increase in the privately-held marketable debt
in 1975 and the first two months of 1976, has severely impacted the financing
calendar and -greatly reduced the options for placing new Treasury debt in a
constructive fashion,

Mhese problems have been further exacerbated by the exhaustion of the
authority to issue additional long-term bonds without regard to the 414 percent
interest rate ceiling and by the limitation of the maximum maturity of notes to
seven years, The prospect, unless these restrictions are eased, is for a further
decline in the average maturity of the public debt and for a further increase in
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the annual refunding burden. The consequence would be further calenhdar con-
gestion, more difficulty in issuing coupon securities, and, therefore, in¢reasing
pressure to resort to the bill market to meet financing requirements, further
shortening the average length of the debt and building up an already large,
highly volatile pool of extremely lquid short-term Treasury debt in. the hands
of the public, ’ ‘ R

The offering of the 7-year, 8 percent notes at par réprcsented a delibérate decl-
sion by Treasury to break away from the traditional pattern of debt offerings in
order to, at least temporarily, relieve the structural problem. oo

Under the auction technique, which has been the standard offerlng ‘method
for Treasury securities since 1972, a considerable distributive burden js placed
on the dealer community in its underwriting capacity. Unlike underwriters for
corporate and municipal securities, however, government dealers réeéeive no price
concession beyond the marginal advantage afforded them by their close contact
with the market and technical expertness. The spread between thé average bid -
on new Treasury issues and the low bid, however, is typically quité small; i.e,,
2 to 4/32, which, at best, would represent a price advantage to a dealer of $1.25
per bond, compared to a concession of $5 to $10 to $20 on corporate.and municipal
issues, depending on the maturity of the security and the credit rating and
marketability of the issue. ] U

As a résult, while the auction technique is highly efficient for Treaspry offer-
ings of moderate size, say, up to $2.5 billion in a single issue and up to $6 billion
in a multiple issue offering, the distributive mechanism is overloaded by larger
offerings. Thus, a judgment was reached that to sell an issue, even as large as
the $314 billion initially offered, it would be necessary to change the offering
technique so as to place more of the debt directly with final investors, ; .

The response to the offering was unexpectedly strong, with more -than 105
thousand individual tenders, totalling more than $29 billion, helng. received.
Thus, the amount of the issue was Increased to $6 billion, a 71 percent increase,
and the maximum amount awarded to any subscriber was reduced fo $200,000.

The subsequent market judgment is that the issue has been, in fact, well
prlaced and that the speculative interest was held to small proportions. Indeed,
the major complaint has been that there is an inadequate floating supply in the
market to afford normal trading opportunities. . ‘ _

In contrast, the much smaller, much shorter 3-year, $3 billion issue initially
was much less well placed, and temporarily overhung the market. This appears
to confirm the judgment regarding the pricing of the 7-year issue.

. <t
THE DEPARTMENT OF THE TREASURY NEWS S

a1

For Immediate Release, January 27,1976 - ' °

TREASURY ANNOUNCES FEBRUARY REFINANCING ' .

The Department of the Treasury will sell $3.0 billion of 3-year notes, $£3.5
billion of 7-year notes and $0.4 billion of 29-year 3-month bonds to refund $4.3
billion of notes held by the public maturing February 135, 1976, and to raise $2.6
billion of new cash, ‘ T

Additional amounts of the notes may be issued to the Federal Reserve Banks
for themselves and as agents for foreign and international monetary guthorities
and to certain Government accounts in exchange for maturing notes held by them
in the amount of $3.8 billion, and to the Federal Reserve Banks as agents for
foreign and international monetary authorities for cash. Government -account
holdings of the maturing notes in the amount of $0.5 billion will not be exchanged
for the new issues but may be exchanged for special non-marketable issues.

The securities to be issued will be :

“Preasury Notes of Series II-1979 dated February 17, 1976, due February 16,
1979 (CUSIP No. 912827 FG 2) with interest payable on August 15, 1970, and
thereafter on February 15 and August 15. These notes will be sold at auction.
The coupon rate will be determined after tenders are allotted. .

“8¢,, Treasury Notes of Scries A-1983 dated February 17, 1976, due Febru-
ary 15, 1983 (CUSIP No. 012827 FH 0) with interest payable on August 15, 1976,
and thereafter on February 15 and August 15, These notes will be sold at par.
Subseriptions will be received subject to allotment.
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“An additional amount of 814 perceut Treasury Bonds of 2000-05 dated May 15
1975, due May 15, 2005, callable at the option of the United States.on any‘intgresi
payment date on and after May 15, 2000 (CUSIP No. 912810 BU 1) with interest
payable on May 15 and November 15, These bonds will be sold at auction.”

The 3-year notes will he fssued in registered and bearer form in denominations
of $5,000, $10,000, $100,000 and $1,000,000. The 7-year notes and the bouds will
be issned in registered and bearer form in denominations of $1,000, $5,000, $10,000,
$100,00Q and $1,000,000. Both the notes and the honds will be available for issue
in book-entry form to designated bidders. Payment for the securities may not be
made through tax and loan accounts, .

The subscription hooks for the 7-year notes will be open through Tuesday,
February 3 except that subscriptions for $500,000 or less will be considered
timely received if they are mailed to an officiul agency under a postmark no later
than February 2. Subscriptions must be in multiples of $1,000.

'Fenders.for the 3-year notes and bonds will be received up to 1:30 p.m., Eastern
Standard, time, Thursday, February 5.. Noncompetitive tenders will be considered
timely received if they are mailed to an official agency under a posimark no later
than February 4. Tenders for the 3-year notes must be in the amount of $5,000
or a multiple thereof. Tenders for the bonds must be in the amount of $1,000 or
a multiple thereof. Each tender for the 3-year notes must state the yield desired,
and each tender for the bonds must state the price desired, if a compeitive tender,
or the term ‘“noncompetitive”, if a noncompetitive tender. Fractions may not he
used in tenders. The notation “TENDER FOR TREASURY NOTES OF SERIES
H-1979" or “TENDER FOR TREASURY BOXNDS” should be printed at the
bottom of envelopes in which tenders are submitted.

Tenders and subscriptions will be received at any Federal Reserve Bank or
Branch and at the Bureau of the Public Debt, Washington, .C. 20226.

Competitive tenders for the 3-year notes must be expressed in terms of annnal
vield in two decimal places, e.g., 7.11, and not in terms of a price. Tenders at the
lowest -yields, and noncompetitive tenders, will be accepted {o the extent required
to attain the amount offcred. After a determination is made as to which tenders
are accepted, a coupon yield will be determined to the nearest 14 of 1 percent
necessary to make the average accepted price -100.000 or less. That will be the
rate of interest that will be paid on all of the notes. Based on such interest rate,
the price on each competitive tender alloted will be determined and each success-
ful competitive bidder will pay the price corresponding to the yleld bid. Price
calculations will be earried to three decimal places on the basis of price per
bundred, e.g., 99.923, and the determinations of the Secretary of the Treasury
shall be final. Tenders at a yield that will produce a price less than 99.501 will
not be accepted. Noncompetitive bidders will be required to pay the average price
of accepted competitive tenders ; the price will be 100.000 or less.

Competitive tenders for the bonds must he expressed in terins of price, in two
decimals, e.g., 100.00, Tenders at a price less than 92.76 will not be accepted.
Tenders at the highest prices will be accepted to the extent required to attain the
amount offered. Successful competitive bidders will be required to pay for the
bonds at the price they bid. Noncompetitive bidders will be required to pay the
average price of all accepted competitive tenders; the price may be 100.00, or
more or lessg than 100.00. .

The Secretary of the Treasury expressly reserves the right to accept or reject
any or all tenders and subscriptions, in whole or in part, and his action in any
such respect shall be final. Subject to these reservations noncompetitive tenders
for $00.000 or less for the 3-year notes and the honds will be accepted in full at
the average price of accepted competitive tenders, and subscriptions for the 7-year
nntes in the amount of $300.000 or less will be allotted in full. Subseriptions over
2500000 for the 7-yveur notes may be allotted on a percentage basis but not loss
than $500,000, .

Commereial banks. which for this purpose are defined as banks accepting
demand deposits, and dealers who make primary markets in Government seeuri-
ties and report daily to the Federal Reserve Bank of New York their positions
with respect to Government securities and borrowings thereon, may submit
tenders and subeceriptions for the account of customers, provided the names of
the enstomers are set forth therein. Others will not be permitted to submit tenders
or subseriptions except for their own account.

Tenders and subscriptions will be received without deposit -from commereinl
and other banks for thelr own account, Federally-insured savings and loan as-
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socintions, States, political subdivisions or instrumentalities thereof, public pen-
sion and retirement and other public funds, international organizations in which
the United States holds membership, foreign central banks and foreign States,
dealers who make primary markets in Government securities and report daily
to the Federal Reserve Bauk of New York their positions with respect to Gov-
crnment securities and borrowings thereon, Federal Reserve Banks, and Govern-
ment accounts. Tenders and subscriptions from others must be accompanied by
payment of § percent of the face amount of securities applied for. However, bi.-
ders who submit checks in payment on tenders or subscriptions submitted directty
to a Federal Reserve Bank or the Treasury may find it necessary to -submit full
payment for the securities with their tenders or subscriptions in order to meet
the time limits pertaining to checks as hereinafter set forth. Allotment notices
will not be sent to bidders who submit noncompetitive tenders or subseriptions for
$400.000 or less,

Payment for accepted tenders and subseriptions for the notes and bonds must
be completed on or before Tuesday, February 17, 1976, and in tlie case of the
bonds include accerued intervest from November 15, 1975, to February 17, 1976,
in the amount of £21.30405 per £1,000 of honds atlotted. Payment must be in cash,
14 % Treasury Notes of Series A-19706 or 5% % Treasury Notes of Series 1"-1976,
which will be accepted at par, in other funds immediately available to the Treas-
ury by the payment date or by check drawn to the order of the Federal Reserve
Bank to which the tender or subscription is submitied, or the United States
Treasury if the tender or subscription is submitted to it. which tust be received
at such Bank or at the Treasury no later than: (1) Wednesday, Febrnary 11,
1976, if the check is drawn on a bank in the Federal Reserve District of the Bank
to which the check ix submitted, or the Fifth Federal Reserve District in case
of the Treasury. or (2) Monday, February 9. 1976, if the check is drawn on &
bank in another district. Checks received after the dates set forth fn the pre-
ceding sentence will not be accepted unless they are payable at a Federal Reserve
Dank. Where full payment ix uot completed on time, the allotment will be can-
coled and the deposit with the tender or subseription up to § percent of the
amount of seeurities nllotted will be subject to forfeiture to the Unitéd States.

TREASURY ANNOUNCEMENT.-—I'Errvary 3. 1976

In view of the substantial public response to the current 7-vear note offering.
the Treasury reminds investors that it has reserved the right to increase the size
of the current offering of & percent notes due in 1983 or reduce. below $500,000
the maximum amount to be awarded in full. ,

Consistent with sound debt management principlex. either or both of these
actions may be taken depending upon the extent of subseriptions received in
amounts of §£500,000 or lexs.

, - .
MEMORANDUM 1o THE DPRESS.~—-JaNvany 29, 1976 4
The response to the Treasnry’s tinancing package announced Tuesday has heen
hizhly favorable. To as«sitre that the 7-year 8 percent note, which was arnnounced
as o part of the package, attracts investor interest, as distinet from:- interest nf a
more transitory nature, the Treasury is raising the downparment requirement to
20 percent from the Initially announced 5 percent,

TU1E DEPARTMENT OF THE TREASURY NEWS

For immediate release February 5. 1976

BESULTS OF AUCTIONS OF TUHREE-YEAR NOTES AND TWENTY-NINE-ONE-FOURTII-
YEAR BONDS

The Treasury has aceepted £3.0 billlon of the $4.4 billion of fenders for the
3-vear notes, Serles H-1979, and $0.4 billion of the $0.7 hillion of tenders for the
2015 -vear 814 percent honds maturing May 15, 2005, received from the public for
the notes and bonds auctioned today.
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The Jange of accepted competitive bids for the notes was as follows: ..

o Percent
Lowest’ yiéTd-_-_:;;S_-;_---._,_-----.;-.._'-_;--.. ........... AL - 1700
Highest *¥leld. .- _____._ . U mmemmmmdmemee e cmeemenee .00
.Avemge yleld----.“;.'_..'_.-._-_-,..‘.-....'.-.'_-;.;.-;_-'.__-___..-_-‘.-.._‘."..--_,;.v.‘..,- 7.05

1 Excepting 4. tenders totaling. $2,510,000. .

The interest Tate on the notes will be 7 percent. At that mte, the dbove ylelds
result in the. ‘following ptices:

Low-Y1€]Q., DHCC—onolcmm e e e $100. 000
High- yigld price. o s e —————— e e e e 99. 761
Average, yield PriCCa e e —————— 99. 807

The: raxige 'oft accepted competxtue bids for the bonds was as follows:

Approximate yield (percent)

To 1st call- -
Price able date To maturity

HIBRe e e et e e e mee e e e ce e e e e e e 102. 14 8.04 8.05
S 101, 42 811 8.12
AVOIBB. .o eereecennncerccnccacanansacsnasnssereanssosmanasannaan 101.75 8.08 8.09

The $3.0 billlon of accepted tenders for the notes includes 15 percent of the
amount of notes bid for at the highest yield and $0.5 billion of noncompetitive
tenders from the public accepted at the average yield.

The $0.4 billion of accepted tenders for the ‘bonds includes 68 percent of the
amount of bonds bid for at the low price and $25 million of noncompetitive tenders
from the public accepted at the average price.

In addition, $1.7 billion of tenders for the notes and $0.2 billion of tenders for
the bonds were accepted at the average yield/prices from Government accounts
and from Federal Reserve Banks for themselves and as agents of foreign and
international monetary authorities.

" _ UNITED STATES DEPARTMENT OF THE TREASURY
Washington, D.C.

Press Conference

Held by Enwm H. YEo, Under-Secretary for Monetary Affairs and Rarru M.
FoRrBES, Special Assistant to the Secretary and Epwarp P. SNYDER, Director, Office
of Debt Analysis, at 4 p.m,, Tuesday, January 27, 1976, at the Treasury Building,
Room 4121, 15th and Pennsylvania Avenue NW., Washington, D.C.

The above-entitled press conference was convened, pursuant to notice, at
4:10 p.m..

Assistant Secretary Yeo. We have I think an interesting and important job to
do today. I amm going to go slowly because we have a good many numbers to
discuss.

First, our total requirements through the end of June. In other words, our
requirements for the period January-June 1976, are in the range of $38 to $43
billion of borrowing from the public.

Market borrowing is in a range of $35 to $40 billion, the difference being es<en-
tially savings honds. Through yesterday we had announced new cash financing
totaling $8.6 billion. This includes the weekly bill to be settled on January 29
and the 2-year note which will be settled on February 2.

Taking our first set of assumptions, the $38 to '543 billion, market borrowing
835 to $40 billion, deducting what we have announced through yesterday, gives
you a net balunce in terms of market borrowing from now through the end of
J unein thq rangeé of $26 to $31 billion,

LY
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The $26 to $31 billion range, coincidentally, covers the amount of net borrowing
we have before us to get through our low point in April. L

We have some temporary borrowing to do in June at our low point, but our net
cash needs in the last 214 months of the fiscal year, based on our present esti-
mates—I would like to emphasize that—are quité moderate. =

The exact amount is really dependent on what sort of end-of-June balance
we wish to arrive at. I think that if you take the combination of iwhat we
have done plus what we are going to announce, plus the concept involving the
use of cash management bills to smooth out financing needs, you can sece that
we have a large but readily manageable debt management task before us.

As a matter of fact, we have already achleved a significant amount in terms
of meeting with or dealing with this job. :

Looking ahead, one of our objectives will be to minimize pressures on the
bill market, making as much use as possible of the 2- and 4-year ¢ycle notes,
and we are also giving serious consideration to establishing a 5-year note cycle.

This would be during the first month of each quarter. You could take a—youn
could view our January financing as a start. : .

Now for the financing, we are planning on raising $6.3 billion of new money
financing in February. We will need somewhere between $9 and $11 billion the
first half of March, This amount is substantial, but the requirement can be
met quite readily through the use of the 2-year note cycle, well established
within the market structure; 4-year note cycle; and additions to the weekly
and annual bills and cash management bills in the form of additions to late
April or late June.

From mid-March through the April low point we estimate our needs between
$12 and $13 billion of new money for borrowing.

As you know, there is a 2-year note maturing at the end of March, and as I
mentioned, the possibility of a 5-year note issued in early April. The balance
of requirements can be met through bill additions and further additions to regu-
lar bills, and further cash management bills.

Today we are announcing a $700 million addition to the weekly bill which
settles on February 5 and the terms of the refunding wkich settles on Feb-
ruary 16.

There is a total of $4.4 billion maturing on February 16, and we will be
offering $6.9 billion of new securities in three issues. This will raise $2V2 billion
in new money, and bring the total amount through this announcement since
the start of the year to $11.8 billion.

So you can see we have a rather, I think, good start.

The three refunding issues include the following: $3 billion of a 3-year note
due February 15; $3%2 billion of a 7-year note due February 15, 1983; and $400
million in the reopening of outstanding 8% of 5-15, 2,000 and 2,005.

The 8-year note and the reopened bond will be auctioned on Thursday, Feb-
ruary 5. The 3-year note auction will be a yield auction. The bond auction will
be a price auction, since the coupon is already established.

The T-year note will be offered at par with an 8 percent coupon, with the
books open through Tuesday, February 3. . .

Now if you don’t mind, it i{s probably redundant, but I would like to go over
this again a little faster,

Our total requirements through the end of June, $38 to $43 billion of borrowing
from the public. Market borrowing total is in the range of $35 to $40 billion, with
the difference being savings bonds.

Through yesterday we had announced new cash financing totaling $8.6 billion.
That includes a weekly bill settled on January 29, a 2-year note which will be
settled on February 2. As a result, we have a balance of net market borrowing
from now through the end of June in the range of $26 to $31 billion.

The $26 to $31 billion range for market borrowing covers the amount of net
borrowing. We still have before us to get through the low point in April._

Question, Mid-month?

Acssistant Secretary Yeo. Yes. ‘

While we will have to do some temporary borrowing to handle our June lnw
point, our cash needs in the last 22 months of the fiscal year appear to be
quite moderate. . N

I mentioned that one of our objectives will be to continue to minimjze pres-
sures on the bill market using the 2- and 4-year note cycles, and that we are
considering establishment of a 5-year note cycle. o

B
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I mentioned that we are planning on raising $6.3 billion in February and
the refunding, and in the weekly 1-year bills, the weekly and 1-year bills, and
that we will have to raise $10 billion. I give you a range of $9 to $11 billion,
which I think is a better way to approach it, in the first half of March.

In terms of our financing, $3 billion of a 8-year note, $314 billion of a 7-year
note due February 15, 1983, $400 million in the reopening of the outstanding
81, 5-15, 2,000 and 2,005, a 3-year note and the bond auction on Thursday,
February 5, the note at yield auction, the bond at price auction because of
coupons established, the 7-year note offered at par with an 8 percent coupon,
with the books open through Tuesday, February 3.

Incidentally, on our refunding, the settlement is_February 17, not the 16th,
which I mentioned.

This represents an outline plan for dealing with our finaucing needs this half.
We think that it is important that we use the bilt miarket, but use it in such a
way that we are not totally dependent on it.

We think that it is important that we continue to use our 2, 4, and possibly
S-year note cycles. But I would be less than candid if I told you that that was
the solution to our overall debt management challenges, because if you have
looked at our developing maturity structure, you can see that we are starting
to fill up slot after available slot.

It is for this reason that we have asked Congress for additional long hond
authority. It is for this reason that we have asked that notes be redefined from
seven-year maturity to 10-year maturity.

Whit we are seeking to construct is a balanced debt structure, one that will
not provide a legacy for the future in terms of massive amounts of short-term
finance resulting in the Treasury being in the market constantly in very, very
significant_size.

I personally think that a debt structure that involved very considerable
amounts of short-term maturities results in increased volatility, reduced effi-
clency, and over the course of events, a higher net interest cost to be paid by
the Ainerican public,

I think that we have seen over the last 2 years both domestically and inter-
nationally, the effects—adverse effects—of market volatility, whieh in part
resulted from heavy reliance, not just on the part of the Treasury, but on the
part of most borrowers--heavy reliance on short-term finance.

We are using a pricing sale on the 7-year note with the objective of eliciting
the maximum interest, nnd maximuin response. It is related to another problem.
which is that we are going to have to increase the size of amounts of individual
maturities.

On the present basis we are exhausting the calendar, We think that the eights
at par represent an attractive investment from the standpoint of _ potentinl
buyers and an attractive financing medium for the Treasury.

In terms of one of our concerns, the longer-run effects on our system of thrift
intermediaries, the challenge is to move in the direction of a debt structure
that contributex to, among other things, less interest rate volatility, rather than
tends to facilitate it,

That is our financing, and T will fry to answer any questions you might have.

Questinn, Can you explain why you are not auctioning that 7-year note on a
Yield basis?

Assistant Secretary Yeo. T am not auctiontng it on a yield basls because we
think that we can elicit a larger response by pricing it. putting it out where-
ever one can see it.

We have the feeling that there are institutional buvers and noninstitutional
buyvers that from time to time can beneflt from the use of this partieular
technique.

Question, Looking aliead, can you estimate whether the borrowing needs in
the last half of the calendar year will be greater or simaller than the first half?

Assigtant Secretary Yro. T would just as soon not get into borrowing needs in
the cecond half of the calendar year, Ed. T ean say that T would expeet that
taking the second half of ealendar 1975 and the first half of calendar 1976, that
we will have completed the largest fiscal year financing that 1s prospective,
assuming that the policles that we advocate in terins of the budget are agreed
to by the Congress.

Tn other words, we are In a sense thinking in terms of fiscal year, We are
well on our wav to completing a very large financing task that confronted us
at the start of fiscal 19786,

Ouestion, What is borrowing totaling in the first half of the fiscal year?

Assistant Secretary Yro. 48,
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Qucstion. And just a small point—the amount that is maturing on February
15—is that $4.4 or $4.3 billion

Assistant Secretary YEo. 4.3.

Qucstion. You said that the total through this announcement would be $11.8
billion. If you add the $R8.6 bitllion plus the $2.6 billion you are announcing
today plus the $700 million of additional w eel\ls notes for next week, you get

$11. 9 hillion, Which one should we use?

Asgsistant Secretary Yeo, That is because you uscd the 4.3. Tt balances.

Question, Did 1 understand you to say that for the remainder of February
it is this announcement and bills nud that is it?

Assistant Secretary Yeo. ‘That is correct.

Question, Also———,)mt a matter of memory—did you suggest—was there a 5-

year note sold in Junuary?

Assistant Secretary Yro. Yes. .

Question. So that could be the start of a ¢ycle?

Assistiint Secretary Yro. Yes. We announced the S-year note at the end of
st year. I don’t want to labor the point, hut this is necessary, given the
large use of the 2-year cycle and the i-year note cyele, and while we are making
a very decided effort to preduce a balanced financing program, we are still of
course using the bill market heavily,

Question. Will you go over how you get the £11.8 hillion?

\\\l\h\ll(’ Secretary Yreo. The *'\G billion that we :muuunu-(l $700 million
in hills, $2.5 billion in terias of the inaneing.

Question, So the first paragraph Qhuuld be changed to 2.5 instend of 2.67

Assistant Secretary Yro. It depends on how you round. Ed will give you the
tizure.

Mr. SxXYDER. The amount of maturing sccuritiex publicly held we have bheen
(.nl.\mg in our own minds as a 4.4, and the Fed in its operations frotn time to
time has picked up some coupen issues, and T suppose some of the agencies in
their trust accounts bave picked up some of the stutl, too. It is very cluse to
4.35. s0 you pay your money and take your choice.

Assistant Secretary Yro. 4.33 is the precise figure.

Qucstion. So if you use 4.4, then we should have 2.5 in the net?

Axsistant Secret .u'\ YEeo. Yes, sir., Why don't we just agree on that?

Question, 4.4 and 2,57

Assistant Secretary Yeo. Yes,

Question., We will change the release. T don’t quite understand how, with the
T-year notes, this receiving subscriptions s'uhjoct to allotment, works. Can you
give me a brief description of that?

Assistant Secrotary Yeo. We are announcing tn the publie that investors with
81,000 or multiples of £1,000 can subseribe to a 7-vear note with an 8 percent
coupon placed as par, and the subscriptions are taken by the various Reserve
Banks and by financial institutions that in effect submit those subseriptions fov
their customers.

So that a person—say that you wanted te invest in one of our 8 percent 7-
year notes, you would go to your bank or Federal Reserve Bank and tender your
sulw‘uptinn.

We set it out in detail in the announcement that yon have—the prnc-edul'

Question. If I want to buy just $1,000 in one hond and there was an ullotnwnt
of 50 percent or smnething, what happens?

Assistant Secretary Yro. It is up to $500,000.

Question. I see. You are assuming that yon will get enoungh subseriptions to
make the $3.5 billion”

Assistant Secretary Yro. Yes, sir.

Question, What happens if you get more than that?

Assistant Secretary Yro. After the initinl $500,000 we allot on a pro rata basis.
Lot me glve you an example.

We are offering 3.5, and let's say just as an example, we had a $131%5 billion
in subscriptions allotted in full. On top of that we had $4 billion and that would
mean a 0 percent allotment,

Queation. Why did that 1.5 get a full allotment?

. Assistant Secretary Yreo, Because we have indicated that ﬂuhscnphonq up
{)——me

Quesfion. 1 see—OK. So the small Investor is pretty well assured of getting
the full amount-—

Assistant Secretary Yeo. Exactly, The idea is to give the smaller investor who
is not in the position to gauge the ebb and flow of interest, not in a position to

-
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really estimate what sort of allotments might be made—it gives him an op-
portunity to subscribe and not be concerned about what he is going to receive.

In other words, if he subscribes for $50,000 in 8 percent notes, he I8 going to
get 50,000 8 percent notes.

Question. What are 7-year securities presently ylelding in the market?

Assistant Secretary Yeo. About 7.72, 7.78.

Question. Won't this push all those up to the 8 percent level?

Assistant Secretary YEo. Well, we are selling $31% billion in notes. The market
will adjust—it can adjust three ways—up, down, and unchanged.

The point is this—that I think generally the market expected a smaller issue
for the purposes, for the reasons that I have mentioned, We think it is important
to have a good start on our financing needs, and I think that post this financing,
investors can or will perceive that a large part of the job, a significant part of
the job, has been done.

Gradually, but in retrospect a large part, a signiﬂcant part completed, so that
we do not have a need that is conjectural in terms of how it can be met.
it We described how it can be met and we have already done a significant part of

I might also say that through the April low point that additional coupon
financing will be short of the seven-year area.

Question. Four would be the most?

Assistant Secretary Yeo. Five; maybe a five.

I think the Wire Service might want to—if we are clear, the Wire Services
might want to——

{Qucstion. Since it is so complicated, can you give us a little more than §
minutes?

Assistant Secretary Yeo, Sure. About 10 of ?

Question. 10 of is fine,

Assistant Secretary YEo. Is there nothing more?

Thank you.

(Whereupon at 4:40 p.m. the press conference was concluded.)

THE DEPARTMENT OF THE TREASURY NEWS
For Immediate Release February 20, 1976

RESULTS OF AUCTION OF 21-MONTH TREASURY NOTES

The Treasury has accepted $2.5 billion of the $4.8 biilion of tenders received
from the public for the 21-month notes, Series Q-1977, auctioned today.
The range of accepted competitive bids was as follows :

Percent
Towest FIIAd oo e e ————— 18.57
Highoest yield oo e ——————— 6. ¢4
Average yleld e ————— 6. 62

11ixcepting 1 tender of $90,000.

The interest rate on the notes will be 65 percent. At the 635 percent rate, the
above yields result in the following prices:

Low-yleld price oo et ———— $100. 030
High-yield price oo e cmm———————— 99. 925
Average-yield price oo e 99. 957

The $2.5 billion of accepted tenders includes 6 percent of the amount of notes
bid for at the highest yield and $0.4 blllion of noncompetitive tenders accepted
at the average yield.

In addition, $110 million of tenders were accepted at the average-yleld price
from forelgn and international monetary authorities.

Commerecial banks, which for this purpose are defined as banks accepting
demand deposits. and dealers who make primary markets in Government securi-
ties and report daily to the Federal Reserve Bank of New York their positions
with respect to Government securities and borrowings thereon, may submit tend-
ers for the nccount of customers, provided the names of the customers are set
forth in such tenders. Others will not be permitted to submit tenders except for
thetr own account, -

Tenders will be recelved without deposit from commercial and other banks for
their own account, Federally-insured savings and loan assoclations, States, politi-

~
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cal subdivisions or instrumentalities thereof, public pension and retirement and
other public funds, international organizations in which the United States holds
membership, foreign central banks and foreign States, dealers who make primary
markets in Government securities and report daily to the Federal Reserve Bank
of New York their positions with respect to Government securities and borrowings
thereon, Federal Reserve Banks, and Government accounts. Tenders from others
must be accompanied by payment of 6 percent of the face amount of notes ap-
plied for. However, bidders who submit checks in payment oir-tenders submitted
directly to a Federal Reserve Bank or the Treasury may find it necessary to sub-
mit full payment for the notes with their tenders in order to meet the time limits
pertaining to checks as hereinafter set forth, Allotment notices will not be sent
to bidders who submit nonrcompetitive tenders.

Payment for accepted tenders must be completed on or before Wednesday,
March 3, 1976, at the Federal Reserve Bank or Branch or at the Bureau of the
Public Debt in cash, in other funds immediately available to the Treasury by
March 3, or by check drawn to the order of the Federal Reserve Bank to which
the tender is submitted, or the United States Treasury if the tender is submitted
to it, which must be received at such Bank or at the Treasury no later than: (1)
Thursday, February 26, 1976, if the check is drawn on a bank in the Federal Re-
serve District of the Bank to which the check is submitted, or the Fifth Federal
Reserve District in the case of the Treasury, or (2) Tuesday, February 24, 1976,
if the check is drawn on a bank in another district. Checks received after the
dates set forth in the preceding sentence will not be accepted unless they are
payable at a Federal Reserve Bank. Where full payment is not completed on
time, the allotment will be canceled and the deposit with the tender up to §

gerient of the amount of notes allotted will be subject to forfeiture to the United
tates, .

THE DEPARTMENT OF THE TREASURY NEWS
For Relcase February 27, 1076
TREASURY TO AUCTION 82 BILLION OF NOTES

The Department of the Treasury will acution $2 billion of 4-year notes to raise
new cash, Additional amounts of the notes may be issued to Federal Reserve
Banks as agents of foreign and international monetary authorities. .

The notes now being offered will be Treasury Notes of Series C-1980 dated
March 17, 1976, due March 31, 1980 (CUSIP No. 912827 FK 3),.with .interest
payable on September 30, 1976, and thereafter on March 31 and September 30.

They will be issued in registered and bearer form in denominations of $1,000,

§5,000, $10,000, $100,000, and $1,000,000, and they will be available for issuein
book-entry form,

Payment for the notes must bé made on March 17, 1976. Payment may not be
made through tax and loan aecounts.

Tenders will be received up to 1:30 p.m., Eastern Standard time, Friday,
Mavch 5, 1976, at any Federal Reserve Bank or Branch and at the Bureau of the
Public Debt, Washington, D. C. 20226; provided, however, that noncompetitive
tenders will be considered timely received if they are mailed to any such agency
under a postmark no later than Thursday, March 4. Each tender must be in the
amount of $1,000 or a multiple thereof, and all tenders must state the yield de-
sired, if a competitive tender, or the term ‘“noncompetitive”, if a noncompetitive~
tender. Fractions may not he used in tenders. The notation “TENDER FOR
TREASURY NOTES” should Le printed at the bottom of envelopes in which
tenders are submitted.

Competitive tenders must be expressed in terms of annual yield in two deci-
mal places, e.g. 7.11 and not in terms of a price. Tenders at the lowest yields,
and noncompetitive tenders, will be accepted to the extent required to attain
the amount offered. After a determination is made as to which tenders gre ac-
cepted, a coupon yield will be determined to the nearcst one-eighth of 1 percent
necessary to make the average accepted price 100.000 or less. That will be the
rate of interest that will be paid on all of the notes. Based on such in.te.x:.est rate,
the price on each competitive tender allotted will be determined and each sncce;s-
ful competitive bidder will pay the price corresponding to the :yield bid. Price
calculations will be carried to three decimal places on .the basis io‘f, %r}cg per
hundred, e.g., 00.928, and the determinations of the Secretary of the rai(;fur{
shall be final. Tenders at a yleld that will produce a price less than 99.001 will no
be accepted.
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The Secretary of the Treasury expressly reserves the right to aceept or reject
any or all tenders, in whole or in part, and his action in any such respect shall be
gril{tll.l Su{::ject tto1 tihesfe ﬁesotr\;?tlons, noncompetitive tenders for $500,000 or less

’ e accepted in full at the average price of accepte n y 3
which price will be 100.000 or less, ge 1 pted competitive tenders,

Commereinl banks, which for this purpose are defined as banks accepting de-
mand deposits, nnd dealers who make primary markets in Government secur-
ities and report daily to the Federal Reserve Bank of New York their positions
with respect to Government securities and borrowings thereon, may submit tend-
ers for the account of custoniers, provided the names of the eustomers are set
forth in such tenders.. Others will not be permitted to submit tenders except
for their own account.

Tenders will be recelved without deposit from commercial and other banks for
their own account, Federally-insured savings and loan associations, States, poli-
tical subdivisions or instrumentalities thereof, public pension and retirement
and other public funds, international organizations in which the United States
holds membership, foreign central banks and foreign States, dealers who make
primary warkets in Government securities and report daily to the Federal Re-
serve Bank of New York their positions with respect to Government securities

“uand borrowings thercon, Federal Reserve Banks, and Government accounts,
Tenders from others must be accompanied by payment of 5 percent of the face
amount of notes applied for. However, bidders who submit checks in payment on
fenders submitted directly to a Federal Reserve Bank or the Treasury may find
it necessary to submit full payment for the notes with their tenders in order
fo meet the time limits pertaining to checks hereinafter set forth. Allotment
notices will not be sent to bidders who submit noncompetitive tenders.

Payment for accepted tenders must be completed on or before Wednesday,
March 17, 1976, at the Federal Reserve Bank or Branch or at the Bureau of the
I'ublic Debt in cash, in other funds immediately available to the Treasury Ly
March 17, or by check drawn to the order of the Federal Reserve Bank to which
the tender is snbmitted, or the United States T'reasury if the tender is submitted
to it. which much be reeeived at such Bank or at the Treasury no latter than:
=t1) 'Thursday, March 11, 1976, if the check is drawn on a bank in the Federal
Reserve Distriet of the Bank to which the check is submnitted, or the Fifth Fed-
eral Reserve District in the case of the Treasury, or (2) Tuesday, Mareh 9,
1976. if the check is drawn on a bank in another distriet. Checks received after
the dates set forth in the preceding sentence will not be accepted unless they are
payable at Federal Reserve Bank. Where full payment is not completed on time,
the allotment will be cancelled and the deposit with the tender up to 5 percent
of the amount of notes alloted will be subject to forfeiture to the United States.

INTEREST ON YHE PUBLIC DEBT UNDER ALTERNATIVC HYPOTHESES
[Millions of dollars]

Inierest on the public debt—

Assuniing

. Total budget Assuming  hypothetical

Fiscal year outlays Actual no bonds bonds 1

134, 652 12,014 12,014 12,014

158, 254 13, 391 13,391 13,592

178,833 14,573 14,573 14,571

184, 548 16, 588 16, 588 16, 561

196, 588 19,304 19,304 19,243

211, 425 20,959 20,959 20,837

231,876 21,849 21,837 21,789

246, 526 24,167 24,131 24,143

268, 392 29,319 29,270 29, 304

324, 601 32,665 32,559 32.578

1373,535 137,700 37,530 37,584

Toteh e 2,509, 230 242,59 242, 155 242,016

1 Assumed bond sales are equal to 10 percent of actual notes issued in each quartetly financing in which no bonds
m;lg :icm:t'e'{! soid,

stimated.

Note: Figutes may not add to totals due to rounding,
Source: Office of the Secretary of the Treasury, Office of Debt Analysis,
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EFFECTS ON GROSS OFFERINGS TO PRIVATE INVESTORS QUARTERLY FINANCINGS, UNDER ALTERNATIVE
HYPOTHESES |

{In billions of dollars]

Gross offerings to private investors Gross offerings to private investors
With With
Calendar year: assumed Assuming | Calandar year: assumed Assuming
Quarter : Actual bonds 1 no bonds | Quarter Actual bonds ¢ no bonds
1985:
| S 7.4 1.4 7.4 11.0 10.4 11.0
2 e 1.5 1.5 1.5 4.2 3.5 4,2
K I 4.2 4.2 4,2 5.5 5.3 5.5
I 3.5 3.5 3.5 8.6 7.5 8.6
Totat........ 16.6 16.6 16.6 29.3 26.7 29.3
1957: T
| . 4,0 4.0 A0 4.0 3.4 4.0
2 e 4,7 4,7 4.7 1.8 1.1 1.8
K PP 4.0 3.7 4.0 8.2 1.7 8.2
L S 4.9 4,8 4.9 2.9 2.9 2.9
Total...._... 17.6 17.2 17.6 17.0 15.2 17.

: Alslsumféi bond sales are equal to i0 percent of actual notes issued in each quarterly financing in which no bonds were
actually sold. .

MNote: Details may not add to totals because of rounding,
Source: Office of the Secretary of the Treasury, Office of Debt Analysis.
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HYPOTHETICAL TREASURY MARKETABLE MATURITY
STRUCTURE WITH ASSUMED BOND ISSUES v
Privately Held, Excluding Bills and Exchange Notes
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HYPOTHETICAL TREASURY MARKETABLE MATURITY
STRUCTURE, ASSUMES NO AUTHORITY TO ISSUE BONDS

Privately Held, Excluding Bills and Exchange Notes
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EFFECT OF STARK BILL ON SERIES £ BOND REDEMPTION VALUES

Currentschodule—ﬁodemgéion values Stark bill minimum redemption values
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1 Estimated annual cost of Stark bill minimum equals $22,000,000.

g of each period to maturity.

X

(1) From Issue date to beginning of each period. (2) From beginning of each period to beginning of next period

(3) From beginnin

Note

Source: Office of the Secretary of the Treasury, Office of Debt Analysis, Mar. 3, 1976,
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SERIES E U.S. SAVINGS BONDS REDEMPTION VALUES AND YIELDS—BONDS BEARING ISSUE DATES BEGINNING DEC, 1, 1973

ISSUG PICe. - oo enencnceecnnanan $18.75 « §31.50 $56.25 $75.00 $150.00 $375.00 5750 00 $7,500 Approximate investment yiekl (anntal percentage
Denomination. — 25.00 50.00 75.00 100. 00 200. 00 500.00  1,000.00 10, 000
Fro #
(2) From issue 34 (4)From bedn-
date to begin- yf to be-  ning of each
i . . . . . ning of each ginning of next b4 to
Period (years and months after issue) (1) Redemption values during each half-year period (values increase on st day of period) Y4-yr period 14-yrperiod - maturity
0-0to $18.75 $37.50 $56.25 $75.00 $150. 00 $375.00 $750.00 $7,500 ..o .oeeeeoaa 3 6.00
0-6to 19.10 38.20 57.30 6.40 152.80 382.00 764.00 7,640 3.73 5.34 6.25
1-0to 19,61 39.22 58.83 78.44 156. 88 392.20 784.40 7,844 4,54 5.00 6.37
1-6to 20.10 40.20 60. 30 80.40 160. 80 402. 00 804. 00 8 040 4.69 - 4,98 6.57
2-0to 41.20 61.80 82.40 164. 80 412.00 824.00 8,240 4.76 528 6.83
2-6to 21.14 42.28 63.42 84,56 169.12 422.80 845. 60 8,456 4.8 5.39 7.15
30to 21.71 43.42 65.13 86.84 173.68 434,20 868.40 8,684 4.95 5.53 1.59
36t 22.31 44.62 66.93 89.24 178.48 446. 20 892.40 8,924 5.03 5.92 829
40t 22.97 45.9%4 68.91 91.88 . 183.76 459,40 918.80 9,188 5.14 6.09 9.48
46t 23.67 47.34 71.01 94.68 189.36 473.40 946. 80 9,468 5.25 12.93 12.93
L 1 S 25.20 50.40 75.60 100. 80 201.60 504.00 1,008.00 10, 080 6.00 .

1 Maturity value reached at 5 years and 0 months after issue.
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For Release On Thursday, March 4, 1976

STATEMENT FOB THE RECOERD ON THE PuUBLIC DEBT LIMIT SUPPLIED BY THE
DiIBRECTOR OF THE OFFICE OF MANAGEMENT AND BUDGET

Mr. Chairman and Members of the Committee : The Office of Management and
Budget supports the Secretary of the Treasury’s request for an increase in the
statutory debt limit and his proposals for improving the management of the
debt. This statement will discuss the budget outlook and its effect on the public
debt subject to the statutory limitation.

BUDGET TOTALS

As shown in the following table, the fiscal year 1976 deficit is now estimated at
about $76.0 billion, with outlays of $3738.56 billion and receipts of $297.5 billion,
The estimated defleit for the transition quarter is estimated at about $16 billion.
The President’s budget calls for total 1877 outlays of $394.2 billion, and receipts
estimated at $351.3 billion.

BUDGET TOTALS
[In fiscal years and billions of dollars]

Transition

1975 1976 quarter 1977

actual estimate estimate estimate

Budget receipts. .o ne i icieicnicaccrcaceacacana 281.0 297.5 81.9 351.3
Budget oulla‘;s ...................................... 324.6 373.5 98.0 394,2
(011 | N —43.6 -76.0 —~16.1 —43,0

OUTLAYS

Estimated outlays for 1976 increased by $24 billion between the time the Presi-
dent submitted his budget for 1976 over a year ago, and the time he submitted
the 1977 budget. About $101% billion of that increase was the result of congres-
sional changes in the President's budget. Most of the remaining change was
caused by reestimates for fixed-cost and open-ended programs, and for offsetting
receipts from offshore oil and leases.

The Administration is very concerned that the Congress may push budget out-
lays still higher. Since the 1977 budget was submitted, the Congress has overrid-
den the President’s veto of the 1976 Labor-HEW appropriations, and has re-
jected rescissions proposed in the special messages of November 18 and 29, 1975.
Together, these actions will increase 1976 outlays by $0.5 billion, TQ outlays
by $0.3 biltion, and 1977 outlays by $1.2 billion.

These add-ons to deficits and the Nation’s debt are unnecessary and undesir-
able. The President’s budget as submitted will, to use his words from the Budget
Message: “* * * set us on a course that not only leads to a balanced budget
within three years, but also lmproves the prospects for the economy to stay on
a growth path that we can sustain, This is not a policy of the quick fix; it does
not hold out the hollow promise that we can wipe out inflation and unemploy-
ment overnight, Instead, it is an honest, realistic policy—a policy that says
we can steadily reduce inflation and unemployment if we maintain a prudent,
balanced approach. This policy has begun to prove itself in recent months as we
have made substantial headway in pulling out of the recesslon and reducing
the rate of inflation ; it will prove itself decisively if we stick to it.”

The President’s proposals for further income tax cuts and tax incentives are
of great importance to real, rewarding, permanent jobs. The President’s budget
plans major increases in the already high levels for public works and other
job-creating additions to physical assets. Spending for these categories is esti-
mated to increase by more than 11 percent in 1976 and by 17 percent in 1977.
And the President’s budget addresses the jobs situation in a number of other
ways as well,

But the major point for the committee is that there is a continuing substantial
risk of higher budget deflcits resulting from threatened congressional initiatives,
both by way of new programs and add-ons to existing programs. .
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The 1978 estimate of recefpts reflects tax yctions- of §15.8 billion—$13.2

billion of which are reductions in individual income tayes. The President pro-

poses further reductions in the 1977 budget that would begin to take effect in

‘the transition quarter. The: total proposed tax reductions foe.the transition quar-

ter are $5.8 billlon, of which $4.6 billion would be in jndividusl income taxes..
Most: of the Federal debt subjeet to statutory limitatjon arises from -the

¥ederal funds parts of the nnified budget. For this reason, changes in the debt

subject to limit are more closely related to Federal funds surplus or deficit
than to unified budget surplus or deflcit. Therefore, attached to this statement
for the record is a table indicating budget totals by fund group. (Attachment

A)

In addition, off-budget Federal agencies have a significant effect on govern-
ment bortowing ahd on the debt subject to limit. Als6 attached to this state-
ment is a table for the record that indicates the effect of off-budget Federal
agency activity on the debt subject to 1imit and includes the level of the debt limit
that we anticipate will be needed, taking into account these transactions as well
as other means of financing, such as changes in the cash balance.
(Attachment B,)

ATTACHMENT A

BUDGET TOTALS BY FUND GROUP
[in fiscaj years and miilions of dollars!

Transiti
~ 1975 1976 Quarter
actual estimate estimate
(T LR | T 187, 505 198,373 54,758
Trustfunds. - oo ccceceicicicccaccccctrcceraacocacmarnacans 118, 590 134,754 33,783
Interfund transactions. . ....cccccecenccicoiaracacacanacmaccacans —25,088 —35,593 ~6, 647
Total budget recelpts. ... covcecnenninccecncacacataceennnes 280,997 297534 81,894
Outlays:
Fyedertl fUNGS....ceeeenencaccncencacancascnnncanscncnancanans 238,527 276,923 69,764
Trust fUNS . . . eicincecrcniacncnnacacccacmsenccnsanncanne 111,111 132,205 34,855
Interfund transactions. .. c.ceeccenariccmnmncncacacccnccannss -25,098 35,593 -6, 647
Total budget outlays......ooceeeuoeroccacamccmcacceccaceaans 324,601 373,535 97,9M
Surplus or deficit (~):
pFederal lunds(...? ............................................. —51,023 —~78, 550 —15,008
TrUSLAUNDS . e e eeeerecrecercerascrcnccnoaccacasancansansasaans 7,419 2,549 -1,072
Total budgel. ....cemaeneaeercccecicceccncccncacecsnavnnaas —43,604 ~176, 001 -16,077
ATTACHMENT B
DEBT SUBJECT TO LIMIT
[in fiscal periods and billions of doliars}
Estimate
- Transition
1976 quarter
Unified budget deficit.............. masemecseasassessasasesnss sesenecnmenmaveseena 76.0 16.1
Portion of budget deficit attributable to trust funds surplus or deficit (—).............. 2.5 -1.1
Federal funds doficit..........coaeeraccamccnccnascvacesnuancrccuosanascncans 78.5 15.0
Effect of offbudget agencies on debt subjectto limit. .. cv e ianniiniiiiii s 8.8 3.9
Totalto bs financed. ... c.cceoeemeimierccaatcnccccncacanscconcacncnnacencnn 87. 4 18.9
Means of financing other than borrowing, and other adjustments........coeeemaaneaaas 2.6 [O2
Chan{e In debt subject to Hmit. e ccneee i 90.0 18.9
Dobt subject to limit, beginning of year. ... .cccueerciieriiocineraaiaconacacnnnnnn 534,2 624,2
Anticipated debt subject to fimit, end of year. .- oIl llTiII Il 624.2 6431
1 Less than $50,000,000,
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TABLE 1.—ESTIMATED GROSS GOVERNMENT AND PRIVATE DEST, BY MAJOR CATEGORIES

(Dollar amounts in billions]
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TABLE 2.—ESTIMATED PER CAPITA GROSS GOVERNMENT AND PRIVATE DEBT?

Private?r : Federal?
State and - - Total gross
Dec. 31 Individual  Corporate Total Jocal Public Agency Total de

$598 $878 $1,477 $146 $133 $143 $1,767
N 583 8n , 455 53 129 ﬁ 1,750
523 808 ,331 57 143 1 153 1,643

457 769 , 227 57 166 176 1,561
735 , 141 55 1 11 201 1,498

384 716 . 110 51 225 37 1,526

<= 3%0 705 ,096 54 a4 1,534
395 709 , 105 53 268 46 N 314 1,572

396 700 . 52 289 45 1,583

385 668 ,053 52 303 47 - 351 1,557

388 663 , 051 53 320 52 372 1,577

399 671 , 070 52 339 54 . 393 1,616

415 728 , 143 43 432 57 489 1,782

185 , 153 41 40 839 2,135

355 803 ], 159 31 1,208 37 , 245 2,536

784 , 149 23 ,659 21 , 681 . 954

89 7 , 097 ‘113 ,979 10 ,990 3,202

422 770 ,192 13 , 825 11 ,836 3,142

479 0 , 370 20 , 715 4 ,780 3,2n

547 946 494 33 , 117 6 , 124 3,351

603 936 , 540 48 , 716 5 , 122 3,410

684 ,101 7 66 , 685 7 ,693 3,645

738 , 239 ,977 80 ,674 5 , 680 3,837

821 , 287 2, 96 ,697 5 ,702 4,008

893 , 329 2,223 18 , 718 4 ,723 4 164

964 . 334 2, 46 110 4 , 714 4,260

, 085 1, 530 2,615 279 ,692 8 ,700 4,595

1,157 , 641 2,799 296 ,637 10 , 647 4,743

1,207 1,19 2,927 318 ,598 18 ,617 4,862

1,274 , 7184 3,058 345 ,657 13 ,671 5,075

1,377 ,919 3,297 374 ,635 32 , 667 5,339

1,457 , 020 3,478 398 , 606 35 , 641 5,518

1,550 ,131 3,681 422 ,612 37 , 649 5,753

1,672 , 259 3,931 447 ,627 41 , 668 6,047

1,827 2,415 4,242 472 ,634 42 ,677 6,392

1,980 , 591 4,572 497 , 656 47 , 704 6,774

2,139 , 840 4,979 530 , 651 50 1,701 7,212

2,259 3, 140 5, 400 556 , 675 1 1,746 7,703

2,396 3, 5,783 590 ,134 101 1,835 8,209

2,559 3,881 6, 441 633 1,783 75 1,858 934

2,706 4,503 , 209 680 1,816 68 1,884 , 715

2,861 4, 369 1,731 728 , 899 61 1,960 10, 420

3,127 5,238 8, 366 , 048 2,101 11,274

3,516 5, 9, 409 867 , 151 2,207 2,485

3,906 6,719 10, 626 919 , 233 55 2,288 13,834

- 4,153 7,4 11, 987 2,325 53 2,378 14,995

®) ) ® 2,682 55 2,137 ¢
See footnotes at end of tables,
.:91‘"
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TABLE 3.—GRGSS GOYERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT

{Ratios of debt to gross national product (percenty)

Gross 4
National

Total

1038
'debt

Federal®
Public  Agency

State

Privates

(millions) Individual Corporste

and

Tocal

Product

Total

Total

Dec. 31
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YABLE A—ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES
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+ “FABLE 5.~ESTIMATED PER CAPITA NET GOVERNMENT AND PRIVATE BEBTS .

' Privatet . . C sm-d Tota!'
ne
Dec. 31 (ndividual Corporate Total l?ul Federals . debt
1) | . © $356. $334 $750 4 $11 $806
nil......... cosataarn 374 423 . ggz lg 70 915
1918 431 455 4 02 , 138
1918 420 509 930 52 44 ,227
31920 451 541 %3 58 222 274
1921 453 525 978 64 212 . 255
)} 462 532 : n 207 213
413 559 ) ;g 94 ,310
488 588 07 84 )
514 627 , 142 88 15 406
534 649 , 183 84 63 , 441
557 . 2 )| 52 , 494
580 714 , 295 05 45 .
598 . 328 1Y 35 , 515
125 . 308 \2 3 )
523 673 ' 2 49 .41
457 0 ' g 32 70 '
612 ,a 129 53 A
394 597 99% 25 40 )
587 97 - 126 0 , 375
395 594 989 26 94 . 410
396 985 24 , 414
385 564 ™ 24 3l , 389
383 561 9 25 3% , 400
399 510 96 23 337 ,431
415 622 1,038 20 420 , 578
368 676 1,045 13 751 1,910
355 695 1,051 05 , 124 2,28}
364 677 1,042 00 ,525 , 667
339 607 § 95 , 197 2,
422 658 1,080 96 , 616 o7
479 157 1,237 03 ,532 2,872
547 804 1,351 15 , 462 2,928
603 792 1,396 27 , 452 2,976
684 937 1,622 42 427 3,192
738 -1,057 1,795 56 , 400 3,352
821 ,093 1,914 n , 405 3,492
893 ,129 2,023 91 , 415 3,630
964 , 129 2,093 17 , 405 3,716
,085 . ,295 2, % 47 . 383 .- 4,012
157 , 386 2,54 63 , 327 4,134
, 207 , 448 2, ;55 82 . 296 4,234
, 274 , 4 2, 7% 307 , 320 4,400
,377 ,613 2,9 335 , 35 4,684
457 , 69! 3,162 359 ,327 4,839
,550 ,78 3,337 383 , 343 5, 064
,672 , 895 3,567 41 , 359 5,33
,827 2,021 3,854 M , 360 5,65
. 930 2,173 4,154 a1 ,37% .086
2,139 2,383 4,523 ‘ 371 6,400
,259 2,634 t,m : ,382 6,810
' 2,831 5, 7 , M1 2,231
, 559 3,25 5,813 611 , 454 7,819
, 706 3,773 6,480 657 , 427 8, 565
, 861 4,082 6,943 706 . 469 9,120
,127 4,3%0 1,518 786 574 9,87
, 516 4,935 8,451 847 ,633 10,932
973.cceiccaniecncennn 3, 5, 63 9,542 900 ,659 12,101
974..cacnneeranennana 4,153 6,219 10, 432 - 970 Y702 13,105
975..eeecanenecnacan ¢ ¢ *) ) 2,168 (

See footnotes at end of tables,
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TABLE 6.—ESTIMATED NET GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS
NATIONAL PRODUCT

{Ratios of debt to gross national product—percent}

National Privates State Totsl
Product and net
Dec. 31 (millions) Individual” Corporate Total local  Federals debt
1929..cccincencncanean $96.7 75.4 91.¢ 167.3 41 17.1 198.4
1930.ccercvccnncencens . 83.1 86.4 107. 93.9 1.7 19.9 231.4
193.................. - 6.9 97.0 124, 221, 8 3.9 a1 273.4
‘1932 56.8 100 140, 4.4 29,2 31.5 308,
60.3 84, 122 12.1 7.0 40.3 79,
- 68.6 72 110. 82,7 3.2 “.3 . 250.1
77.4 64, 96, 60.9 20.8 a.4 26.1
8.5 58, 88, 46.5 8.7 43.6 08,
cssssscecccnscssses 81.6 58.3 85, 44.9 8.4 4.7 208. 0
938..uceeccnnnccconace 81.6 57. 8. 40.8 8.4 46.2 05.4
939..c.cenrrccsncncan 94.8 53, 7. .1 1.3 4.9 93.4
R . 07.6 49, 70, 19.5 5.2 41.6 76.4
1 . 38.8 40, ©60. 00.1 1.6 40.6 52.3
eeeasacsssansesanes a.o 21.8 51,2 79.1 8.6 56.8 “.5
cecesascacacsseenne .4 24, 47, 71.3 1.2 76.3 54,1
atusnsrnccanssnnnan 17.4 23.3 43, 66.6 6.4 97.5 70.5
eevasssaces cosencns 96, 0 21.9 43, 1.4 6.8 128.8 07.1
209.6 28. ¢ 44.6 73.2 6.5 109.5 89.2
32.8 29, 47. 76.9 6.4 95,2 18.6
59.1 31 45, 76.8 6.6 83.1 166.5
58, 0 35. 46.0 81.0 7.4 84.3 172.8
ecocccccencuccsnace 286.2 36. 4 49,9 86.3 7.6 76.0 69.9
P11 D 33,2 34, 49.6 84.2 7.3 65.7 52.2
347.2 31. 49.6 86.9 1.8 63.8 58,5
366.1 39, 49.4 88.5 8.4 62.0 58.9
366.3 42, 50.3 93,2 9.7 62.5 65.4
1955 - 399.3 45. 53.8 98.9 0.3 57.5 .- 2&7
19%....... cvecmeascnca 420.7 46 55.6 102.1 0. 53.3 0
1957.ceviencccacncees 428 46, 56.3 103.1 1, 50.4 64.5
ieeccscasenasanvase 448.9 49, 58.4 108.0 2, 51.5 1.4
1959 cccecccccccencencs 486.5 50, 4 59,0 109.4 2. 49.6 1.2
506. 0 52.0 60.5 112.6 2. 47.4 72.8
523.3 54.4 62.1 17.2 3 47.1 12.8
563.8 5.3 62.7 18.0 - 3 45.0 76.7
594.7 58.1 64. 22.7 4 43.3 80.1
635.7 59.8 65. 25.4 4, 41.% 8l1.2
688.1 60,4 61. 2117 4, 38.7 80.7
1 753.0 59,0 68. ¢ 21.8 3.9 3.1 77.8
796.3 59,8 70 30.5 4.2 36.0 80.6
ggs 868.5 59,2 75.2 34.3 4, 33.6 8.1
1 935.5 58.6 8l.8 40.4 4. 30.9 85.6
,ngm ................... 982.4 59.7 85. 4.8 4, 30.6 90,2
197]..cecciicaccaaae 1,063.4 60.9 85, 46.4 53 30.6 92.3
1 1 S . L1 627 88.0 50.7 5. 29.1 95.0
197 1,306.3 62.9 %.8 53.7 A 26.7 94.9
_‘ 74.. veseeaes  1,406.9 62,6 94.6 52.1 4. 25.6 97.4
A8TS.eneeecrcnccenaeee 1,498,0 *) ) ) *) .l ™
See footnotes atfend of tables,
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Per capital Federal debt?
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TABLE 7.—ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES

Dec. 31

HOOMMMOr et P NOQO OO N ONOMNMONO RO Wt Mt et OO M N OO

BN RGOS EABRBPBON N FANBAB NS Bt g Lol irsSvlaie S God .m -
ERPELEEPERE L B P EP R R M R T B

FE I IR IR IR A PR IR IR I I IR IR R T N A e

™~

O vt 14
P i AP Ay A S S iy A S RN

(V3 o A & O3 0 O > e ool oS o ™~

OCOOONE et NNV RNWNIIDMINDNNOON™M O OO ENROONNONOONNY

............... o 7 8 5 S s s e s e = s < s e s o o s e v b e oo 3. % s .
o ~ .L.9.Im3|9 95.&&7&%24 I L e T 85567m‘7m7

- - 00 U WD o P O e=e WO N D U =4 AN O o LD - O - O O Pw. -+ o)
mmm“m - R R R eI SR PSRN AB B en AR I 883588 SERRIBuIR

llllllllllllllllllllllllllllllllllllll

..............................................
sEd8igeigsngssgstsidziddzddddsssdiddnssvdnsiess

weade .0.“. Fed o e .ln:.m.m-l.&ZLZLM&&&N&%QLL&&M&LLL&.L&&&&ZM
e T e o DU - o N 23 ™~ - o~ Lt d 23

llulwm22m33&m715755444 RSN NNISEERRILISHEIZRL
®w TromaaaNoaame e RS P A A A A A AP -l A Ay A A A Ay

........................................... :
PRt e b S RN I B i, PR P T

lllllllllllllllllllllllllllllllll

-----------------------------------------

T R e e e b e o e e o i A e T L e U T e T - 17
R R = S R I R R S A b PR s

U073 ot © €93 €¥) ONL OV st {0 B0 NI P © (0 (D = LD 0O T3 00 AN 0 © U NIV w0 £ DS €O 5 (V) W O ™ £V 00 74 O P ot vt LD o4 (O

------------------------------------------

. [N [ (8] [N . .
H $ 000 e ] 6 00 . .
. L] [ e . L . .
. « 9 &2 L ] L " e . .
. ¢ e 00 L] 0 LI T T . .
M 10 8 [ [ 3] ] . .
. LI I I ) L ] L L ) ’ .
H [ [ [ [ . ]
. L I ) L ] LI ] L ] . .
[ ] . ] [ ¢ e e . .
: - L] . L ] L * 80 0 . .
H - . . LR} s ¢ 5 s . s
gezdgsgeneag gy Sasinaereol = e
——— )
e m o - - WD it 33 o ~
N LASRAEE A Vrye=ere * ot 0t gt weg ) g ] pt ooy oy -y -g

See footnotes at end of tables.




84

TABLE 8.—~PRIVATELY HELD FEDERAL DEBT RELATED TO GNP.

[Doliar smounts in billlons)
. Percent
. Gross

R - : natiogal Privately Ratio of debt  Year-to-year

Dec. 31 producté  held debt ¢ to GNP price changes 7

L7 (. . ceemecnnen ceconeene $96.7 $16.0 168 cavenenen. vaos

930 ceeccceiinnieteurereneaens cees enereaan 83.1 15.8 19.0 -6.0-

. 931......... cerncean cerrmmeencen ceeermenas 66.9 17.7 26.5 ~9.5

L 19320 L Il meneemer e —— 56.8 19.4 3.2 -10.3

| & & N 60.3 2.9 36.3 .5

L X . O 68.6 28.0 40.8 2.9

935 71.4 3.0 41.3 3.0

93 86.5 3.3 40.8 1.2

937 87.6 36.6 41.8 3.1

938 87.6 37.9 43.3 ~2.8.

939 94.8 40.1 42.3 -5

107.6 42.6 39.6 1.0

94l .. cemer - 138.8 gg.o 38.9 9.7

L cemonveacnn vomone comene bee 179.0 .5 53.4 9.3

g‘g 202.4 142.9 70.6 3.2

. 217.4 193.1 88.8 2.1

196.0 228.2 J16.4 2.3

46 209.6 206.1 98.3 18.5

4 232.8 199.1 85.5 8.7

948, ....... 259.1 192.0 4.1 2.6

949..,...... 258.0 - . 197.7 76.6 -1.8

950, 1 ceeucnee 286.2 196.6 68.7 5.8

951, .. - 330.2 183.1 98.5 5.9

: 7 S ceeceacananas eeemennean 347.2 196. 8 56.7 .9

953 ceeecencncncancaa- cemrecsoranane careacsmsanca 366.1 200.9 54.9 .7

1] YRR cecressnan srameeavanconnanae 366.3 - 204.2 55.7 -4

955, caeen.- socesece aceveesacepromaranansana aeevan 399.3 204.8 51.3 .4

420.7 , 199.4 47.4 2,9

442.8 188.8 44.9 3.0

448.9 204.7 45.6 1.7

486.5 214.8 44,2 1.5

506. 0 2)%.! 42.0 1.5

. 523.3 217.8 41.6 .6

563.8 222.8 39.5 ' 1.2

594.7 223.9 3.6 1.6

635.7 227.0 35.7 1.2

688.1 225. 6 32.8 1.9

753.0 221.5 30.2 3.3

796.3 237.3 29.8 3.0

868.9 238.9 21.5 4.7

935,5 232.1 24.8 6.1

982.4 239.0 24.3 5.5

) S, canesensennran 1,063.4 255.1 24.0 3.4

37 ceeecencannce cetmemnecvaanmencen LI7L1 69.9 23.0 3.4

1 T 1,306.3 68.6 20.6 8.%

anemaens erecrccspouacnsnecnnreacsesannunessnse 1,406.9 280.1 19.9 12.
eamcrecenmncen caccennans ceeecaassasacsesnces .- 1,499.0 361.3 2.1 1.0
See footnotes at end of tables.
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TABLE 9.—CHANGES IN PER CAPITA REAL GROSS NATIONAL PRODUCT

Real GNP per capita, change
from year ago
- Real 3 GNP
Year Real GNP ¢ per capita Amount Pescent

(Constant 1958 dollars)
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*Not available.

1 Private corporate debt includes the debt of certain feéerallr ?onsorgd agencies in which there Is no Ionper any Federal
roprietary interest, The deht of the following agencies are included beginning these years: FLB's in 1949; FHLB’s in 1951;
NMA-secondary market operations, FICB's and BCOOP’s in 1968, The total debt for these agencies amount to $700, 000.006

on Dec. 31, 1947, $3,500,000,000 on Dec, 31, 1960, $38,800,000,000 on Dec. 31, 1970, $59,800,000,000 on Dec. 31, 1973, ‘and
$76,400,000,000 on Oec. 31, 1974, i ; -
# Total Federal securities includes public debt securities and budget agency securities.
¥ Per capita debt is calculated by dividing debt figures by population of coterminous United States Beginning 1949,
population includes armed forces overseas, Hawali, and Alaska.
4 to 1975, Real GNP prior to 1946 s in constant 1958 dollars. Changes

& Real GNP is in constant 1972 dollars from 194
from 1945 {0 1946 are not comparable. .

[ soft;owmg from the public equals gross Federal debt less securites held in Government accounts (a unified budget
concept),

4 Borrowing from the public lass Federal Reserve holdings.
1 Measure l?' all item consumer price index, December to December basis,
8 Per capita debt expressed in December 1975 prices (Consumer Price Index for ali items),

Note: Detail may not add to totals because of rounding.
Source: Federal debt, Treasury Department; other data, Bureau of Economic Analysis, Commerce Department,

Senator Byro. The committee will adjourn until 10 a.m. tomorrow
g}(l)]ming, when we will have the Trade Commission authorization sales
ill,
[ Whercupon, at 1:05 p.m., the committee recessed, to reconvene at
10 a.m. on March 5, 1976.]



