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DEBT CEILING

TUESDAY, JUNE 26, 1962

U.S. SENATE,
CoMmMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:10 a.m., in room 2221,
NewdSenate Office Building, Senator Harry F. Byrd (chairman)
presiding.

Presm%t: Senators Byrd (chairman), Kerr, Smathers, Gore, Douglas,
Talmadge, McCarthy, Williams, Bennett, Morton, and Hartke.

Also present: Elizabeth B. Springer, chief clerk.

The CHAt’zMAN. The committee will come to order.

The bill before the committee is H.R. 11990, to provide for a
temporary increase in the public debt limit set forth in section 21 of,
the Second Libertv Bond Act.

(H.R. 11990 follows:)

[H.R. 11990, 87th Cong., 2d sess.]

AN ACT To provide for a temporary increase in the public debt limit set forth in section 21 of the SBecond
Liberty Bond Act

Be it enacled by the Senate and House of Representalives of the United Slates of
America in Congress assembled, That the public debt limit set forth in the first
sentence of section 21 of the Second Liberty Bond Act, as amended (31 U.S.C.
757b), shall be temporarily increased— :

(1) during the period beginning on July 1, 1962, and ending on March 31,
1963, to $308,000,000,000,
(2) during the period beginning on April 1, 1963, and ending on June 24,
1963, to $305,000,000,000, and
(3) during the period beginning on June 25, 1963, and ending on June 30,
1963, to $300,000,000,000.
Passed the House of Representatives June 14, 1862,
Attest: RALPH R. ROBERTS,

Clerk.
The CuairMaN. We have two witnesses, the Honorable Douglas
Dillon, Secretary of the Treasury, and the Honorable David Bell,
Director of the Bureau of the Budget. These gentlemen will make
their statements and both sit at the table to answer whatever questions

ar%})rogounded.
r. Secretary, you may proceed.

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY :

Secretary DiLLoN. The President in his budget message last
January requested a temporary debt limit of $308 billion for fiscal
1963. This request was based on his estimate that the fiscal 1962
deficit would amount to $7 billion and that there would be a $500
million surElus in fiscal 1963. I am here today to renew the request
for a $308 billion temporary debt limit for fiscal year 1963. :

1



2 DEBT CEILING

The present tem})orary limit of $300 billion will expire at the end of
this month, On July 1 the debt limit will revert to its permanent
level of $285 billion unless new legislation has been enacted prior
thereto. Since the debt will substantially exceed the permanent level
-of $285 billion on July 1, it is essential that there be new legislation
prior to that date. : )

The debt limit bill which passed the House of Representatives on

~June 14 (H.R. 11990) does not provide the flat $308 billion debt limit
which we requested for fiscal 1963. Rather, it provides a graduated
debt limit set at $308 billion for the period July 1, 1962 through
March 31, 1963, $305 billion for the period April 1, 1963 through June
24, 1963, and $300 billion from June 25, 1963, through the end of the
fiscal year. This graduated debt limit is acceptable to the Treasury,
provided that it is understood that the debt ceilings in the House bill
were carefully tailored to meet the Treasury’s seasonal financial re-
quirements under the assumption of a balanced budget. The gradu-
ated reductions established in the House bill would not be adequate if
we were to run a deficit of any substantial size in fiscal 1963. This
fact was specifically recognized and clearly set forth in the report of
t(.l;e §Iouse Ways and Means Committee, which reads as fellows

. 2):

* * * ji is the view of your committee that the increases provided by this bill
are the minimum necessary to provide for the seasonal variation in the collection
-of revenues, assuming & balanced budget for the fiscal year 1963. The adminis-
tration has indicated that there may be a balanced budget for the fiscal year 1963.
Your committee has concluded that the series of debt limitations provided under
‘this bill for the various periods of the year will be adequate to provide for the
ex%?c_ted seasonal variation in expenditures and receipts, but would not give
sufficient flexibility should a deficit be incurred in the fiscal year 1963, In this
latter eventuality, your committee believes that it will be appropriate later in
the fiscal year 1963 to again review the statutory debt limitation. Thus this
“‘step approach” to the debt limitation, with the two reductions in the latter part
of the fiscal year, is designed to provitfe for seasonal needs, without providing so
much leeway that it can subsequently be used to cover deficit financing.

This statement by the House Ways and Means Committee regard-
ing the nature of the graduated set of debt limits passed by the House
is, I believe, wholly accurate.

With the fiscal year 1962 now nearly concluded, I can report to

ou that we still expect the deficit for fiscal year 1962 to be about $7
Zillion. Past experience has shown, however, that fiscal year-end
totals are apt to vary several hundred million dollars in either direc-~
tion from preliminary estimates. Therefore, the final deficit figure
for fiscal year 1962 may prove to be somewhat less than $7 billion or
it may exceed that amount by a few hundred million dollars, In
order to be on the conservative side, wc have used a $7% billion figure
in the projections on the attached table.

For fiscal year 1963, the January budget document showed a $500
million surplus. The President has requested a few new programs
since January, in particular a capital improvement program for dis-
tressed areas, that would use the bulk of this estimated surplus but
still leave a balance. Whether or not this balance is actually achieved
depends largely on revenue receipts which, in turn, are dependent on
the state of the national economy. ' The January revenue estimate of
$93 billion assumed that the gross national product would average
$570 billion during calendar 1962 and that the economy would con-
tinue its upward trend throughout the entire fiscal year. :

!
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DEBT CEILING 3

Admittedly, the expansion of the economy so far this year has not
measured up to our expectations. While this has substantially dimin-
ished the likelihood of achieving our goals, the economy continues to
move steadilﬁ forward and it is still too early for a new and refined
estimate of the gross national product for 1962 upon which our reve-
nues necessarily depend. As to expenditures, the best we can do is
to rely on the January budget document with the realization that
Congress has not yet acted on any 1963 appropriation bill, nor has it
taken final action on our tax bill, the President’s proposals on postal
rates and farm price supports or on various other legislative recom-
mendations. Until these matters are decided by congressional action,
there is no firm basis for any new estimate of expenditures and reve-
nues.

According(sy, we have made no change in the basic assumption of a
balanced budget in fiscal 1963, and our request for a $308 billion tem-
porary debt ceiling is based squarely on that assumption.

It may seem incongruous to some that, while projecting a balanced
budget for fiscal 1963, we are at the same time requesting an $8 billion
increase in the temporary debt ceiling. Of course, if the timing of
our receipts and expenditures were in balance throughout the year,
there would be no need for this increase in the debt ceiling. ny;for-
tunately, this is never the case. Even with a balanced %udget, for
fiscal 1963 as a whole, our estimates indicate that the first half of the
fiscal year will show a substantial seasonal deficit, a deficit which will
be offset by a surplus during the remainder of the fiscal year.

Specifically, our projections indicate a seasonal cash deficit which
reaches a peak of $11.2 billion on December 15, just before the receipt
of the large tax payments due on that date. Succeeding peaks of $11
and $10.7 billion will be reached on January 15 and March 15, before
the receipt of the substantiul tax payments due on those dates.
Thereafter, this scasonal deficit will rapidly be erased by a similarly
large seasonal surplus; and by June 30, 1963, our p1ojections show the
debt returning to approximately the same level as June 30, 1962.

This seasonal imbalance between receipts and expenditures is illus-
trated on an attached chart. It is the same as this large charthere
[pointing to enlarged chart against the wall].

(The chart referred to follows:)



__ SEMIANNUAL BUDGET RECEIPTS AND EXPENDITURES

Fiscal 1958-63
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DEBT CEILING 5.

Secretary DiLLoN. The imbalance in fiscal year 1963 is entirely
attributable to the marked seasonal pattern of our tax receipts,
since expenditures are projected at a fairly constant level throughout
the fiscal year. It is to finance this scasonal deficit of $11 billion in
tax receipts, a deficit which will occur even with a fully balanced
budget, that we need the $8 billion increase in the temporary debt
limit. It should be borne in mind that, since the chart is based on
semiannual figures which include the heavy December 15 tax receipts,
it understates by several billion dollars the seasonal swing which
reaches its peak m mid-December.

As the attached table indicates, we are ending the current fiscal
vear with a debt projected at about $294 billion, on the basis of a
34 billion cash operating balance. Adding the $3 billion allowance
for flexibility to this figure, gives a total of a%out $297 billion, $3 billion
under the current temporary debt limit of $300 billion. It is be-
cause of this extra leeway of $3 billion which we will have on June 30
that we will be able to finance a seasonal deficit of $11 billion with an
$8 billion increase in the debt limit.

The seasonal imbalance between Federal Government receipts and
expenditures is a regular feature of our financial mechanism. It is
not just something that will occur in fiscal 1963. I would like to call
your attention again to the chart which shows semiannual receipts
and expenditures from fiscal 1958 through fiscal 1963. You will
note that a pronounced seasonal pattern in revenues shows up in each
and every year, the green figures being the revenues in the second
half of the fiscal year and the yellow bars the revenues in the first half
of the fiscal year. It was as much in evidence in fiscal 1960, when
geﬁlqst ran a budget surplus, as it was in years when we ran budget

eficits.

On the assumption of a constant $4 billion operating balance, we
expect the debt to rise to about $305 billion before dropping back
again to around $294 billion at the end of fiscal 1963. A $308 billion
debt ceiling is the minimuni needed to provide us with the usual
$3 billion leeway for flexibility in debt management and for unforeseen
contingencies, a margin which prudent and economic financial manage-
ment requires.

The bill which passed the House embodies a formal recognition of
the seasonal variation in Federal Government revenues by proposing,
for the first time, seasonal debt limits. While we would prefer the
simpler, overall annual debt limit such as we have had in the past,
we recognize that the House bill does have the characteristic of setting
forth very clearly the seasonal nature of the Treasury’s borrowing
requirements under the assumption of a balanced budget in fiscal 1963,

The Treasury’s operating cash balance consists essentially of funds
on deposit at the 12 Federal Reserve banks and in approximately
11,400 commercial banks throughout the country. For the past
few years the Treasury, in its presentations at hearings on the debt
limit, has assumed a $3.5 billion constant operating cash balance.
Experience has shown that this is an unrealistically low figure. With
careful management to have the necessary funds on hand in the proper
places and at the proper times to meet the Government’s obligations
as they come due and with every effort to avoid excess cash bsﬁances,
our averatge operating cash balance (excluding '%old) for the first 11
months of this fiscal year was $4,755 million. The average for fiscal
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year 1961 was $4,620 million and for fiscal year 1960 it was $4,638
million. In 1958, when the $3.5 billion figure was first used for
illustrative purposes, Federal expenditures amounted to $71.4 billion.
Fiscal year 1963 expenditures are expected to be some 30 percent
larger., With larger expenditures, we naturally require larger operat-
ing cash balances. For these reasons, we have used a $4 billion figure
in the attached tables as a conservative figure for a constant operating
balance, That this figure is truly conservative can readily be seen
by the fact that a 30 percent increase, comparable to the increase in
budget expenditures between fiscal 1958 and fiscal 1963, would have
indicated a figure of $4¥% billion, a figure substantially closer to, but
still lower than, the actual average of our operating balance during
each of the past 3 years. An operating balance at least as large as
the average of the past 3 years is needed to permit the day-to-day
operations of the Treasury to be conducted in an efficient manner.

Our estimates also provide, as in the past, for a $3 billion margin
to provide much-needed flexibility in debt management and to cover
unforeseen contingencies, including the inescapable uncertainties in
our month-to-month projections of revenues and expenditures. Since
the assumed cash balance of $4 billion is over $500 million less than
our actual needs, this margin of flexibility in practice works out to
less than $2) billion. Such a margin for flexibility is the minimum
needed for the efficient management of the public debt. It is not in
the public interest to require the Treasury to operate with a smaller
margin under the debt limit. The end result of an excessively tight
debt limit is likely to be higher interest costs on the debt and other
serious consequences, not only in our domestic affairs, but also in
our lzmlance of payments position and its related effect on our gold
stock. :

I would like to give you a few examples to illustrate why the $3
billion margin for flexibility is so essential for efficient debt manage-
ment, First, the Treasury should be able to take advantage of
esgecially favorable conditions in the money and capital markets
whenever they arise. However, an excessively tight debt limit may
prevent the Treasury from timing its borrowing operations most
advantageously and the oPport.unity to make important savings on
interest costs would, therefore, be lost.

Second, in conducting our debt management operations during the
past 17 months we have been very conscious of the impact of these
operations on our balance of payments position. It i1s of critical
importance to our intemationalpﬁnancial position that our short-term
interest rate structure be in reasonable equilibrium with short-term
rates abroad. If this equilibrium is not maintained, funds are in-
duced to flow abroad seeking interest rate differentials, thus increas-
ing the drain on our gold stock. In order to avoid any disturbance of
this equilibrium, the Treasury has arranged its recent cash borrowing
80 a8 to permit the maximum use of additional quantities of Treasury
bills. It is vitally important that the Treasury have enough room
under the debt limit to take such actions whenever market conditions
warrant. To deny the Treasury a sufficient margin for such debt
op]e(i‘atégnl: could result in substantial and unnecessary drains on our
gold stock.

Third, it may often be in the best interest of both the Government
and the private capital markets if the Treasury consolidated some of

4



DEBT CEILING 7

its refunding operations. For examlgle, in refunding the $7.2 billion
in securities maturing this coming November 15, it may be advan-
tageous to make the same refunding offer to the holders of the $2.3
biﬁion of securities maturing December 15. An excessively tight debt
limit could prevent us from using the cash refunding approach in
handling such an operation, even though market conditions might
suggest that a cash refunding operation would be most advantageous
to the Treasury.

Fourth, if the debt limit becomes exceedingly binding, the Treasury
might have to do some of its financing through the sale of nonguar-
anteed issues of Federal agencies which are not subject to the debt
limit. This was done back in October 1957 and January 1958, under
the preceding administration, when the Treasury was struggling to
live with an unrealistically low-debt limit. This is a very unsound
financial practice which has been severely criticized by the Comp-
troller General of the United States. It means that the Government
has to pay one-half to three-fourths percent more in interest costs
than it would have to pay on Treasury obligations. Secretar
Anderson used this device only with the greatest reluctance.
would hope that we would never again be forced to use it.

For all of these reasons, a sufficient margin for flexibility in debt
management and for contingencies is essential if we are to have
efficient and economical management of the Government’s finances.

The level of the debt is the result of all of our past decisions on
appropriations, expenditures, and taxes. However, it is important
to recognize that these decisions are reflected in the debt only after
a considerable timelag. The timelag between decisions on appropri-
ations and the impact of those decisions on the debt is, in fact, the
reason why we need a substantial increase in the debt limit in fiscal
1963, even under the assumption of a balanced budget. The increased
debt level during the coming fiscal year is a product of the deficit in
fiscal 1962. If we have a balanced budget in fiscal 1963 and, a year
from now, contemplate a balanced budget for fiscal 1964, we could
get by in fiscal 1964 with the same $308 billion debt limit which we
are requesting now.

The level of the debt is the final link in a sequential chain which
has as its first link the appropriations process. Debt levels in the
future are the product of past decisions on appropriations and taxes
and the debt ceiling must be consistent with those past decisions.

In conclusion, I wish to reemphasize that the increase in the debt
ceiling to $308 billion is based on the assumption of a balanced budget
in fiscal 1963. The last attached table shows monthly estimates of
budget receipts and expenditures in fiscal 1963, under a balanced
budget a.ssumlftion, and their relationship to our mounth-end debt
projections. The $8 billion increase in the temporary debt ceiling is
required to cover the seasonal low in receipts, which always occurs
during the first half of the fiscal year. Such an increase is needed in
fiscal 1963 because of the substantial deficit which has already been
incurred in fiscal 1962. In other words, the increase is being requested
to meet the fiscal consequences of past deficits and does not reflect
the expectation of a deficit in fiscal 1963.

There are those who think our revenue estimates for fiscal 1963 are
too optimistic, and certainly they look more optimistic today than
they did last january. In April the staff of the Joint Committee on
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Internal Revenue Taxation, on the basis of its independent revenue
projections, estimated that fiscal 1963 would produce an administra-
tive budget deficit of $4.9 billion, assuming that the administration’s
tax bill is approved by the Congress. I will not attempt to evaluate
this estimate, since I have already given vou the reasons why we feel
that there is no firm basis, as yet, for revising the estimates presented
in the President’s budget message. I raise the issue only to emphasize
that if the budget deficit forecast for fiscal 1963 by the staff of the
Joint Committee on Internal Revenue Taxation should prove to be
correct, the graduated set of debt ceilings approved by the House
will not be adequate to meet the Treasury’s needs, and we will be
forced to return to the Congress early in the next session, as was
envisioned by the report of the Ways and Means Committee.

A temporary increase in the debt limit to $308 billion, as provided
by the House in the bill before you, is the absolute minimum needed
if the Government’s finances are to be managed in an orderly and
economical manner and if we are to be able to finance our purely
seasonal cash requirements in fiscal 1963 within the fmmewor{; of a
balanced budget. I earnestly recommend its approval by this com-
mittee.

(The tables referred to above follow:)

Actual public debl outstanding, fiscal year 1962, with June 30, 1962, estimate based on
operaling cash balance of $4,000,000,000 (excluding free gold)—Based on projection
of June 22, 1962

{Ia billions]
Operating Allowance to
balance provide flexi-

Federal Public debt { bility in fi- | Total public
Reserve subject to | nancing and | debt limita-

banks and | limitation for con- [ tion required
depositaries tingencies

(excluding

free gold)

ACTUAL

R O P WA P LIcn e n D
NRDRURNC=ID OO ms OO0 e b b O = e &3 0D 00 &I
EEEE PP EEEE T LT
) =3 O Q0 = G0 @ GO i O ret DO =IO AW N o D 0t

4.0 203.7 $3.0 $206.7

NoTE.—For seasonal reasons the June 30, 1962, operating balance will be significantly above $4,000,000,000,
so0 the actual debt outstanding will be higher than shown here.
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Forecast of public debt outstanding fiscal year 1963, based on constan! operaling
cash balance of $4,000,000,000 (ercluding free gold).—Based on 1963 budget
document—plus formal modifications

[In billions]
Operating Allowance to
balance, provide flexi-
Federal Public debt bility in &- | Tota! public
Reserve subject 1o | nancing and | debt limita-
hanksand | limitation for con- tion required
depositaries tingencies
(excluding
free gold)
1962—June 30, ..o ceaianaa $#.0 $293.7 $.0 $208.7
July 15.. 4.0 297.0 3.0 300.0
. 4.0 297.8 3.0 300. 8
4.0 299.2 3.0 302.2
4.0 299.0 3.0 302.0
4.0 301.2 3.0 304.2
1.0 295.7 3.0 208.7
1.0 299.5 3.0 302.8
4.0 300.5 3.0 303.5
4.0 302.3 3.0 305.3
4.0 302.1 3.0 305. 1
4.0 304.9 3.0 307.9
4.0 301.5 3.0 304.5
4.0 304.7 3.0 307.7
4.0 302.1 3.0 305.1
4.0 302.8 3.0 305.8
4.0 302.0 3.0 305.0
4.0 304. 4 3.0 307. 4
4.0 207.9 3.0 300.¢
4.0 301.0 3.0 304.0
4.0 209.4 3.0 302.4
4.0 209. 4 3.0 302. 4
4.0 299.6 3.0 302.6
4.0 302.0 3.0 305.0
4.0 204.0 3.0 297.0




Estimated monthly budget receipts and expenditures and resulling end-of-month debt levels, fiscal year 1963 (based on 1963 budget document— Plus
formal modifications)

{In billions of dollars}
Budget receipts and expenditures Net receipts

of trust and Operating Allowance | Total debt

clearing Total to be cash for flexibility | limitation

Net Expendi- Monthly | C lative fi d balance ! and contin- 3

receipts tures surplus or surplus or and other gencies
deficit (—) | deficit(—) | transactions
Balan: JRS P 4.0 293.7 3.0 206, 7
« 1962—Jul, 3.1 7.2 —4.1 —-4.1 () 4.1 4.0 297.8 3.0 300.8
7.0 7.6 -. 6 —-4.7 ~0.6 1.2 4.0 209.0 3.0 302.0
10.2 7.6 +2.6 -2.1 +.7 -3.3 4.0 205.7 3.0 208.7
3.2 81 —4.9 -7.0 +.1 4.8 4.0 300. 5 3.0 303.5
6.9 7.6 -7 -7.7 -9 1.6 4.0 302.1 3.0 305. 1
9.0 8.4 +.6 -7.1 ® -6 4.0 301.5 3.0 304.5
1963—January. 6.3 7.4 -1 —8.2 +.5 .6 4.0 302.1 3.0 305.1
8.0 7.4 +.68 -7.6 —-.5 -.1 4.0 302.0 3.0 305.0
1.5 7.7 +3.8 ~3.8 +.3 ~4.1 4.0 297.9 3.0 300.9
59 7.6 -1.7 -5.5 +.2 L5 4.0 209.4 3.0 302.4
8.2 8.0 +.2 5.3 -4 .2 4.0 299.6 3.0 302.6
13.7 8.4 +5.3 /] +.3 —5.6 4.0 204.0 3.0 297.0
93.0 93.0 0 0 -.3 .3 - -
1 Excluding free gold. 3 Less than $50,000,000,

2 At the midmonth points in December, January, and March the requirements are
$307,900,000,000, $307,700,000,000, and $307,400,000,000 respectively.

Source: Office of the Secretary of the Treasury, Office of Debt Analysis, June 21, 1962,

o1
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DEBT CEILING 11

Secretary DivLon. Thank you, Mr. Chairman.
The Cuairman. Thank you, Mr. Seccretary.
Mr. Budget Director, will you make your statement?

STATEMENT OF HON. DAVID E. BELL, DIRECTOR OF THE BUREAU
OF THE BUDGET

Mr. BeLn, Mr. Chairman and members of the committee, I appre-
ciate this opportunity to appear before this committee in support of
the President’s request for a temporary increase in the statutory debt
limit to be effective throughout fiscal year 1963.

In his budget message last January, the President recommended the
enactment 0? an increase in the temporary debt ceiling from the $298
billion then in effect to $308 billion, to be available during the re-
mainder of fiscal year 1962 and for fiscal 1963. In March, legislation
was enacted raising the limit to $300 billion for the duration of fiscal

ear 1962; the request now before the committee covers the remain-
g $8 billion increase proposed by the President in the January
budget to be in effect during fiscal year 1963. As the President
pointed out in the budget message:

Despite the expectation of budget balance for fiscal 1963 as a whole * * *
seasonal requirements will temporarily raise the outstanding debt during the
course of the year. * * * To make the usual allowance for a margin of flexi-
bility in fiscal 1963. * * * I urge prompt enactment of a temporary increase of
the debt limit to $308 million, * * *

As you know, it is the seasonal nature of the debt limit problem
facing us, even with a balanced budget, which led the House to pro-
vide for varying the debt limit at different timos during the year in
the bill passed earlier this month——a iess desirable arrangement than
a singie debt limit, but acceptable if futwre developments do not
result in a substantial departure from our present budget assump-
tions.

To aid in your consideration of the President’s request, I would
like to review briefly the budgetary outlook which is, of course,
directly related to the debt limit.

Fiscal year 1962: At the present time, it appears that the current
fiscal year, 1962, will end with a budget deficit of approximately $7
billion, about the same as estimated 1n the January budget. Based
on data through May, it scems probable that both reccipts and ex-
pendituves wiﬁ be somewhat below the January estimates, each by
about $1 billion. On the receipts side, co roration income tax coilec-
tions account for most of the reduction; on the expenditure side,
lower farm price support outlays by the Commodity Credit Corpora-
tion are the lavgest single factor in the reduction now anticipated from
the January estimate, although there will be numerous smaller de-
creases and sonic increases,

Fiscal year 1963: For fiscal year 1963, neither the economic nor
legislative situation at this time is clear enough to enable us to make
any firm revisions in the budget totals estimated last January.

As you know, the President hus recommended certain amendments
to the January budget, the largest of which are for the capital improve-
ments program in areas of high unemployment and the continuation
of temporary extended unemployment benefits. Smaller revisions—
both up and down—have been made in the requested appropriations.
In total, however, the changes recommended by the President would
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not raise the 1963 expenditure estimate above the revenues as pro-
jected in January.

The Congress 18 currently considering the 1963 budget recommenda-
tions, and changes will naturally result from final congressional
actions ns well as other factors. No upproprintion bill for 1963 has
as yet been enacted during his session.  The House thus far voted
on seven appropriation bills, including two supplemental appropria-

" tion bills for fiscal 1962; the five bills passed by the House for fiscal
year ‘1963 represent 63 percent of the total current authorizations
recommended for 1963. The Senate has acted on the two 1962
_supplementals and on three 1963 appropriation bills representing 57
percent of total recommended 1963 current authorizations. Our
estimates indicate that the House action on the five annual appropria-
tion bills it has passedth us far would have the effect of reducing 1963
budget expenditures by a little more than $300 million below the
January estimates for the agencies covered by these bills; the Senate’s
action on the three bills it has passed would reduce expenditures in
7363 by about $50 million. These figures are, of course, tentative,
pending the final outcome of action by both Houses of Congress.

In addition to the uncertainty related to appropriation bills, various
legislative proposals by the President affecting the budget are pending
in the Congress. These include, among others, the recommendations
concerning education, improvements in welfare programs, youth
employment opportunities, Federal pay reform, postal rates, and farm
price supports. The latter two, if enacted as proposed, were estimated
to reduce 1963 expenditures by about $1 billion.

While the situation is subject to change each day, there is no clear
trend or firm basis at this time for a specific substantinl revision of
the total budget expenditure estimate for 1963 made in January, as
formally modified since that time.

Revenues in fiscal year 1963 will depend directly on economie de-
velopments during the calendar year 1962, and on congressional
action on taxes. Economic activity continued to advance in Jan-
uary and February of this year, although at a slower rate than the
January budget estimates had nssumc(ﬁ In March and April, the
pace of economic activity picked up and the outlook for a sustained
advance during the coming months was improved. The statistics
we have seen for May indicate a continuing recovery, but the vigor
of the advance is still not entirely clear.

Economic forecasting is an imprecise art, at best, especially so in
as lurge and varied an economy as ours, and we do not believe there is
sufficient evidence at this time on which to base a specific revision of
the January budget estimates. Moreover, until the final form of the
tax revision bill 1s settled, its effect on 1963 revenues cannot be ac-
curately gaged.

It has been suggested that we could get along with a smaller increase
in the debt limit than we have recommended, even though our request
is based on a balanced budget assumption, if the President were to
reduce expenditures in fiscal 1963 below the levels appropriated by
the Congress. This raises the question of the administrative feasibility
of reducing expenditures rapidly enough to help us much with respect
to our debt limit needs. As the projection supplied by Secretary
Dillon indicotes, under a balanced budget assumption the peak level
of the debt in fiscal 1963 will be reached on December 15. This

'
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means that, in order to be helpful in meeting debt limit requirements,
expenditure reductions must be accomplished before that time; in
other words, during the first 5 months of the fiscal year.

Burcau of the Budget staff has estimated that expenditures through
November 1962 will amount to about $38 billion. Of this total, the
military functions of the Department of Defense account for $20
billion. Another $9 billion represents expenditures which are virtually
uncontrollable in the short run, since they are legal commitments
which the Government cannot reduce by administrative discretion,
such as veterans’ pensions, interest on the public debt, public assist-
ance grants to States, ship operating subsidies, and farm price supports.
Of the remaining $9 billion in expenditures, at least one-third stems
from obligations already incurred in prior years pursuant to legislation
enacted by the Congress, and the Government is committed to pay
these bills when they fall due.

This leaves less than $6 billion of uncommitted, nondefense ex-
penditures to bear the brunt of any expenditure cut. large items in
this total include such cssentinl functions as space, atomic energy,
conduct of foreign affairs, public health, water resource and other
natural resource projects, medical care for veterans, operation and
maintenance of the airways, and the postal service. ‘

T think these figures put the problem in perspective. Tt is quite
clear that to cut expenditures by any substantial amount during such
a short span of time as 5 months means that much of the reduction
would necessarily have to fall on defense expenditures. This, in fact,
is what happened in 1957 when the Eisenhower administration was
endeavoring (o stay within a restrictive debt limit.

With this in mind, I join the Secretary of the Treasury in recom-
mending favorable action by the committee on the President's request
for a temporary increase in the debt limit to $308 billion.

The CuairMan. Thank you very much, Mr. Bell.

Mr. Seeretary, T want to ask you a few questions, and also Mr. Bell.

As you know, under article 1, section 8, of the Constitution, the
power to borrow on the credit of the United States lies only in the
Congress. Prior to World War T the Government entered into debt
only for specific purposes nuthorized by separate acts of Congress. I
think you will recall that Andrew Jackson, when he was President,
said he was more i)roud of puying off in toto the public debt than any
other action that he achieved.

I was wondering if you thought that any future President would
ever have that opportunity.

SRecretary Dinrox. 1 think that the tremendous size of the public
debt that was incurred as a result of World War II makes that a
very difficult assumption to foresec although you can’t look indefinitely
into the future. Times have changed tremendously between the times
of Andrew Jackson and now. The United States of his time and the
United States of our time are not recognizable as the same. Another
hundred years could certainly produce a situation where there might
be no public debt, but it would certainly be a very long time off. -

Senator Kerr. Would the Senator yield?

The CHaAIRMAN. Yes.

Senator Kerr. The statement of Andrew Jackson to which he
referred is one of the most famous that that great man ever uttered.
I believe there were three things that he mentioned. And as he read

85845—62—-2
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them, I-don’t recall that he differentiated between them as to his
pride in each. At the end of his second term, as I recall—and the
Senator will correct me if I am not accurate—he said, “I have re-
warded my friends, I have (l)unished my enemies, I have paid the
national debt and distributed the surplus to the States. I am tired
and T am going home to Tennessee.”

I think that is what the great man said. And I never was able to
decide but what the second part of his statement was probably the
one he cherished the most.

The CuairMan. I will accept that statement, but paying off debts
to. his friends and doing whatever he could to his enemies was one
‘thing; and what he did for the U.S. Government was another. He
clearly expressed his pride in paying off in toto the public debt, and
as the Senator from Oklahoma says, in distributing the surplus to
the States. T simply want to mention that the debt in 1932 when I
came to the Senate was $19 billion. And now I believe it is $295
billion, or more.

Is that correct?

Secretary DiLLon. It is $299 billion.

The CratrMAN. Now, Mr. Secretary, you approve, do you not, of
the practice of a debt limitation?

Secretary DiLLoN. I think a debt limitation provides a good occa-
sion, each-year when it is renewed, to have a review of the entire fiscal
policy of the Government. I think that is the Brimary function of the
debt limitation. However, the size of the debt is controlled by ex-
penditures and by the appropriations which are made. Personally I
would feel very happy if a way could be found to relate the mass of
a propriat,ions more ¢ oselgr to the mass of revenues, so that our budget
when it is adopted could be more clearly adoPted in toto rather than
in lEmrl:. But I don’t think that it is possible effectively to use the
public debt limitation to control appropriations.

The CuairmaN. Do you approve of a flexible debt limitation?

Seeretary DiLLoN. As set by the House, I think that that is per-
fectly acceptable to us. What it requires, if the Congress so decides, is
that if our estimates prove wrong and we have a deficit in the early
months of the session, we would have to come back and explain why
and ask for some sort of further extension of the public debt limit.

The CrairMAN. You certainly prefer a general debt limitation to
the previous policy of having the Congress enact a separate law to
allow each issuance of securities.

Secretary DiLLoN. Yes; under the size of our current ap%ropria-
tgms and our current debt it would be impossible to operate the debt
that way.

The CYHAIRMAN. Now, the bill pending before this committee raises
the limit to $308 billion for the period, from July 1, 1962, through
March 31, 1963. And then it sets the ceiling at $305 billion from
April 1, 1963, to June 24, and reduces it to $300 billion from June 25,
to June 30, so there would be a temporary increase in the permanent
debt ceiling of up to $23 billion.

Secretary DiLLoN. Yes, $308 is $23 billion higher than the $285
billion permanent ceiling. \

The CuAIRMAN. I take it that the Secretary could use this authority
to increase the public debt. .

Secretary DiLLoN. We would use this authority to finance the
expenditures of the Government, which would be done by increasing
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the Federal debt temporaril{ during the year and paying it off as the
moneys come in, particular h“;l during the last half of the fiscal year.

The CuairMaN, Do you find anything mythical about the perma-
nent request to raise the public debt?

Secretary DiLLoN. Mythical?

The CHAIRMAN, That expression has been used by high officials of
the Government.

Secretary DiLroN, I think it is a very real problem that we face,
Mr. Chairman, and it is a reflection of expenditures and deficits which
we have alrea&y incurred.

The CuamrmaN, Can the committee regard your estimated debt
requirements as & myth?

ecretary DiLLoN. Debt requirements?

The CHairMAN, Can the committee regard your estimated debt

requirements as a myth?
ecretary DiLLoN. No, Mr. Chairman, they are not a myth,

The CHairmaN. What does this word “myth” mean? It has
been bandied back and forth a great deal lately. We have been
hearing about myths in financial matters. There 1s nothing mythical
about debt so far as I can find out. You have got to pay it back with
interest.

So you don’t regard it as a myth?

Secretary DiLLoN. I don’t regard the Federal debt as a myth; no.

The CuairmaN. You don’t regard your requests as a myth?

Secretary DiLLoN. I certainly do not, Mr. Chairman.

The CuairMaN. Also we have a great deal of talk by high Govern-
ment officials about different kinds of budgets, we have a so-called
cash budget, a so-called national income budget, and a so-called cap-
ital budget. I want to ask you if the fiscal operations of the Federal
Government were stated for the past, present, or future in any or all
of these forms——

Secretary DiLLoN. If they were stated in them?

The CrarrmMaN. H the fiscal operations of the Federal Government
at any time have been stated in any of the three different kinds of the
budgets that we hear about, the so-called cash budget, the so-called
national income budget, and the so-called capital budget.

Secretary DiLLoN. I think in the budget message of the President
they did state the summary of Federal finances on page 8 in three
different ways. They put the administrative budget, which is the
budget we are talking about here, and which governs the size of our
debt, first. The administrative budget was the only thing that was
called the budget.

The next statement was a consolidated cash statement which showed
all the receipts from the ;fmblic and all the payments to the public.
Those two were not very far apart in their final excess of receipts or
payments; they are always very close. The consolidated cash state-
}nex(\lt includes both the receipts and payments of the various trust

unds. .

And finally, as a third item they listed the national income accounts
the Federal sector of them, which indicates the economic impact of
a particular budgetary deficit at the particular time. It has nothing
to do with national debt, but it does OEerate on an accrual basis
which lists expenditures, lists revenues, when they are accrued rather
than when they are actually paid. This is probably more accurate
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in showing the economic or the inflationary and noninflationary
im'gact of the budget on the economy at any particular time.

he CuairMaN. Do you or the Budget Director, or so far as you
know, the President, have any plans in mind to change the present
administrative budget?

Secretary DiLrLoN. I don’t see how you can change the present
administrative budget, because it is the {udget——
 The CHalrMAN. What is the use of talking about all these other
budgets if they are not Practricul?

Secretary DiLLon. This is the budget on which the national debt
is based. There is no publication of a capital budget. The only
thing that I can imagine one could do with that would be maybe to
identify more clearly within the administrative budget which expendi-
tures were used for certain capital purposes, but you couldn’t separate
it out, because it would still be part C

The CrarirMAN. Isn’t that very misleading to the people, because
the Government is not profitmaking?

Secretary DiLrox. I don’t think it would be misleading as long as
they were included within the administrative budget clearly. I think
if it were separated out in a separate document it would be.

The CuatrmMaN. If you build a battleship—incidentally, they are
out of date now, we haven’t got a single battleship that is oper-
ating——

Segcretary Dirron. 1 wouldn’t call that a capital item.

The CHAirMAN. Isn’t it costing the Government a good deal of
money to keep those battleships in mothballs?

Secretary DiLLoN. I wouldn’t call that a capital item.

The CuairMaN. Is there any activity of the Government which
shows a profit that you know of?

Mr. BELL. There are severa! activities of the Government which do
not run at a substantial loss. The power operations, for example, of
the Bonneville Power Administration, so far as I am aware, have
covered costs.

The CHAaIRMAN. Does that go into the General Treasury? Isn't
it true that in the TVA whatever profits they make are reinvested in
the same line of business?

Mr. BeL. It depends on the arrangements under which the par-
ticular program is operated. The TVA does make a regular payment
'tI?Vil&le reasury, which is established under the laws that control the

Th? CHairMaN. What is it you say makes a profit for the Govern-
ment?

Mr. BeErL. Well, the power operations of the Government, including
those at the TVA the Bonneville Power Administration, and others
at least cover their costs.

The CuairMaN. Does it make a profit after paying the interest on
the investment?

Mr. BeLL. T think, sir, that their rates by and large are set and are
directed to be set by law to cover costs and not to return a profit in
the business sense. I think it is legitimate, therefore, to say that they
do cover costs. 3

The CuairMaN. In the estimate of expenses do they include the
interest on the amount of money the Federal Governinent has in-
vested?

Mr. BeLn. Yes, they do. :




DEBT CEILING 17

The CrairMaN. And you think there is profit there?

Mr. BeLn. T think they cover costs.

Mr. CuairMaN. Does any money actually come back into the
General Treasury?

Mr. BerL. Yes, sir.

The CuairMan. How much?

Mr. Berr. T will have to supply that for the record, if I may, sir.

The Cuarrmax. Will you furnish that for the record?

[The material referred to was supplied by the Secretary of the
Treasury and appears below.]

Secretary DiLox. Mr. Chairman, I had time to remember two
other operations of the Government which operate at a profit and
which do return Government funds. One is, of course, the Federal
Reserve System, which pays a dividend to the Treasury every year.
And the other one is the Export-Tmport Bank, which pays full interest
on its money, and pays a dividend to the Government every year.

The CHatrMAN. WIll you furnish it to the committee, and then
put it on a percentage ﬁnsis, as to what we get back in profit on
annual expenditures?

Secretary DitLon. The Export-Import Bank has just increased
their dividends to 3% percent on capital which was furnished to them
by the Government, so it is approximately ——

The CHairMaN. Tt would be interesting to see what percentage of
the expenditures of the Government come back in the way of profits.

Secretary DitLon. Not very much.

Senator WiLLiaMms. With your reports furnishing how much the
income has been to the Government from these respective organiza-
tions, would you also furnish with the same report the amount of
money which we have advanced on behalf of the Government either
in loans or appropriations to these same organizations, as well as our
capital investment?

Secretary DiLLoN. Yes, sir.

(The information requested follows:)

Table 20 (annual report of the Secretary) shows payments of the Federal

Reserve banks to the Treasury representing approximately 90 percent of earnings
for the years 1947 through 1961.

TaBLE 20.— Deposits by the Federal Reserve banks representing interest charges on
Federal Reserve notes, fiscal years 1947-61 1

Federal Reserve 1947-58 1959 1960 1961 Cumulative
bank through 1961

.| $187,510,033.25] $24,761,243. 50 $65,177,632.88 $41, 104, 897.08[ $318, 673, 806, 81

820,226,129. 42| 130,304, 518.13] 271,042,719.10{ 212,079, 914. 17|1, 433, 653, 310. 82

204,868,751.19 28,615,921.81! 72,840,005.47| 45,886,308 09| 352,211,076. 56

292,522,052.77; 43,026,891, 51(  90,521,180.66] 66,507,471.42| 492,667, 303,36

200,068,326.88]  31,271,238.00] 73,461,162.64 49,000,076.11] 353, 890,801.63

168,242,560. 80| 22,799,283.27| 51,754.685.08] 39, 571,839.00{ 282,368, 377.15

551,568,328.56] 90,003,997.31] 100,656,005.48] 130,200,110.57| 980, 520, 531.90

144,278,700.68] 18,039,401.46( 47,750,266.32] 20,706,375.68] 239, 774,744.14

82, 769,046. 27 8,5872,250.85] 26,147,203.49; 16, 489,015. 58| 133,9077,516.20

142,420,544.93]  20,63),083.19| 45,065,000.42| 32,574,465.48) 240,691,102.98

119.104,394.17(  17,338,035.47( 37,930,193.44] 29,729, 590. 74| 204,102,213.82

321,002,430.74]  55,735,036.38; 111,761,165.15! 86,009,391.12} 574, 538,023.39

Total............ 3,234, 671, 298, 66 491,220.608.88]1‘093. 107, 418. 2l| 788, 129, 485,025, 607, 128,810.77

! Pursuant to sec. 16 of the Federal Reserve Act, as amended (12 U.8.C. 414). Through 1859, consisted of
spproximately 90 percent of earnings of the Federal Reserve banks after payment of necessary expenses
and statutory dividends, snd after provisions for restoring the surplus of each bank to 100 percent of sub-
scribed capital w here it fell below that amount. Beginning in 1960, pursuant to a decision by the Board of
QGovernors of the Federal Reserve System, consists of all net earnings after dividends and after provision
for building up surplus to 100 percent of subscribed capital at those banks where "&8’“’ is below that
amount, and also of the amounts by which surplus at the other banks exceeds subscribed capltal.
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Table 127 (annual report of the Secretary) shows interest, dividends, and other

earnings of public enterprises for the fiscal years 1960 and
reports contain similar tables for each of the years covered
figures are not immediately available.

1961. Previous annual
. However, cumulative

TABLE 127.— Dividends, interest, and similar earnings received by the Treasury from
Government corporations and cerlain other business-type aclivities, fiscal years

1960 and 1961

Amounts
Agency and nature of earnings
1960 1961
Atomic Energy Commission, defense production guarantees, earniogs.....|.....c....c. ... $508, 699. 11
Civil Service Commission, investigations, earnings. ... ... ..o....... $7,249.08 1,368.87
Commerce Department:
Defense production guarantees, earmings. .. ... —.coucoooooooimnions] 5,882.88 |-cecminacaann
National Bureau of Standards, working eapital fund, earnings. . 247,908, 11 228, 299.85
Maritime Administration, Federsl ship mortgage {nsurance
interest on borrowings. .. 73,881.91 54,250.00
Commodity Credit Corporati
Interest on capital stock.. .-| 2,875,000.00 3, 500, 000. 00
Interest on borrowings. ... . o ieiicceieceeeaas 461,010,614.03 | 406,074,897.12
Defense Departinent:
Army Department, defense housing, profits._ .. .....o.cooccciaceaeae. 450, 000, 00 80, 000, 00
Navr.»: Department, defense housing, profits.........._._ . 150, 000. 00 300, 000, 00
Afr Force Department, industrial fund, earnings 11,612,643.00 1,816, 502. 97
Export-Import Bank of Washington:
Regular activities:
Dividends. 22, 500,000.00 | 232, 500, 000. 00
Interest on borrowings. .. 45, 385, 192. 80 42, 803,072.20
Liquidation of certain
B8 . e e e eicieecesaiuescatesacueanansenansmasenaraanta]tatorasinsiraran 860, 653. 52
Interest on borrowings 337,149.76 13,548.23
Farm Credit Adminlistration:
Banks for cooperatives, franchise taxX. ..o oo oo iooioomoor oo 1, 789,849. 71 1,527,632.86
Federal Farm Mortgage Cor tion, dividends.... .- 1,7200,000.00 1, 700, 000. 00
Federal intermediate crodit banks, franchise tax...... ... ... _..... 1,605, 480, 49 1,128,892.81
Farmers' Home Administration:
programs, interest on borro! 8,763,363. 74 11,612, 573, 42
1,307,791 78 1, 185, 868. 62

Farm tenant mortgage insurance fund, interest on borrowings.
Federal Natlonal Mor}fsge Association:
Management and liquidating functions, interest on borrowings......
Secondary market operations:
Dividends. ... oo criaiieieceeeemeiccecaceaianas
Interest on borrowings. - . ...coococeaoioooaoaaas
Special assistance functions, interest on borrowings. -
Federal Prison Industries, Inc., earnings. «eeo oo ceocereceacreanncaceenan
QGeneral Services Administration:
Qeneral supply fund, earnings.........cecccueeceescauncnnccceasonns
Bulldings management fund, earnings.
Working m?l!al fund, earnings......
Qovernment Printing Office, earnings. ... .
Health, Education, and Wellare Departme al
tration, operating fund, Bureau of Federal Credit Unions, interest.....
Houging and Home Finance Administrator:
College housing loans, interest on borrowings. ........oooocaeoooao...
Public facility loans, interest on borrowings. ... .
Urban renewal fund, interest on borrowings. ....occeeemomcaeiauanan.
Interjor Department:
Bureau of Reclamation:
Colorado River Dam fund, Boulder Canyon project, interest....
Upper Colorado River Basin fund, earnings. ...c.coucucecnmaacn.
giands Corpors

29, 510, 768, 86 27,768,315.07
2,472, 500. 00 3,112, 445.64
5,396, 520. 38 , 051. 68

41,238,875, 74 64,147,173. 50
3,000,000.00 |...cneeecacinnnn

2, 531, 995. 68 1,154, 54. 50
1,000,824.13 1,803, 809.64

4,351,127.20 | 3,000,000,00
<X "Y
14,404,021.73 | 20,017,279.61
967, 401 1, 504, 232. 01

, 401, 28
2,514,407.17 2,914, 362.

8,071,872, 90 3,113,866. 35
31,812.10 1,263.00
.- 306, 897.61

tion:
Interest on appropriations and paid-in capital. .
Interest on borrowings. .. .. -
International Cooperation Administration, {nterest on borrowings..._...
P:nr:ma (gaml Company, interest on net direct investment of the Gov-
men .- hesesessmenenaeonssssnens
Public Housing Administration, low rent public bousing program fund,
interest on borrowings. ....oeeceun... . [
Rural Electrification Admintistration, interest on borrowings. ........ aae

108.89 1,362.76
20, 605,856.12 19, 906, 983. 81

9,422, 781. 44 8,780, 538.55

1,331,801, 53 1,102, 450.67
60,356,546.08 |  64,416,156.12
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TABLE 127.—Dividends, interest, and similar earnings received by the Treasury from
Government corporalions and certain other business-type aclivilies, fiscal years
1960 and 1961—Continued

Amounts
Agency and nature of earnings

1960 1961

Saint Lawrence Scaway Development Corporation, interest on borrow-
-« Y $2,504,920.56 |  $2,000,000. 00
Secretary of the Treasury (Federal Civil Defense Act of 1850, as amended),
interest on bomwinss - 24,153, 26 25,203, 04
8mall Business Administration, interest on appropriations. .| 6,657,350.38 15,238,423.13
Tennessee Valley Authority, earnings_ ... ... ... _....... - 41,432,397.60

U.8. Information Agency, informational media guaranty fund, inte
413,784.00 1,064, 720. 00

Canteen service revolving fund, profits_...._.....o.ociioieommcnananas $465, 444,00 $41,191.00
Rental, maintenance, and repair of quarters, profits. . 27,000, 00 10, 000.

Suxgeply fund,earnings. - ..o ciiaicecieiicemcee]ieiaeiacaaanas 126, 973. 47
Veterans’ direct loan program, interest on horrowings 23,025,174.13 31,990, 233.05

Defense Production Act of 1950, as amended:

Export-Import Bank of Washington, interest on borrowings. 631,972.57 509, 787,11
QGeneral Services Administration, interest on borrowings. ... .| 24,611,656, 46 781,250.01
Secretary of Agriculture, interest on borrowings..............c.iioooan 4,948,175, 85 6,942.57

Secretarv of the Interior (Defense Minerals Exploration Administr:
tion), interest on borrowings__............... 383,334.08 [.....oooemnonnan
Secretary of the Treasury, interest on borrowings 4,202,448. 94 4, 842,608.02

B PP 831,120,067.01 | 818,350,357 92

Table 2 (Treasury Bulletin) ‘‘Public enterprise revolving funds’’ shows the net
investment in each enterprise and the accumulated net income or deficit from
inception. The net investment section of these tables &lso show advances in the
form of loans or appropriations. The figures are net of repayment of capital as
well as payments of dividends and other earnings to the Treasury from inception.

Included in these tables are such enterprises as the Post Office Department,
Commodit{ Credit Corporation, and others engaged in nonprofit programs.

The following enterprises each report accumulated net earnings (as of
December 31, 1961) in excess of $20 million.

In thonsands

Aﬁem:?;l for International Development: Development Loan Fund

iquidation aceount . _ . __ .. $31, 372
Commerce Department, Maritime Administration: Vessel operations

revolving fund. . _ . eceocaoon 22, 241
Defense Department: Interservice activities, Wherry Act Housing... 143, 724

Housing and Home Finance Agency:
Federal National Mortgage Association:

Special assistance functions. . __ . ___ . _____ ... __..___ 59, 283
anagement and liquidating programs 138, 277
Federal Housing Administration.__ ... . . ___.._.___ 1,043, 721
Veterans' Administration:
Loan guarantee revolving fund. . .. .. ..o oo oo 88, 833
Veterans’ special term insurance fund . ___ .. _________._. 58, 461
Export-Import Bank of Washington. _ ... ... . __.___._..._. 728, 710
Federal Savinfs and Loan Insurance Corporation. ... ... .. _._._... 440, 887
Panama Canal Company._ ... icmcacaiccacaana 127,777
Tennessee Valley Authority. ... o ioiccaeaaan 353, 659

Other activities: Bonneville Power Administration.._.._.._.__..__. 22, 009



SEc. I.—STATEMENTS OF FINANCIAL CONDITION
TaBLE 2.—Public enterprise revolving funds, Dec. 31, 1961

[In thousands of dollars)

Agency for International Devel i Agriculture Department
Account Total Development|  Foreign Federal Farmers
Deveclopment| loan fund | investment | Commodity Crop Home Ad-
loans liquidation guaranty Credit Insurance |ministration,
account fund Corporation |Corporation 2| direct loan
account 3
ASSETS
Cash in banks, on hand, and in transit. 199,256 || ___ 14, 496 112 25,452
Fund balances with the .S. Treasury ¢ 5,281,883 1,304, 348 1,004,074 8,107 14,781 4,433 196, 753
Investments:
Public debt securities (par value) ... ... cuo oo 1,251, 744
Securities of Government ¢nterprises. - 136,270
Unamortized premium, or di (~ =11, 501
Other securities..._.__. 191,835
Advances to contractors and agents:
Gover - - 4,980 [....... U SOOI SOOI AR DU,
OB . oo 35~ . 0 RN SRR [N RPN PN [,
Accounts and notes receivable:
Government agencies. . .. ... ereeicmanaan 908,816 | .ot fecncace e 835, 774 *)

Other (net)...

Allowance for 10sses (—)

ties.
urities of Gover enterprises.

I.oans receivable;
Ver

Other:
U.S. dollar loans,

Foreign carrency loans.___

Allowance for losses (=) . ...........

Acquired security or collateral (net).

Land, str:

and
Accumulal :ed depreciation (—). -

Foreign

cur
Other assets (net)....

Total assets. _..

—245

1, 508, 583 1,593, 519

7,873,313

57,192

DNI'TIZD 193d



LIARILITIES

Accounts payable: N
Government agencies 102,789 | ... .. {) .............. 1,921
Other. " 2 R *) 65,823 3,818 13
Accrued liabilities:
Government agencies 269,054 2,633
Other..._ 127,708 115,278
Advances from—
Gover t agencies g ..... .
Trust and deposit liabilities:
179,845 b1 172,946 134 |l
Oth er. .. 141,637 |..__ 72,015 [ 3N PN
Bonds, deb and notes payab
Government ci 118,810 |__.
Other:
Gummteed by the United States 191, 550 - ——-
guaranteed by the United States. 100, 028 ———- -
Other llnbﬂiﬁes (including reserves) 2,543,450 | .. .. .. 8 11 81,709,766 998 | e -
Total liabilities 4,227,801 ) 35 1 2,140, 381 4,954 13
NET INVESTMENT
U.S. interest:
Ineemo-bearlng investment:
B e e . P8 14 11 A—— — 11,952,000 1.98
gs from the U.S. Treasury_..._..__...__.__ Aetmmmeceen D1 ¢ 2N PSR I AP L, 952,000 | .. 1.
Other_ 953, 405 merasemanee
Non- lnwmstnbenﬂng investment:
C apital stoc) 1,056,000 |_ RSN (R R,
10, 608, 830 1,112, 500 1,562,112
Cagitallmtion of assets (net) 1,132,288
... - 1, 559, 180 395, 204
Accumulated net jncome, or deficit (~) —7,449,379 819 31,372 8,096 | —6,319,038
Deposits of general and specinl fund re (~)-- P
Total U.8. interest..__. 30, 666, 437 1, 508, 683 1,593, 484 8,096 5, 732, 962 52,238 931, 876
Total liabilities and investment. 34,804, 238 1, 508, 583 1, 593, 519 8,107 7,873,343 57,192 %31, 880
ANALYSIS OF U.8. INVESTMENT
U.8. investme 38,115,817 1,507, 764 1.362,112 12,052,000 123,048 928, 038
Accumulated net income, or defleit (~). —7,449,379 819 31,372 8,006 | —6,319,038 =70, 810 3,838
U.8. invi t including i y items._ 30, 660, 437 1, 508, 583 1,563, 484 8,096 5,732, 962 52, 238 931,876
Interagency items: .
Due from Government dos (=) -1, 305, 992 —~835, 774
Due to Government i 671,284 | oo ... 27 [cevaaccmmnnmnnl 177, 499
U.8. favestment excluding int y items 30, 031, 699 1, 508, 583 1,593, 511 8.006 5,074,687

See footnotes at end of table, p. 44.
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TanLx 2.—Public enterprise revolving funds, Dec. 81, 1961—Continued

[In thousands of dollars)
Agriculture Department~-Continued Commerce Department
Farmers' Bome Adminis- Maritime Administration
tration—Continued Aviation
Acoount Expansion War risk Inland
of defense insurance | Waterways
Emmncy Agricultural { production | revolving { Corporation | Federal ship Vessel
l 1;8 credit fund mortgage open‘tlom
revolv: insuran, olving
fund fund fand 0 nhd
ASSETS
Cash in banks, on hand, and in transit. 2,346 3,589 966
lF:ndbqhnmwuhtboUS.Tmryl 85,714 2,170 17 8,715 5,140 11,273
Public debt securities (par value). ...
Securities of Government en
U rtized or di (=)
Otber securities. . -
Advances to contractors and agents:
Go' t agencles.
-~ - 6L
Accounts and notes receivable;
Government agencies 602
Other (net) 274 728 2 1,593
3 295
wance for losses (—)
Aecmed interest recetvable:
On pablic debt securities
On securities of Government enterprises .
O 2,380 341 100 B7 |eeocceeaacn
Loans receivable:
govemment agencles. . 3,600
U.S. dollar loans. 46,345 29,623 |- 5,001 3470 {oeeeiieeeeee
Foreign currency loans._ . .
Allowance for losses (—).. —14,701 |- =696 lamaciaeanna
Aeqn!r:l aecuruy or eouatenl (Bet) - 30 145
Land, structures, - 4,802 |o el
W daptecntlon (=).
O (met). 206 Y @
Total. 122,597 36, 509 17 13,816 12,475 20,339
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Accounts payable: .
Government 8gencies. ... ... ._.................._.... RSN (U SV P, 170
L R *) 2,889 |.coeemeccaaaes *) 345
Accrued lisbilities:
Government agencies - b} O IR 70250 [-eoeooeL 1 17
ther_ . - 171 *) 9
Advances from:
Gotgeremmmtagoncles .- - aee]--
Trust ma'ééi&tic liabilities
Bonds, debentures, and nofes peyable: T i -
GOVernment AZENCIes . o o wum oo oo coeeeeen o ocoeceeoacee e oo e - (RN SRR I, (PRI I,
ther:
Guanmteed by the United States.__._.._..._..._ - 1 N P
guaranteed by the United States R L T] [T TN IR JURIURII SRR IR
Other liabmtles (including reserves) - 47 6,783 181
Total Mabilitles. . .. ... . ol 182 72,589 7,250 ™ 48 16,723 2
Bo 64,578 | - N
Non-interest- bemm investment: A N
Csplw stock. - D B e S Lo T LT umpyain PPN PRI SOOI 16, 000
ions . 205, 404 1, 000 -
Cn&‘t’allmlon of assets (net) - -l 12,208
OURT e oo LT . —625
Accumulated net income, or deficit (—) ~83, 443 9, 841 —7,87 17 -13, 530 5,752 22,241
Deposits of general and special fand revenues (~—)_ - [
Total U.8. i e nmetmecatcmscneeccmeerenmn—————————— 122,415 34,011 -7,2°0 17 13,788 5,752 21,617
Total liabilities and invest; t - 122, 597 36,509 ... .. 17 13, 816 12, 475 24,339
ANALYSIS OF U.S. INVESTMENT )
U.8, investment 205, 858 24,170 64,578 | oo 27,208 |, -625
Accumulated net income, or deficit (—) - —83,443 9,841 -71, %27 17 -13, 530 5,752 22,241
U.s. lnn‘rstment including interagency items. .. _....___..___...__ 122, 415 34,011 =720 17 13,768 5,752 21,617
ncy
Due from Government agencies (—) . -4,102
Due to Government agencies. 11 7200 |emeaaeeeee ) N 187
U.8. investment excluding int: y items ———— 122,425 3,01 eeeiaooano . 17 13,769 5,782 17,702
8ee footnotes at end of table, p, 44.
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TARLE 2.—Public enterprise revolving funds, Dec. 31, 1961—Continucd

[In thousands of dollars)

Comnmnierce
Depart- Defense Department
mnent—ceon.
Maritime | Interservice | Air Force
Account Administra- | activities | Department Army Department Navy Department
tion—con.
War risk in- | Wherry Act Defense Defense Defense Defense Defense
surance re- housing production housing production housing productfon
volving fund fuarantees guarantoes guarantees

ASSETS

Cash in binks, on hand, and intransit_____._._._._.________
Fund bal :nces with the U.S. Treisury ¢
Investments:
Public debt securities (par value)
Securities of Government enterpri .-
Unamiortized premium, or discount (—)_
Othersecurities...._________..____ . ______777 7] -
Advances to contractors and agents;
Go‘\‘reemment agencies.__
1

Government agencies. ..
Other (net).........
Inventories...__._.._._
Allow ince for losses (—)..
Accrued interest receivable:
On public debt securities......_..____._..
3{1 hs(..prc'xrities of Government enterprisc

Loans receivable:
Government ageneles. ... e.
Other:

U.8. dollar loans
Foreizn currency loans._.
Allowance for losses (—)..

Acquired security or colliteral (net)

Land, stenetures, and equipment. ..
Accumulated depreciition (=)

Forein currencies....._.

Other assets (Net) .. ..ot i

Ot Il ASSOtS . - . o 2,643
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Accounts payable:
Government agenci - -
Other.. - --
Accrued liabiiities:
:wer O T .
Advances from: e R E
8o;emmem agenc [OOSR SPRIGIAPIRRI A
Trust md’&éi;&ii lisbifities: S N
Gowmment geNCIeS e oaecmemiimcmamacmcaccmecmecanaasnne PR
Bonds deﬂ:ﬁtﬁ& ‘Qizh' Totes payables T T T
Go;:rmment ...................
Guaranteed by the United States. .
Not guaranteed by the United States
Other liabilities (including reserves)
Total labilities - .-
NET INVESTMENT
U.S, interest:
Inwmt-lmring investment:
Caplta ........
P ﬁreowinxa trom the U.S. Treasury.
Vonintere&i:l;éﬁr.ing investment: -
Capital stock____
Appropriations.
8: italization of assets (net)

Aecumulswd net income, or defici

t (—~
Deposits of general and special fund revenues (—)...

Total U8, interest....

Total labilities and investment. .

ANALYSIS OF U.S. INVESTMENT

U.8.investment_____ - - 247,000 |- oneoceeonemaimaccmemnneann]anaa- - .
A lated net § or deficit (~) 2,639 143,724 13,953 47 5,444 475 10, 460
U.S. investment including interagency ftems._ - ... oeeemcmmmiuacmnnn 2,639 390, 724 13,953 47 5,444 475 10, 460
Intersgency items:
Due from Gover t N O PO - FOR R, .- e .- -
Due to Gover cl . —an- o 40 ceeav]eans -
U.8. investment excluding i y items. .. . 2,639 390, 724 13,953 87 5,444 478 10,

See footnotes at end of table, D, 4.
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TaBLE 2.—Public enterprise revolving funds, Dec. 81, 1961—Continued
[In thousands of dollars}

Defense Department—Con. | Department of Health, Interior Department
Educatian, and Welfare

Navy De- Officc of | PublicHealth! Soctal Secu- | Bureau of Indian Affairs Office of
Account ent— | Civil De- Service— | rity Admin. Territoris s—
ontinuod— | fense—Civil | Operation of | istration— Loans to
Laundry | defensc pro- |commissaries,; Bureauof | Revolving | Liquidation private
service, curement narcotic Federal fund for of tHloonah trading
Naval fund hospitals Credit loans housing enterprises
Academy Unions project

ABSETS

interest receivable:
On public debt uecurl .........
securities of Government enterprises

Other
Loans recetvable:

Acquired security or collateral (net;,

Land, structure, and equipment.... .

Accumulated dej pmdaﬂon (=)..
currencies.

92
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m“’%‘i‘; iho Bated Siin
ot guaran
Other labilfties (including reserves
Total Habflities
NET INVESTMENT
U.8. lntemst
terest-bearing investment:
Capital stock. - -
Borrowmahomtths Treasury. . __._ceooeemee - R .
N‘on—lnmen-beadngtnvmment e I I N E N B
Capital xtm-k ...... -
Appropriations. ... ... JTTTTTTTTTTTTTTTT T 1, 500 10 17,798 333
G ntton of assets (net)__.. . - 2 2 350 3
ocnmuxmd net fncome, or dencn [ Z 213 : 50 1,108 —5,013 7% R 20
Deposits of general and special fund re: es (~)...
Total U.8, interest. 213 1, 500 61 1,110 18, 556 284 353
Total liabilities and investment _ . 267 1,501 88 1,870 15, 556 284 353
ANALYSIS OF U.S. INVESTMENT
U.8. investment o e 1, 500 12 2 20, 569 240 333
Accumulated net income, or deﬂc!t (=)ee.. S £ 1 OR 50 1,108 =§,013 44 20
U.8. investment 1ne!n inte; cyftems. .. .. .. ... 213 ’ 1, 500 61 1,110 15, 556 284 a53
s o ding ngen 5, |
Due from Oovomment agencies (—) -~13 -21 |. .
Due to Government agencies....._ 10
U.8. investment excluding interageney ftoms. __........__....._______ 210 1,47 61 1,110 15, 556 284 s

Bee footnoies at end of table, p. 44,
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TaBLE 2,—Public enterprise revolving funds, Dec. 81, 1961—Continued

[In thousands of dollars)
Interfor Department—Continued -
Bureau of C5mmercial Bureau of Reclamation
Fisheries
Alaska Rail- | Bureau of
Account — Al Mines— § Virgin
Rsulmnd-‘ De;elopmm Federal ship Fund for - Co - hland;m
revolving |and opera mortgage | emergency P Corpora!
fund of helftum insurance |- Fisheries expenses, ngr Rlvx:
properties |fund, fishing | ‘ loanfund | Fort Peck | Basin fund
vessels project,
Montana
ASSETS
Cash in banks, on hand, and in e 1
Fund balances with the U.S, Treasury ¢ 8,022 7,426 6 5,371 2,152 74,156 700
Investments:
Public debt securities (par value) ORI USRI IO
Securities of Government enterprises. . . . . - -
Unamortized preminm, or AIBCOUNE (=) euunnncccemeneeesannuammans|ooommmemeomaen]ooocoeocccofeoccccmmmmaann - N ISR,
Other 3 PO
Advances to contractors and agents:
Government agencies. . . 2 50
Other. Si-memessseemsessavcmmcmemeeeesesesemssemeefasmcmmnammsane . — ) . IO,
Accounts and notes receivable: .
Gover agencies . M7 1,070 .- 2 1311 138
Other (net) =~ 743 84 | .- 3B 21 21 375
Inventorles.___... 3,442 1,063 82 26 1,303
Allowance for losses (—) - I IR I, o
interest receivable:
on mb‘: Government terprises : :
of Government en! -
Other. [ DR -- <o
Losus receivable:
Governraent agencies
U.8. dollar loans -- 7,472 - 14
Forelgn currency I080S. . o cvuee oo cmemmeme femcmememmmemee |
ATlowance for losses (—) ~166
Acquired security or collateral (net) ) 1. ) R IR USRI,
Land, structures, and equipment, 133, 302 3 16,914 337303
Accumulated de; =)- -22, 708 —14,459 -m ! —3,116
Foreign curren oo ,
Other assets (net) . 1,734 8,748 10 185 21,770 464
Total assets_ 125, 451 46, 880 6 12,836 18,695 326000 12,145
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m:s

T upasmrrms
Aceountspoynble'

varnment agencies. 49 49 2 438 8
45 2} N T, 1 56 6,628 93
Govemmmt encies. 1 2 -197
ﬂl 505 15 an
Advances from—
Ofher oent agencies- A
Tmst and doposu labflities: -
Government agencies 300 288 17
er. . 61 8 8 5,379 106
Govemmant m:g:om o »
Other:
mranteod by the g;:u(?g] getgtg-
Other uabmu' (mundmg 733 440 1 3 116
Total liabjlfties 1,895 2,547 1 18 (1] 12, 47 215
NET INVESTMENT
U.S. interest:
terest-) investment:
Capital stock
Borrowings from the U.8. Troasury. 5% 0 g;g
Non-interest-bearing investment: ’
Egglrtﬁgmi:ﬂ 167,285 13, 000 1,793 302, 457
. S, » o
+ Capitalization of assets (net). . 18, 886 76 1,588
—63,764 2,067
Aommuhud net income, or deficit (—). 1,148 2,138 5 -182 13,184
Deposits of general and special fund revenues (—). ..
Total U.S. interest 123, 556 44,313 5 12,818 18, 630 313, 563 11,230
Total liabilities and investment. 125,451 46, 860 6 12,838 18, 605 326, 009 12,145
ANALYSIS OF U.8. INVESTMENT
U.8. invest 407 42,178 13, 000 5,446 313, 560 11,604
Accumulated net income, or deficit (~). _ 1,148 2,138 -182 13,184 2 —~464
gg}gmvmt lncludlnz interagency items. 123, 556 44,313 8 12,818 18, 630 - -813, 563- - --11, 280
Due from Government ngencles (=) —~047 ~1,070 |.emnncanannnce -2 -82 ~1381 -138
Due to Government agencies. 3% 1,093 2 2 436 22
U.8. Investment excluding interagency items. 122,059 44,336 5 12,819 18, 580 313,868 11,315

See footnotes at end of table, p. 44,
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TasLe 2.—Public enterprise revolving funds, Dec. 81, 1981—Continued

[In thousands of dollars)
Labor. Dep utment Treasury Department
powdiag Deparomont
ment=-
':onunued Bureau of Employment P Office of the Secretary
Seeurity
Account Advances to
employment Federal Farm
Expnsion secrity Farm labor Mortgage
of defense | administra- supply Postal fund #| RFC liqui- | Corporation | Civil defense
production {tive wccount, | revolving datfon fund | liquidition loans
unemploy- fund fund
ment trust
f1nd
ASSETS
d in transit. T sy 26 136, 280 -
gﬁmmm ot h.nd. an S, TreaSUrY & oo eeneecemmmeaeemmaae 200 40, 360 2,005 748,153 481 210 4
Investments: N
Public debt securitfes (Par value) -..- .o ccoeeeeeeemeeaneencnncecceloeooeeceeeeoaoe e . .
Securities of Government enterprises-. .- ._..... ... __.d 0TI -
Unamortized premium, or ai [ G T O MR
i seowrdtles. ..o oo e .
Advances to contractors and agents:
Government caam 4,909
A Ot i Py I 4,933 12
coounis and notes recel val
Government 32,057 8
Lo T N SR NS 8 35,739 1 o
Inventories. . 102 6,974
Allowance for losses (~)
Accrued Intsrest recei vable:
On Eevariries of Govertmait sterorise
en
i 1,960 138 2
Loans recel :
Government agencies, 250, 550
r: :
!r?.s. dollar lo-n.s.l. 12,602 8,606 1,626 708
‘oreign currency loans. .
. Allowance for lgses - —10, 640 -2,150
Acquired zecurity or collateral (net). 161
- Laud, struct, and equi! 620 | 91,057,751
Accumulaf d depreciation (—). -162 —439, 653
Forelign curr
Otber assets (net)-- 235
Total assets 2,252 292,879 2,833 | 101,588,004 7,339 1,735 4
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Al ts payable: an
ecoun! 3

Government agencies.

Otbher.

Accrued labilities:
Government agencles.

2,150

1

®

Advances from:

Government agencies.
Other

Trust and deposit Habilities:

Government agencies.
Other._ _

114

Bonds, debentures, nnd notes payable:

Govemmmt agen
Gumteed by the Upited States

teedbymel,nﬂed States.

171

Otber llabﬂmes (including reserves).

Total lia.bmms....r

NET INVESTMENT
U.B. interest:
investment:

Capital stock.

129

53,519

2,151

10 337, 685

210

Borrowings from the U.8. Tmamry._.-.-.---..---......_ .......

31,000

Non-hmbmhg investment:
Clplt!l stock.

Cspuﬂxnwm of assets (net)
Otter.

Accumulmd net income, or dencn (-\

—30,8%

1,965

203
e

n724)

1,528

Deposits and )
Total U.8, Interest. - ’

Total lfabilities and {nvestment. ...

101

2,451

- 1,280,410

7,540

1,528

2,252

2,833

1. 588, 094

7,339

1,735

ANALVSIS OF V.8, INVESTMENT
U.8. investment..
Accumulated net Income, or doficlt (~)

U.8. investment Including interagency ftems.

31,000
— 30,509

486
1,965

203
38 %

7,240

Interagency ltems:
Due trom Government agencles (—)
e to t agencies.

101

U.8. investment excluding int ftems

2,161

2,451

1,260, 410

~=37,808
75, 531

7,240

1,525

2188

2,252

2,451

1,288,074

7,253

1,825

See footnotes at end of table, p, 44.
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TABLE 2.—Public enterprise revolving funds, Dec. 31, 1961—Continued

[In thousands of dollars}
Treasury Department—Continued General Services Administration
Bureau of | Office of the
- AL — S| mopanan | Dt
A t or of X] ance | Ex| n ense
8nyment of | the United | ofdefense | Abaca fiber | Corporation | of defense production
ovemnwnt States, check | production program llql:ldutlon production | guaranties
shlpmont {nsurance
fund
. . ASSETS
Cash {n banks, on‘lmnd and in transit_...... s T .- J) P
Fund balances with the U.S . Treasury ¢. 7 2 52 % 1,075 18, 249 6, 226
Investments: E
Public debt securities (par value) ... _...ioocieeunermmreieaeencencceanilon ... . .
Securitles of Government enterprises...... - .
- gnunon!zedpnmﬁnn ordlsoount G T BTt (OISR SRR e 2’ wa--
Advaaces tocontracmsandazenn. - It T T
Government agencies. . .
Accounts and notes receivable:
Government - 6
Other (net) cevemenamtescasacenmatnes - 37 3,505
Inventorfes. ..o oo caae... - -
*  .Allowsnce for losses (—) - -
Accrued interest receivable:
On publio debt securities. .. aee - R
On securities of Gover enterprises. 35 5
‘Loans reee'i-va.bl:: i B R I e I S [ I
ent dgencles..._ L. - memmeeceenann P
ther: ’
U.S. dollar lom T AR IOV O 126,454 {oconmocmeea
m,wm?&m ) R 13,050
-Acquired security or collateral (net)._ ... ... ..ooo--. . - 150 T
uud, structures, and equipment. .- N PN S
iln ulxwed depreciation (—)..._.....
Other assets (net). SR SO SRS SN
~Total 88868 .o 27 39 114,676 9

(43
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LIABILITIES
Accounts payable:
Gover S ) N (R S |/, 3 I
Other._ . .- - ) 1) PSR A k2 PO,
Accrued liabilities:
Gover [ PR P, - - 147, 234 |
Other. ..ol P R,
Advances from:
Government AZeNCIES. . oo v aerev oo ctacnme e ancccmscmennam |me———— . .
Other... PRI NN TN RS M, -
Trust and deposit liabilities:
Government agencies. . -
Other.__. - a3 |l *) -
Bonds, debentures, and notes payable: .
Government i - ) SRR I, |- .
o&.mceea by the United States
teed by the United States. .o |rcacemencc e feremccmer e fomm e ceafac e e e eaee
Other lhbllmm (including reserves) ........ - - 7 SR 1 109 {oevomencccaan
Total liabilities 82 |oameeaees 2 147, 787 |eacemeamemian
NET INVESTMENT
U.8. interest:
Interest-bearing investment:
Capital stock. e . N
Borrowings from the U.8. Treasury-__ ... coeeuonmmmmmmeee)omm e 97.500 |... 1,774,700 |accocmmmmnaans
Noninterest-bearing investment: . ) et
gmpropﬁm e IO 802" ) 518
. P L (1. ST R SPRIRR I PES SE . | 7 I - | ] USSP SNPOR FISPIPIpR Ry Sy B ) ¢ 2 R
: Cnmgeumuon of 88SetS (Met) e m v e aeas [, J
Ot! - 242 11,216 13,210
Accumulated net income, or AeActt (—).....-n. ..o -weoooooons -1,017 -1 17,094 3 19 1 ¥ N PSR, —404,843 6,276
Deposits of general and special fund revenues (—=)._...
Total U.8. interest._... 27 39 114, 594 9 5,210 1,370,372 6,276
Total liabilities and investment 7 39 114,676 99 5,211 1,518,159 6.276
ANALTSIS OF 7.8, INVESTMENT
U.8. investment. 1,044 50 97, 500 11,218 5,210 L,715,218 | o emaae o
Accumulated net income, or defictt (—)- . -1,017 -11 17,0904 =117 [oioioiaann —404, 843 6,276
0.8, investment including inter y items. 27 39 114, 504 99 5,210 1,370,372 6,276
Interagency {tems:
from Goverament L ) TR AR SN -1 -6 s I
_ Due to Government fes.. 1 - 147,329 {oeucomeaanann
U.8. investment excluding interagency ftems. ..ocooeeooeeoee... 27 3 114, 584 ] 5,204 1, 516,754 6,276

Soe footaotes at end of table, p. 44.
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TaBLE 2.—Public enterprise revolving funds, Dec. 81, 1961—Continued
{In thousands of dollars]

Housing and Home Finance Agency

Office of the Administrator
Aocount
Coneﬁe hous-| Public facil- | Public works| Liquidsting | Urbanre- | Community | Housing for
ing loans ity loans ng programs newal fund dls oper-{ the elderly
fund fund
ASSETS
in banks, on hand, and in transit. ... -- -
I!:mdbdmmwt d'U 8. Treasury ¢, 43,215 4. 407 23,418 5,14 251, 206 2,035 78,285
Public debt securities (par value)
Securities of Government enterprises .
ﬂgﬂmmmm, or discount (—)
Advanoe to contractors and agents: .
Government agencies. cane
-Other. 5
Accounts and notes recelvable:
T T 2
Other (net) 161 2 378 67 [O T ISR
B T SN IO S
Allowance for (=) . -
Accrued intereat receivable:
On public u(::b; WGQ ties. :
of Government enterprises.
7.862 902 3 881 2,757 Jeermeaianas 6
Loans receivable:
Gg:'tpmt agencies - - .
gls. dollar loans i 1,054,473 61,670 20,111 101, 505 14,079 1,480
OPOIgN CUTTONCY 10ADS. . o ceee e eneeccecacaccmcmcmmcccccmac|ommmcammcas cofemmaccnmcccmenorec e ccaa e
Allowance 1orlgsu (=) -1.326 1,181 —4,208
Acqutmd security or collateral (nez) ............. 1,317
m“ﬁ and equi, p 5,308 .
-).. ..... ne -5, 189
Othennou (mt).. - 13.176 8374 |- [ 3% PR
Total assets. - 1,104,340 65,827 38, 507 27.075 385,626 6,119 79,771
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Accounts lo:
vel:n,::t 1, ng 432 lgg 909 70 27
Ae(rned liabilities:
Government agencies. 13,428 1,087 1,708
Advances from:
Government agencies.
‘Trust and deposit liabilities:
Qover agencies
2,385 22 42 6,874 124 |ooceianenn -
Bonds, debentures, and notes payable:
Oter, ont sgencies
Guarantesd by the United States
Not guaranteed by the United States.
Other liabilities (lncludinx reserves) “ 59
Total liabilities 16,922 1,720 2 79,547 i b4
NET INVESTMENT
U.8. interest:
Inmon:;t:lnﬂng investment:
Borrowings from the U.S. Treasury 1,080,725 6,727 """"""200,000
Non-interest-bearing investment:
epital ’mt‘i‘:n 43, 000 1 332.234 664, 500 80, 000
S, 3 y d
Otwmg tion of assets (net). . 277, 156 g &33 ..............
Accamulated net mmm. or deficit (—).. =537 ~3,620 TEiE| -1 eu Ty 3 I
Deposits of general and special fund revenues (—)
Total U.S. interest 1,087,418 64,108 36, 597 26,853 346,079 5,926 79,544
Total Mabflities and investment 1,104,340 65, 827 36, 897 27,078 355,626 6,119 70,771
ANALYSIS OF U.S. INVESTMENT
U.8. investment. 1,089, 725 08,727 000 1,220,697 864, 500 4,932 80, 000
Accumulated net income, or deficit (—).. -2, 307 -2.620 —6,403 | —1,103,844 —~518,421 293 —458
U.8. investmant including interagency items. ... o coccenu_ .. 1,087,418 64,108 36, 597 26,853 346,070 5,926 79,544
lntemaency
Due from Gmmmcnt agencies (—) -24
Duse to Government agencies. 14,554 1,487 105 2,614 70 b 14
U.8. investment excluding interagency items. 1,101,972 65,595 36, 507 26,933 348,603 5,908 9,71

Ses footnotes at end of table, p. 44.



" TABLE 2.~—Public enterprise revolving funds, Dec. 31, 1961—Continued

{In thousands of dollars]
Housing and Home Finance Agency—continued Veterans’ Administratfon
Federal Natfonal
Mortgage Association
Account Federal Publfe Canteen | Direct loans |- Loan
Housing Housing service to veterans | guarantee
Spectal Manage- Adminis- Adminis - | revolving and revolving
assistance ment and tration tration fund Reserves fund
functions liquidating
functions
ASSETS
Cash in banks, on hmd, and intransit. . .oomeomomm ool 615 4, 545 1 3,486 20 116
Fund bnlmeus with the U.S. Treasury ¢ 338 6,172 69, 890 148, 652 2,579 260, 741 16, 195
Pubnc debz securities (par value) 752, 964
Securities of Government eutemr 6,493
Ur:amortized premium, o L', ) (ORI (RN
Other securities. 463 -
Advances to contractors and agem,s
Government AZeNCIeS. - oo e ee oo aeemeavi et e e .- .
Other. - 53 59
Accounts and notes receivable:
Government agencies. . e 12,178 12,150 51 53
Other (N6t).. oo cesvenemmmmarmr e ——m———mm—mm— e 1,009 1,592 14,134 446 286 16, 149
Inv - S UL UL [PPSR 4,045
Allowances for losses (—). . leanen ———- -
Accrued Interest receivable:
On public debt securities. el 2,769
On securities of Gover enterprises. -- @86 1,006 85
Other ... - 8,871 5,424 (@] L,711 1,165
Loans receivable:
ggemmem fes - . .-
er: .
U.8. dollar loaus, 1, 881, 181 1, 507, 909 12 236, 161 95,357 |ocomcamaeeaaae 1,309,313 436, 484
Foreign currency 10808 . - . oo ooovooecomommoccmc oo cmeiecnfumcecccesecncaleseencccsesalecaesannmecoanfon e
Allowance for losses (=) .o cvcuooommaaoaoo - 13 —7,380 1—24, 052 —6,482 -1,336
Acquired security or collateral (Net). oo oocoeeeeemcaeracaaeeneae 6,948 4,978 439,009 J-eceeenoo 2,71 138,302
Land, structures, and i L 2SO 682 4,123 8,302 6, 666
%ocn’l::ht«ed d 10T (=) - —cmeeeme e PO, -358 -~2,236 —3,831 -3,170
‘oref cur ! e ececacessassncvansanmenmeanen|ea—————————— PN IR [
Other assets (Net) - - - cooocoocomoamimeecceccccecnenanan .- 45217 57 28 2 103
Total assets_ 1, 924, 222 1, 591, 235 1, 549, 341 248, 405 15,034 1, 575,053 608, 574

98
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Accounts payable:
Gover t agencies. 20 480 141 107
Other..._ 6 10,463 51,974 1,235 20, 803 10, 574
A Go"1 “‘bmnte:cen: cl 34,785 21, 141 1,739 320 20,823
vernmen LN L1410 L7 3200 ...l 20,88 |,
574 668 5,32 706 383
Advances from-—-
Government agencies. -
Other S
Trust and deposit liabilities:
Gover agencies. 116 2,047 302 262
Other. 13,302 17,347 20,230 67 479
Bonds, debentures, and notes payable:
Government agencies. 118, 810
Guaranted by the United States . 191,002 .ot
Not guaranteed by the United States____. 10 RS PR IS
Other liabilities (including reserves) 703 135, 466 2,026 828 1,899 810
Total liabilities. 48,722 40,011 1 508, 620 755,625 3,255 43,615 11,384
NET INVESTMENT
U.8. interest:
Interest-bearing investment:
Capital stock. - - - [
g:;mwinp from the U.S. Treasury.. 1,816,217 1,412, 047 30,000 | eeuamn o 1,530,078 |__.ooooao..
er. - . R
Non-interest-bearing investment:
Capital stock. e mmm————— 1, 000
Appr&%ﬁmons Y 1,179,574 508, 357
8: zation of assets (Met). ... . ________IT7TTTTTTTTTTI|T T 248, 505 -
er. ——. - eeeccfomarpmacacacaa
Accumulated net income, or deficit (=) _...___.....____ .~ " 59, 283 138,277 1,043,721 | —1,264,210 11,415 1,360 88,833
Deposits of general and special fund revenues (—)__.___-_ - 7170 TP TREA SO -
Total U.S, interest.. 1,878, 500 1,551,225 1,043,721 192, 869 11,778 1,531, 438 597,190
Total liabilities and investment. ...__.. - 1, 924, 222 1,591,235 1, 549, 341 248, 495 15,034 1,575,053 608, 574
ANALYSIS OF 0.8, INVESTMENT
U.S. investment. - .- 1,816,217 1,412,947 | 1,457, 080 363 1, 830,078 508, 357
Accumulated net income, or deficit (~) . ... .. _.___"TTTTT 59,283 138, 277 1,043,721 | —1,264,210 11,415 1, 360 88, 833
U.S, investment including interagency items.._...____....__________ ... 1,875, 500 1,551,225 1,043,721 192,869 11,778 1,531,438 597,190
Interagency items:
Due from Government agencies (—) —33,263 —88,273 —86,620 ~12 [t J) P (U,
Due to Gover cl 34,755 21,277 123,076 853 370 20,823 | o eeemennn
U.8. investment excluding interagency items - 1,876,902 1,484,228 1,160, 167 103,710 12,005 1, 552, 261 597,190

See footnotes at end of table, p. 44.

DNITIAD 19dd

28



TaBLE 2.—Public enterprise revolving funds, Dec. 81, 196 1—Continued

(In thousands of dollars]
Veterans’ Administration—Continued Expon-lmport Bank of
‘Washington
Aocount Service- Li?uldnuon
Rental, main-| disabled | Soldiers’ and| Veterans’ Vocational of certain
tenance, and | veterans’ ors special term {rehabilitation| lending Reconstrue-
repair of insurance clvil relief insurance revolving activities | tion Finance
fund fund fund Corporation
assets
ASSETS
Cash {n banks, on hand, and in transit R P
Fund balances with the U.S, Treasury ¢ 2
Investments:
Public dobc securities (PAr VAlGe) ... . ...-cccemeaccnacauccacccnaoa]acncecocennas]
Securities of Government enterprises. . ...ococeecreuorcccccennaccocann

nlmontmdug:u um, or discount ()

Other
Advances to contractors and agents:
Government agencies

Other.

Aocounts and notes receivable:
Qo t agencles
Other (net).._ -

Inventories.

Allowances for losses (—).

Accrued interest receivable:

On public debt rities.
On securities o Governmont enterprises

Ioans.
losses (=)

Wances
Acquired security or eonmm (net)

Land, structures, an
Accumulated depxedmon =)
Foreiga carrenci

Other assets (net)

“Total assets.

ONITIZD 18da



LIABILYTTES
Accounts payable:
Government

Other. __
Accrued labflities:
Goverr

Other.

Advances from:
govcmmmt agencies

ther.
Trust and deposit liabilities:
Government agencies.

er.
Bonds, dehentures, and notes payable:
agencles.

44
1,377

Gover
ther:
Guaranteed by the United States.

Not %uamnmd by the United States.
Other liabilities (Including reserves)..

Total labilities.

18,476

28,710

5,742

NET INVESTMENT
U.S _interest

Interest-bearing investment:
Capital stock

19,017

29, 680

7,218

Borrowings from the U.S, Treasury.

2,000, 100

N Ommt bearing investment
on- - vestment:
Capital stock

Approp
Caplitalization of assets (net).
Othe

4, 500

1,000, 000

r
Accumulated net income, or defielt (~)..

Deposits of general and special fund rovenues (~)

Total U.8. interest.

-21,175

1,871

—6

728,710

Total liabilities and investment... ... ... ...

ANALYSIS OF 1.8, INVESTMENT

U.8 ifnvestment

—16,675

132

3,728,810

2,342

137

394

3,736,088

Accumulated net income, or deficit (—)_.

U.8. investment including interagency items

4, 500
=21,175

2,003
-1,87L

-6

3,000, 100
728,710

Interagency items:
e from Gover t es (—)

—16,675

132

394

Due to Gover cies.

U.8. investment excluding interagency items.

3,728,810

-1
83

~16,675

132

58,461

..,/28.892

See footnotes at end of table, p. 44.

ONITIID J1493d.

68



TaBLE 2.—Public enterprise revolving funds, Dec. 31, 1961~Continued

{In thousands of dollars]
Export- Farm Credit Adminis- Federal Home Loan Bank Board
Import tration
Bank of
Washing- Panama
Account ton—Con- | Short term | Banks for Federal Home Own- Canal
tinaed— credit in- coopers- | Revolving | Savingsand | ers’ Company
Expansion | vestment tives in- fund Loan Insur- | C
of defense fund 1 vestment ance Cor- | tion % -
production fund poration dated;
ASSETS
Ouhlnbanh on hand and in transit - . .. 282 |oneacmraaaan 5,719
ll;und with the U.8. Treasury + 75,116 79,102 208 3, 200 406 19,874
Publlc debt 86CUritien (DAY VAIE) ..o eooeoeeeeccrcmeemmcemms|esecesmceeceefosccemceceee e eomaemme el 396, 500
Securities of Govginmmz enterp! ﬂxte% joor e P S
Unamortized pre! OF AUSEOUNE (=) - - oo oo ccceeccccmmee | cccmenaeenen . - -
Other !mnrlﬂp DAL I 54,885 108,817 {... o iofeeaa-
to contractors and t.
Government agencies. . N - -
Acoounts and nom receivable: )
Govern 2,822
Other (net) 3,867
Inventories. . 9, 810
Allowance for losses (--) ......... e eemmmmmcocecc————— . ~939
Accrued interest receiva
On public debt mmmies ............ - - - - 2,787 |eeeececccnnnc)acanean
On securities of Government enterprises. ISP S, .
11T S 1 o I FUPN 524 |-t ]aees
Loans receivable:
Govu:nmmt OgONCIeS . oo e e SR ORI R S -
U.S. dollar loans 8,047 | oo e 45,000 |ooemnee e e
Forelgn curreney 10ans._ . ... eiieiieieaneeed e oo - J} OO SRR I,
Allowance for losm [ G T, N SRR S, IR I,
Acqulmd soenmy or collateral (et). - oo o ooceeeeceeeeccecmanmmmene e e ea oD 6,032
and equipment. N IRV P A, 423 126 | . 715,453
Aecumu!md d depreciation (~)_ -4 T I 284,
o:hermeu (nez),. DN JUUOUURUN N R 1 81 11,908
‘Total assets._ . V- 8,058 130, 000 185,019 1,849 467, 465 406 483, 546
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Acocounts payable:
Government agencies.
Other. .

Accrued Labilities:

Government agencies.
Otber.

Advances from:

2 oo

142
4,38

5,016
2,825

her. .
Trust and deposit liabilities:
Government agencies

Bonds, debentures, and nom payable: .
Gotg:rmmem .........

uaranteed by the United States

301
41

t:zi by the Unl&ed States.

Other lhbﬂmea (including reserves).

Total HAbIIUES... . onmeceeeooooeeeeeooeoen

NET INVESTMENT
U.8. nx:.\urest

1,757

Bortowmgnjrom the U.8. Treasury.

3,057

Non-inmhuﬂns investment:
Capital stoc)

500, 000

gﬂrtmnum of aasets (net)

coumulated pet y deﬂcn (ot
e e

4,95

314, 081

27,77

~ “Total U.8. interest-____-_..:

Total liabilities and investment..

8, 008

185,919

457,639

ANALYSIS OF U.8. INVESTMENT
U.8. investment.

8,058

1835, 919

1,849

483, 546

Accamulated net income, or deficit (—)
U.S. invmment including interagencyftems. _______. .. ____.__

Inunxcncy
Due from ‘agencies (--)._

3,057
4,951

130, 000

500, 000
~314, 081

440, 887

329, 862
mv

8,008

130, 000

185,919

Due to Government agencies

*)

g8 s(s

440, 887

457,630

-2,822
6,102

U.8. investment exclnding interagency items. ... o eeeeeeo......

8,008

185,010

460, 919

8ee footnotes at end of tadle, p, 44.
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TaBLE 2.—Public enterprise revolving funds, Dec. 31, 1961-—Continued

s

(In thousands of dollars}
Small Business Administration
U.8. Informa.
8t. Lawrence Tennessee | tlon Agency—
Acoount Seaway Valley | Informsational
Development Revolving Finance Authority media guar-
Corporation fund Corporation antee fund
liquidation
fund
10 banks, on hand, and in transit, 40 110 [ P
Fundhthnmw!th 'U.S. Treasury 5. 338 308, 046 353 36,822 *)
Investments: o
Public dobt securities (par value) 17,000 .
Securities of Government enterprises. 34,360
premium, or discount (—) -160 | s
Otber securities. 28,418
Advanees to contractors and agents: a
Government agencies. -8
Otber. 1
Accounts and notes recetvable: .
T O 1m 87 E3
r (net).
Inventories. 131 =
Allowance for losses (—)
Accrued Interest receivable:
e
securities of Government en ses. . .
Other 2,998 37 [ J) U,
Loans receivable:
g.s. idonnr loans. 536,368 3,159
‘oreign currency loans.
Allowance for losses (~). . -17,814 —~857
Acquired Security or COLAYErBl (MOtY....oo-n-----nooosomoooommmmmoooooeomo oo mom oo ooood oo oo 1, 403
Land, structures, and equipment _. 127,330 2,495,822 | ..ol
Aecummn depreciation (—) -3.047 ~523,685 |- csmeemceecanen
Foreign 2,74
Other assets (not) 7 9,825 216 284,647 Loleee e ——
Total assets. 125,036 860, 808 3,340 2,392,930 2,755




Accounts payable:
Gowv et 277 20,302 {eeerecncecrcnane
Other 60 10 [ 59,688 | oeuemcocmaano
Aecrued 1 bilities:
ag 18 9,160 307
Olhar 31 11 9 [ ¥/, 2 R,
Advances from:
Government agencies.
B3 2 AN
'l‘mat and depodt liabilities: 2,011
................
lm- 208 63 -+ + J (U
Bonds, debentures, and notes payable:
¥
Gmnmd by the United States.. .
Not guaranteed by the United Blates. . oo oo oeeeommeoam oo oo oo | oo T T 0 100,000 {-veeeuenncanceca
Other liabilities (including resarves) 105 4,512 97 10, 470 313
Total Habilities 490 713, 901 174 193, 782 619
NET INVESTMENT
U.8. interest:
Interest-bearing investment:
ﬁzm"‘”‘:‘m the U.S. Treasary 120, 747" 20,336
1, N J
Other. & 711,770 559, 778
Nong:ﬂte{eat-beanng investment:
pital
Appro 360, 222 1, 318 Jicmeniccaeeaa
n&:a’fmnon of assets (aet) o 7‘3’ [T 1 SO
Acmmulsud net income, or deficit (~) -7,971 —64,003 -2,932 14 353,659 —18,199
Deposits of genersl ar.d special fund revennes (~)
Total U.8. interest 124, 546 855,007 3.166 2,199,148 2,188
Total labflitles and investment. 125,038 869, 808 3,340 2,392,930 2,755
ANALYSIS OF U.S. INVESTMENT
U.8. investment. 132,517 920, 000 6,009 1, 845, 480 20,
Accumulated net income, or deficit (—) -7,9M —64,003 —2,032 353, 659 -18,199
In U.8. lnvuunmmmmmmunmcymm 124, 548 865,907 3,168 2,199,148 2,138
Due (rom Gommnt agencles (—) *) —43,260 ............. ...
Due to G ent agencies. ¢ ( 208 9,160 22,403 307
U.8. investment excluding interagency ftems, 124,840 865, 067 3,168 2,178,201 2,442

Boe footnotes at end of table, p. 44.



IR Tnx.z 2.~=Public enlerprise revolving funds, Dec. 31, 1981—Continued

t This Agency wuaubuahed and the Intzrmuonn Cooperation Administration Orkwumuonn 5, 1962.
mdthneorpw-tedavelopmtlmnfund abolished at the close of Nov. 3,1961 * Valued at cost, estimated if not known. Ammuinclndlngmmulmddmo-
pursuant to the act spproved Sept, 4.1961(168m -445), and Executive Order No. | ciation, are to some extent preliminary, and sul to adjustmen
10073, dated Nov, 3, 1961, Development Loan Fund functions and the foreign lnveut- 10 The assets and liabilities of this fund exclude resources on ordu of $172,772,000 as
ment guaranty funds were ere transferrod t0-this Agency and 8 new fund for development roponedbythol’uto oe Department.
* 3 "‘"’“m'%ﬁ’ administratt funds BRe ”mymmo‘mvm%}m hml;'ggineducﬂm assots (seo
udes o) ¢ and 've expenses s. ; :
3 Included "Dae 31, 1961, (Bee table 4, footnote 3.) lootnoulstthomd of table 7).
4 See table 1, loomo Includuumulhod urchm discounts amounting to $6,385,000.
$ Includes guaranteed lom and certificates of interest aggregating $895,232,000, which | 14 Includes reserves and unrealized equity in t.ho assets of the Defense Homes Cor-
are held by lending a~encies. pontlonwhichmbamgnquutm by the Association.
+ Forein currency a’s>ts are included throughout the table. (See table 1, footnote 1) 1 The Federal intermediate credit banks investment fund and the production credit
7 Certain and other business-type activities that have submitted st associations investment fund were merged into this revolving fund pursuant to the act
ments of financial condition have guammed and insured loans which were made by appmved Oct. 3, 1961 (75 Stat. 758).
rivate financial institutions. These commitments are of a contingent nature and | ¥ The surplus is considered by the u:vaﬂnbhformmommco
vebecnoxdudedkammwmshem The mjornzenduthatb:ve thess lomandmhtedexpenmwlthmpect tutions.
contingencies and the amounts are as follows: ltumm « !tngereuexpa:monbomwlnummm U.8. Treasury Depart-
ment on which payment has been deferred
Awm’ Thousands| 18 Consists of pet income from power opem!onx of $588,701,000 and net expense of
Development loans. " $60, 496 | ROn-revenue-producing programs of $235,042,
-, Agricul tm Depmment Farmers’ Home Administration: Agricultural 216,643 *Less than $500.
- Commerce Doj t' Federal ship mortgage insurance fund. 377,762
- Housing and Home Finance Arenc{m
Oﬂksaol‘t.!ho Aamhém‘:m renewal fund.. oo ngz&a
Public Housine Administration:
Local housine mthoﬂtg bonds and notes (commitments covered by
ammual contribut 3
Local housing authority temporary notes (the full faith and credit of
* the United sumupledmdtothopayment of these notes)..... 936, 780
Veterans Administration (Jnno 30, 1961) 16, 394, 300
Small Business Administration Ro vine fund 22,174
Defense production guarantees (varlous activitles) oo ooeaaaa... 115,136
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DEBT CEILING 45

The CrairMAN. S6 I understand you to say there is no plan on the
art of the administrdtion, notwithstanding all the talk about these
giﬁei‘ent kinds of budgets, to attempt to change what we call the
administrative budget, and if you did change it, you would have to
borrow money just the same, because if you pay it out you have got
to borrow it, if it is in excess of the revenue? A
So there:is no idea-in mind-at this-time to ask the Congress to change.
the budget or to submit a budget on any basis different from basis of

the administrative budget. .
isnot. I'thm]gst isimportant to comment
()

* Mr. BeLL. No, sir;
that the purposeof“using—the purpose wing these other kinds
of figures, the consolidated cash statément anththe national income
i provide a basig-for useful thinking~gbout questions of

Federal fipfincial policy.
Our pyesentation ﬁ(ﬁ); e budget
intended to make figurep available
differeft kinds P/questio s. The a

inis¢fative budgdt figures are
those/which aré directly relevan the ppblig debt. ey-also are
ﬁle gress in enacting appropriations
uleful to i in making
e d&tures ies of the
t

the res which &F
eachfyear. They are e
lanB and in controllin

thouglit h:}} at all.
hairma a matter
it is no} co the budgpt on which

type of budget used for.the Federal Government.

ow, the {18' & myth—you say there is no myt'about the debt—
but there is aMmiyth with respect to this balangifg the budget “‘over
the years of a id when he spoke in
New York on June .

The usual present-day statement of the accepted standard is to balance the
budget over the cycle; that is, to have set deficits in years of recession with sur-
pluses in years of prosperity. But this formulation assumes that all business
oycles follow the same pattern, which is far from the case. The standard is
clearly inadequate to deal with the situation such as we have been experiencing
for the last 5 years, a situation in which we have had years of recession clearly
enough, but no years of full employment and full capacity use of-our industrial
plants. In such circumstances there is ggainly a serious question as to what
target to choose budget for policy during the period of economio recovery.

That is the statement that you made in New York, Mr. Bell.
And the record will show that this highly publicized theory of balancing
the budget in times of ?rospemy and borrowing them in_times of
so-called prosperity simply hasn’t worked out. I think we have had
& balanced budget five times in the 29 years that I have been in the
Congress. Is that right? : e -

r. BeLn. Yes. ) )

_The CuairMAN. So there is no justification for saying the budget
will balance out if we borrow now because we have a recession, so-
called—sometimes we don’t have much of a recession to start deficit
financing—and pay it back if we have prosperity. Actually we have
been borrowing in times of prosperity as well as times of so-called

85845—62——4

iness cycle.” Mr. Bell




46 DEBT CEILING

recession, isn’t that the history? We have had only five balanced
budgets in 29 years, ‘

r. BerL. I think there might be one or two comments I can make
on that, Mr. Chairman. First, I doubt if this was indeed the policy
which was attempted to be followed during all that period of time,
During the war years, for example, which are 5 years oF that historical
ﬁeriod, of course, the problem of Federal finance was quite different.

usiness cycle thinking was irrelevant to a period of wartime. I am
not trying to say that the financial policy that was followed during
the war was ri? 1t or wrong, but simply that there was a different
situation then from what is assumed in the proposition of trying to
balance the budget over the cycle.

The point I was trying to make in New York was that we have
difficulty in applying that notion;, and have had difficulty in the last
several years, because we have not really had any periods of full
prosperity in the classic sense of the full employment of the Nation’s
work force and industrial plants. And under such circumstances you
are entirely correct, that the policy does not find reality to work
against.

gNow, the question of what policy should be applied in a period
such as we have been in for the last several years, it seems to me, is
a very real and difficult policy question. Thus far this administra-
tion has, as you know, presented a balanced budget as of January of
this year. And whether that will turn out to be appropriate, whether
events will happen as we anticipated then, and whether the policy
will continue to look correct is something that will have to be looked
at from time to time as economic conditions change.

- The Chairman. You have got an experience, haven’t you, of
about 30 years with 25 unbalanced budgets?

Mr. BeLL. Yes, sir. ,

The CuairMAN. I am a little mystified by your statement now—
and the Secretary of the Treasury when he was here a year ago, he
concluded his testimony by saying—

This statement [of March 26, 1961) by President Kennedy on balancing the
budget over the cycle years clearly outlines our budgetary policy from which
we have never wavered.

Now, you are going to have a deficit this year, and you admit it
to be $7 billion, and my personal opinion is that as a practical matter
it is going to be closer to $8 billion, and you are going to have another
big deficit next year, although you stated in January that you would
have a balanced budget with a surplus of $500 million, and if the
Budget Director was correctly quoted in New York, he indicated
great concern that you might have a surplus—is that correct?—and
that if you did have a surplus, it might result in a recession. The
newspapers quoted that.

Mr. BELL. Excuse me, sir. If that was the way it was quoted
in the papers, it was not an accurate reflection.

The Cuarrman. What did you say?
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- Mr. BELL., The concern that we have at the present time is essen-
tially whether the economy is indead going to move on up into a fully
prosperous period. This is at this point a matter on which economic
observers have some differences. Many business economists and
banking economists seem to feel that later this year we may not ex-
gerience the prosperous conditions which the President assumed in his
udget presentation. If we do indeed move upward with the income
and product of the country and have economic prosperity, the 1963
budget will be balanced, may be substantially more than balanced.

If, on the other hand. the economic conditions from now on up to
next spring are less favorable than the President anticipated, then
the budget will not be balanced. This is the key question.

The CHalrMAN, Do you have any question in your mind about
balancing the budget for the fiscal year beginning July 1?

Mr. BELL. I certainly have questions.

The CuatrMaN. You think the budget will be balanced?

Mr. BeLr. I think it depends on how the economy moves.

The Cuairman. I think the Secretary of the Treasury and you
ought to get together on this matter, because he answered a question
from me in regard to the $500 million surplus bi saying that the
President had recommended new appropriations that would eat up
the $500 million or more.

Didn’t you say that?

Secretary DiLLoN. No, sir. I said the recommended new appro-
priations would just about use up the $500 million, but no more.
And I think that was in the Budget Director’s statement.

The CHairMAN. That is what I quoted you as saying.

Secretary DiLLoN. I said no more, just about that much.

The CHAIRMAN. Can you furnish the committee a statement of the
new appropriations that the President has asked the Congress to make
in addition to original budget requests?

Mr. BELL. Yes, sir; we would be glad to.

The CuairMan. Is that in excess of $500 million or not?

Secretary DiLLon. No. :

The CuairMaN. Have you got it there?

Mr. BeLL. I have it in my head only, Senator. If you will permit
me, I will put it in the record.

(The following was later supplied for the record:)
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Legislative proposals for whick specific estimales were not included in the 1968 budget
submitled sn January

[Amounts {n millions)
Fiscal year 1063 estimates .
New obliga- Expendi-
gational tures

authority
Allowance for contin RN $300 $200
Estimated 1963 budget SUIPIUS. . - .cooimmee e cciameicceanerenemeac s e ce i enan 463
B 7 300 663

Less legislative proposals already transmitted which were not specifically
ftemized {n 1963 budget:
Public works construction in distressed areas (appropriation of $600

million was anticipated for 1062).........coeneemniiiia e, 300
Extension of temporary unemployment benefits. ... 1104
Highway Act of 1962; .

Interior. ... 56 [eumnmnacranaan
Agricuiture. . T0 [camemmainnns.
Trade expansion - 107 6
Other (grour practice facilities in health message; Senior Citizens Act;
redyction in adult illiteracy and numerous relatively small items)..... 144 83
Less amendments to the appropriation amounts in the 1963 -budget:
ILM.F. (gﬂg’lnall pro as 1962 item but actually submitted as 1963).. 2,000 §.cennannne
Atomic Energy Commission. .. .. cnviimeniiiiicaiiiiiiiaciaeaas 211 45
Other:
INCreases. o e e ccccmeccemamcacc e cemee e anaaa 45
TEASES. - o nsmeceeoncmecmmseaseec e ammcamenesmereesteeeeannnnas +26 +12
‘Total of changes—transmitted legislative proposals not specifically
itemized and amendments to nppropr&tlons proposed in 1963
DUAReL. . o neeeenieniiiecicirmmtace e nerie i anscenaasannanas 2,844 571
Amount of estimated budget surplus remaining. . .....coicimiii eemcioaannaaes A02

1 Net of budget receipts of $153,000,000 included in legislative proposal.
# Presidential recommendations for which amounts were not itemnized in the 1983 budget and for which
specific Jegislative proposals have not.yet been trapsmitted would be covered by this amount.

The CuairMaN. You still think that with the additional expendi-
tures that there may be a surplus in the next fiscal year, is that
correct? :

Mr. Beun. It depends entirely on the course of the economy and
its effect on receipts to the Government. If the economy moves
forward, as we all hope it will, then the tax system of the country
will yield receipts which would more than cover the expenditures
that we anticipate, including the additional expenditures that the
President has recommended. ’

The CaairMaN. What about the increase in the Federal employ-
ment and other budget increases—are they included in your estimates?

Mr. BELL. Yes, sir; all the increases in cost——

The CHairMAN. You still think, then, that there is going to be a
balanced budget?

Mr. Bern. 1 am stopping short of a prediction, Senator. I am
saying that it depends upon the course of the economy particularly
during the next 6 months.

The Cua1rMAN. If you are going to have a balanced budget, why
are you here asking for an $8 billion increase in debt?

Secretary DiLLo~. I explained very carefully, Senator, that the
increase has nothing to do with balancing the budget. It is a reflec-
tion of the $7 billion deficit we had this year, and it is due to the
short fall in receipts that is seen there in the first half of 1963, the
lighter shaded bar, which has fallen short of the horizontal black
line which is the expenditure part in tpe second half of the fiscal year.
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- In the second half, the surplus of receipts will offset that short fall,
and we would come out even. It is due to the way our Government
receipts and revenues operate. They are much smaller in the first
part of the fiscal year, and they have this particular high peak or
deficit just before December 15 when we receive very large tax pay-
ments, and we have to have debt flexibility to cover that.

The CuairmaN. Isn’t it true, Mr. Secretary, that the balanced
budget was predicated on an increase in the postal rates?

Secretary DiLron. That is right.

4 'I‘h?e CuairMaN. Have you any assurance that that is going to be
one

Secretary DiLLon. No assurance except that the President asked it:

The Cuairman. If it isn’t done, won’t that create a deficit with the
new expenditures that {ou are requesting?

Secretary DiLrLon. That is right. That is what we both stated in
our statements.

The CuairmMaN. What other increased taxes did you recommend,
or did you recommend any, to balance the budget?

Secretary DiLLon. There is a big item in what we recommended for
farm price supports, and if those recommendations are not enacted—
and it certainly looks doubtful at the moment that they will be.

The CrairMAN. Is that included in the budget?

Secretary DiLrLoN. Yes, sir.

Mr. BeLL. The ant.icii)ation of reduced expenditures under the
President’s farm proposal is included in the budget. If the Congress
does not enact the President’s farm proposal, expenditures for farm
price supports will be higher than those indicated 1n the budget.

The Cuairman. Will you give a rough statement of what you esti-
mated from tax increases in determining whether or not there would be
a deficit? You have got the postal rates. Now, what else?

Secretary DiLLoN. The new taxes. I think the postal rates was the
only substantial item of new revenue. We of course estimated that
excise taxes would be extended and the corporate income tax be ex-
tended, and we are %)ing to—

The CuairmaN. Well, the excise taxes were passed by the Senate.

Secretary DiLLoN. We may lose close to $100 million from our esti-
mate by congressional action on that bill.

The CuairmMaN. And then the postal increase would be how much?

Mr. BerL. About $600 million, Senator. :

The CHAIRMAN. So these items may lose pretty close to a billion
dollars, including increased expenditures. If we have to assume that
Congress will make the increases in the postal rates and so forth, I
can’t understand why you think there is a possibility of a balanced
budget in the next fiscal year.

Secretary DiLLoN. What we are trying to say is that if the Conéress
adopts the President’s program, which is the only way the Chief
Executive can figure when he is presenting a budget, that there might
be a balanced budget. The two things which are important are the
state of the economy, which influences revenues, and the action of the
Congress on the expenditure and tax side. They have to be estimated
ahead of time, and our estimates are based on that.

That is why we said that we were not in a position now to make
new and more refined estimates, and won’t be until September, after
the Congress finishes work and we know what happens. And then
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we will as usual in the mid-year review make a completely new esti-
mate which I think will probably be a very accurate estimate. The
estimate we made last October of the deficit has turned out to be
p(l;obably the most accurate estimate that has been made in the last
10 years.

he CHAIRMAN. I won'’t embarrass you by reading the estimates
that you have made in the past.

Secretary DirLoN. Those were not formal estimates. The formal
estimates made last October turned out very well, I think.

The CHAIRMAN. There are some formal estimates; and I remember
the President asked me to come to the White House, and he thought
the deficit for last year would be a billion and a half. He called you
up, and you thought it would be the same. But actually the deficit
was $4 billion. I don’t think any administration—and I don’t con-
fine it to you, it applies to all the administrations I have served
under—has made very accurate estimates about the surplus or deficit.

Secretary DiLLon. It is very difficult, because so many thin
occur. I want to say that I knew we made some estimates in the early
days, and to point out that we have had better luck in our latest one.

he CaairMaN. Do you think the crisis in the stock market is
going to have some bearing on profits?

Secretary DiLLon. It will have a bearing on profits provided in-
dividuals decide to purchase less, or companies decide to spend less for
equipment.

The CuarrmMaN. How much revenue do you get from the capital
gains tax?

Szcretary DiLLon. I think the chances are that the actual revenues
from capital gains will be increased by what happened in the stock
market, because there was much greater volumne and a great deal of
selling. And there is no way of knowing at what prices these stocks
were originally bought, and it may well be that many of them were
bought at lower prices. :

The CrairvaN. It depends on whether the seller mmakes a profit or
not?

Secretary DiLroN. That is right. .

The CuarrMaN. If he has a loss he can carry that forward to some
extent,

In addition, it has been indicated that some companies have been
discouraged from issuing new stocks to put up plant equipment.
I can’t see any encouragement in the stock market crash toward a
balanced budget.

Secretary DiLLon. No, it is certainly an element of discouragement.

The CaairMaN. I don’t want to take too much time, but T want
to get to these matters. ;

Will you state for the record first the Government’s current mone-
tary policy; second, the Government’s current. fiscal policy; and third,
the Government’s current budget policy?

I want that because I am confused, and many people are confused,
because we are talking about different kinds of policies relating to the
exl}endlit,ures of the Government aud to the borrowing of money, and
so forth. “ ‘

Now, would you state the Government’s current monetary policy?

Secretary DinLoN. I would be glad to do that, Mr, Chairman.
With respect to monetary policy, the responsibility for this is vested
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by law in the Federal Reserve System. We do expect, however, that
in working out their monetary policies they will work in consultation
with and with full regard for the administration’s overall program.
Now, that has been the case in the past, and the Federal Reserve and
the Treasury have worked closely together to evolve an interrelated
program of monetary policy and debt management.

e aims of the monetary politﬁ' of the Federal Reserve have been
to keep credit amply available while a significant segment of American
business capacity and Ainerican labor remain unemployed and under-
employed. At the same time their monetary policy has been directed
to maintaining conditions in the money market, including a level of
short-term interest rates that would avoid or minimize the flow of
short-term funds out of the United States, and would thereby provide
major assistance to the Government’s effort to restore balance-of-
payments equilibrium,

n carrying out this monetary policy they worked closely with the
Treasury, because the Treasury’s debt management policy is tied in
closely with the monetary efforts of the Federal Reserve. And we
have worked closely together with our debt management to meet our
overall borrowing requirements at a minimum overall cost. And in
doing that we have issued a substantial amount of short-term securi-
ties or bills. These bills have also helped to meet a demand, a larger
demand, an increasing demand, for short-term securities, and have
buttressed the efforts of the Federal Reserve to maintain an equili-
brium relationship with foreign money markets.

As far as fiscal policy is concerned, this is a separate matter which
is the responsibility of the Executive to propose and of the Congress
to dispose. Our fiscal policy has been to undertake those expenditures
which are deemed necessary both for defense and for domestic pur-
poses, and only those—as the President pointed out when he first
took office.

Our fiscal policy aims at budgetary surpluses when the economy
operates at full capacity, and a balance when the economy approaches
capacity. That was the reason for the President’s submitting a
balanced budget for fiscal 1963 which was based on the assumption of
an economy that wes apﬁmaching full capacity and not really reaching
it during the course of the fiscal year, but only reaching it at the very
end of the fiscal year.

Now, at the same time, I think it is the President’s feeling, the
administration’s feeling, that they should not reduce necessary ex-
penditures at a time when revenue receipts are reduced by an econom,
which is not operating as it should, when it is either not doing as well
as expected or is actuall declininﬁ.

Now, basic to such policy overall is an increase in our gross national
product that is at a substantially faster percentage rate than any
increase in tho debt. This would decrease steadily the burden of the
Federal debt on the people of the United States. That in fact has
occurred practically every year since the war. At the end of the
war the Federal debt amounted to some 128 percent of gross national
product. As of now it amounts to some 53¥% percent, which is sub-
stantially less than half of what it was after the war, and it has dropped
in practically every year except, I think, one. This past year it
dropped about 2 percent.
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I would say that is the outline of monetary and fiscal policy, and I
think it includes within fiscal policy, budgetary policy. Il)‘he Igirector
may have something else he wants to say on that.

Mr. Bewr. No.

The CratrMAN. One factor that hasn’t been considered as it should
be on this cycle idea, is the interest. You pay the interest on debt
whether you are in prosperity or adversity. Now, it so happens that
the interest this present fiscal year would be about $9 billion.

Secretary DiLLoN. This year that we are running in, yes.

Th]e $HAIRBIAN. And the deficit will approach $9 billion, approxi-
mately

Secretary DiLLoN. No, sir.

The CuairmaN. Well, you admit that it will approach 7?

Secretary DirLon. Seven.

The CHairMaN. We will compromise on 8.

Secretary DiLLon. No, sir.

The CuairMaN. I have been trying to bet you a hat on this for
some time.

Secretary DiLron. This one is too easy, Senator. I won't do it.
We will compare ﬁ‘%rures next week.

Senator KErr. What do you want to bet a hat on?

The CHalrMAN. I want to bet that the deficit is going to be over 8,
and I want to bet another hat that next year it is going to be over 6.
If anyone wants to——

Senator Doucras. 1 will take you up on the first one, Mr. Chair-
man, and I will buy you a good hat.

The CuairMaN. What about the second one?

Senator Doucras. No, sir.

The CrarrMaN. When I go up in the mountains I like to take two
hats with me.

What I am getting to is that for this year we are borrowing money
to pay interest, which means interest compounded. If we didn’t
have this interest we wouldn’t have a deficit this year.

Secretary DiLLoN. That is right, if there was no public debt and
no interest to be paid on it.

The CuairMaN. I am interested in interest because it is somethin,
that these people who know much more than I do about financia
matters don’t refer to much. But when you have a debt you pay
interest on it until you pay the debt. So the other day I looked over
the Federal interest eernse and I was surprised to find that since
the Korean war—and that wasn’t so far back—our interest has been
$61,700 million. And if we keep it up at the present rate for the
next period, about 10 or 11 years, it will be $90 to $100 billion over 10

vears, This is something that I think should have consideration.
hat is not a temporary thing. That is not a matter of being pros-
gerous one year and having a slight recession one year, but you are
uilding up a permanent charge against the Government. And I
believe that those who talk about having a deficit one year and then
a surplus the next year ought to take that into consideration.

Now, there is just one other thing. I have asked you a lot of
questions. But I want to go into this. It has disturbed me very
greatly. As you know, since around 1950 we have lost $8 billion of
gold, 1t has gone down from $24.5 to $16.4 billion. And $12 billion
i8 dedicated to back our own currency. We have only $4 billion
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of the so-called free Eold' I have a table here showing since 1930 the
debts, the interest, the budget deficits, the value of the dollar; and the
dollar has gone down steadily—I think one year it went up, in 1949
it went up a half a cent. It is now 46.4 cents as compared to 100
cents in 1939.

I shall insert this table in the record at this point.

Federal debt, interest on the debt, budget surplus or deficit, value of the dollar, balance
of payments, and U.S. gold stock, 1930-63

[From official Government sources)

Gross
public | Interest { Budget | Value of | Balance
debt and| on the |deficitor| thedol- | ofinter- | U.S. gold
guaran- | public | surplus [ lar (by | national { stock
Year teed obli- | dedbt (by | (by fiscal | calendar |paymentsi (by fiscal
gations fiscal yearin | yeirin [(calendar| yearin
(by fiscal| yearin |millions} | cents) t | yeir in |miilions)
year in | millions) millions)
millions)
+$737 83.2 $508 $4, 535
—462 8.4 | 41,132 4,856
-~2,735 101.7 728 3,919
—2,602 107. 4 323 4,318
-3, 630 103.8 | 41,140 7,856
—2, 791 1012 ] 41,174 9,116
—4,425 100.2 +896 ,
-2,777 96.7 ] +1,033 12,318
-1, 177 85| +1,482 12,
-3, 862 100.0 | 41,915 16,110
-3,918 9.2 | —2,89% 19,
—27, 642 [ et
—6,159 94.4 | +1,119 22,624
—21, 490 85.3 ~208 2,737
~57,420 8.3 -1,979 22,388
—51,423 79.0| -1,859 21,173
—53, 941 2| —-2,737 20,213
—20,676 7.2 41,201 20,270
—211,109 [.. RN RN S,
+754 62.2 | 44,567 21,266
+8, 419 57.8 | +1,005 23, 532
-1,811 8.3 +175 24, 466
~3,122 57.8 | 3,580 24,231
44,240 | il
+4-3, 510 53.5 —305 21,756
—4,017 523 -~1,046 23,
-9,449 51.9 1 —2,152 22,463
-3, 117 5.7 ~1,55% 21,927
=13,073 | i e
—4,180 51.9 | —~1,145 21,678
+1,626 511 —935 21,799
+1,59% 49.4 +520 22,623
-2, 819 48.1 -3,520 21,356
-12, 427 47.7 | 33,743 19, 705
+1,224 46.9| -3,92 19,322
-3,8% 46.4 | —2,454 17, 550
Post-Korean war years..............|.......... 53,738 | 18,836 |. .. ... | o]t
Total, 1830-61, actual ... ... ... ... |.......... 123,141 |~266,420 | ... o fecoeiienfiaiiaaas
April 1st June 15
quarter
Estimates and latest actual:
1962, . i 203, 835 8,998 | —6,075 46.0| —1,004 16,434
1963... i 205, 569 9, 400 463 |

1 Based on 100-cent dollars in 1939,
1 Excludes additional U.8. subscription to IMF of $1,375,000,000.
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And coincident with that and the Federal deficits, the gold has gone
out. - We had our big imbalance of payments with foreign nations in
1950. That was $3,580 million. :

In 1947 we had a surplus of foreign payments of $4,567 million.

And then steadily from 1950 with the single exception of 1957,
when we had a surplus of $520 million. We have had deficits in our
balance of payments. The highest was $3,929 million in 1960, there
was another of $3,743 million in 1959, and another of $3,529 million
in 1958.

And coincident with that, and with the loss of the purchasing power
of the dollar, the gold reserves have gone down. So that today the
gold reserves are $16,434 million as compared to the $24.5 billion
n 1949,

Now, what is being done, or what can be done to correct that seepage
of gold which continues?

cretary DiLLoN. A great deal has been done, Mr. Chairman. We
have been active in controlling the outflow. The balance-of-payments
effect of our own expenditures abroad that we can control—our gov-
ernmental exgendit,ures, such as defense expenditures to keep our own
troops abroad——

The CuairMAN. Now, could you itemize our expenditures abroad?

Secretary DiLLoN. Certainly.

The CHAIRMAN. The troops are how many now?

Secretary DiLLoN. The gross troop cost abroad, the defense cost
abroad, which includes the maintenance and everything connected
with defense that it costs us in our balance of payments, has been
running about $3 billion a year.

The CHAIRMAN. There are about 750,000 troops abroad.

Secretary DiLLoN. I am not certain of the number.

’I_‘?he CrAIRMAN. What do you estimate that the tourist trade takes
out

Secretary DiLLoN. Our next deficit has been about $1 billion a
yeoar.

The CHAIRMAN. The bill that you got this committee to pass
against their own wishes incidentally, which reduced the amount of
merchandise that tourists could bring in duty-free from $500 to $100—
has that reduced the dollar outflow?

Secretary DiLLON. Yes. The estimate that we got from our
Customs Service is that it has probably saved us between $100 and
$150 million a year in our balance-of-payments deficit and has con-
tributed to moderating the gold outflow.

The CrairMAN. That is not very much in comparison to the whole
problem.

Secretary DirroN. The problem is so acute that nothing is incon-
sequential, and any way we can get at it we do it.

he CHAIRMAN. We have adverse payments of $4 billion. How
much is the average net loss after bringing back the profits of the
people that put up factories abroad?

Secretary DiLLoN. The average amount of funds that they are
investing abroad each year, direct and portfolio, is about $2.5 billion.

The CrairmMaN. You offset that, do you not, with the profits that
come back? ‘

Secretary Ditron. That $2.5 billion is the net amount of long-term
U.S. capital we send abroad to invest and what foreign investors send

H
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into the United States to invest. It is not offset by earnings from
past investments. :

The Cuairman. When American businesses establish plants abroad,
some profits come back to this country.

Secretary DiLLoN. Yes, but it is not offset, because the profits
would come back even if new businesses weren’t established abroad.

The Crairman. Then the total of American money that leaves
this country is how much?

Secretary DiLLon. You mean the gold?

The Cuairman. No, the total expenditures that you make in
American dollars that go out of this country.

Secretary Dirron. They haven’t all been added up, but last year
we had $14.5 billion worth of imports, so money went out to buy that.
We had $5 billion of service imports, so that makes a total of $20
billion that went out. Our military expenditures were $3 billion.
That is $23 billion.

The CrAIrMAN. On the credit side what is the difference between
the exports and the imports? :

Secretary DirLoN. On commercial account last year we had a
balance on trade of about $3.2 billion.

The CHairMaN. $3.2 billion. Is that the only credit we had got
against these deficits of $4 or $5 billion?

Secretary DiLLoN. Oh, no. We actually have our service exports,
which include income from our investments abroad, which are larger
than our service imports, and we had a credit there of about $1.9
billion. And our total net balance on commercial services and
exports was just over $5 billion, $5.1 billion. Against that we had
to offset military expenditures of about $3 billion, and against that
we had net military cash receipts of about $400 million, a net military
outflow of about $2.6 billion.

The CrairmaN. What is your estimate of total exports?

Secretary DiLLoN. Total exports or export surplus?

The CHAalRMAN. Total exports.

Secretary DiLLoN. The total exports, including those financed by
Government grants and credits, were $19.9 billion, of which $2 billion,
roughly, were financed by Government grants and credits. So
merchandise exports, commercial exports, were just over $17.7 billion.

The CuairmMan. What figures were you taking when you gave this
estimate of $5 billion surplus?

Secretary DiLLon. That was the surplus on commercial merchandise
exports and on commercial services put together.

The CHaRMAN. You excluded the surplus food that we sent abroad?

Secretary DiLLoN. Yes.

The CuamrMaN. That is about $2.5 billion?

Secretary DirroN. I think food and other items financed by
Government grants and credits were $2.2 billion.

The Cuairman. For a long time they were included in the total?
I Secretary DiLLoN. Yes. As you remember, we obtained publica-
tion_of a table by the Department of Commerce that separated them
?ut, and they carry it regularly now. That is the table I am reading

rom.
t The CHAIRMAN. Suppose the time would come, because of a con-
tinuation of this imbalance of payments, when we would not be in a
?osition to honor drafts made upon us by central banks of Europe
or gold instead of dollars, what would happen?
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Secretary DiLLon. Well, I don’t foresee any such time occurring.
So I think that is a purely hypothetical question. We are workin
to achieve a balance in our payments by the end of next year, and.
think that we have every expectation ofy doing it.

The CrairMaN. How in the world are you going to achieve a bal-
ance of your payments? You have got to achieve it by getting about
$4 billion.

Secretary DiLLon. Our overall deficit last year, counting every-

thing, was about $2.46 billion, of which about $2 billion were short-
term money flows. I think those short-term flows will be much less.
Every indication is so far this year that they have been very substan-
tially less than they were last year.
" Our basic deficit, excluding those, was only $400 million last year.
I do think that we can operate with the very substantial savings that
we are making in our military expenditures by getting offsets from
other countries. We expect to save nearly a g,ilﬁon dollars as com-
pared with last year. And with moderate increases in exports, and a
stopping of this private short-term capital outflow, there 1s no reason
why in another year and a half we shouldn’t reach a balance. It is
because our payments have been improving, and improving very much
in this last quarter, that we have lost no gold at all for the last 6 weeks,
which is quite a long period. I say 6 weeks, because this week which
ends tomorrow we will have no gold loss either, and that will make it
6 weeks in a row.

The CuairMaAN. The improvement hasn’t been constant by this
statement that I have got, and I think it is correct. For the first
quarter of 1962 we lost $1.904 billion, I mean we had a deficit.

Secretary DiLLon. No.

" Mr. BeLL. That is the annual rate.

The Cuairman. That is correct, isn’t it?

Secretary DinLoN. Yes, annual rate, that is correct. That is better
than last year. But the second quarter will be very substantially
better than that. Through May, the best figures we have, which are
not broken down, but they were based on balances at U.S. banks and
at the Federal Reserve System, indicate that our deficit for the year
through May was at an annual rate of something under $1.5 billion.
So there was a very sharp improvement for April-May, and there
has been substantial improvement in the second quarter as compared
with the first quarter.

The CHAIRMAN. In 1960 it was 34 billion, practically $4 billion.

Secretary DiLLoN. That is right.

The Cuairman. I would like your opinion as to why the European
banks called on us for $8 billion of gold in & period of little more
than 10 years.

- Secretary DiLron. T think there were largely two reasons for that.
I think they called on us from the end of 1949 up through about 1958,
when they took about half of it, about $4 billion of the total, for a
necessary rebuilding of their depleted gold stock, so that they could
finance themselves and finance their own trade. This enabled them,
at the end of 1958 to begin to make their currencies fully convertible,
which has of course now been completed.
. Thereafter, the gold flow was due to the fact that most of these
central banks operate on a ratio system where they keep a certain
proportion of their resources in gold and another proportion in dollars.
4

3
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As they received dollars over and above this ratio, they converted a
portion of it into gold and maintained the ratio, and that took about
$4 billion more through the present period. :

The CuairmMaN. Do you think there is any incentive in the fact
that they can get gold at $35 an ounce in lieu of dollars, when gold
costs more than that to produce at least in this country? :

Secretary DiLLoN. Well, the fact is that gold in the great producing
regions of the world, such as South Africa, costs less than that to
produce, becauss it is produced at a very good profit. :

The CuairMaN. Isn’t the average cost more than that?

Secretary DiLLoN. It is in the United States, but even there, our
biggest mine, the Homestead Mine, is operating at a profit, though not
much of a profit, at $35 an ounce. But certainly all the smaller mines,’
I think, have been closing and have not been able to operate. But in
any recent years they have produced a very small amount of the world
production. The basic part of the world production, something like
$800 million a year now, 18 coming from South Africa. It is being pro-
duced at a very good profit, and dividends are paid on the South
African gold stocks every year.

The Cuairman. We don’t buy that gold, do we?

Secretary DiLLoN. If and as we buy new foreign gold production
we don’t buy it directly. The great bulk of it is sold on the London
market, and it is distributed through the London gold market, and
some of it may find its way to us through those operations indirectly.
But we buy nothing directly from Soutﬁ Africa.

The CHAIRMAN. at has puzzled me, looking at these figures, is
that in the iast 10 years we have brought in only $520 million in
gold. In other words, the gold that goes out apparently doesn’t
come back, isn’t that right?

Secretary DirLoN. That has largely been the case. But the situa-
tion is improving. We have been able,-and I think we will be able
in the future if we can balance our payments, to obtain gold and obtain
it in reasonable quantities.

- The CnairmMaN. I wish I could sharé your confidence about it, but
we-have lost two-thirds of our free gold in 10 years.

Secretary DiLLon. That is correct. That is why we have to bal-
ance our payments. ‘

The CrAIrMAN. Do you think that these imbalances and loss of
gold put us in some jeopardy? I assume that you are doing every-'
thing that you can do to meet the situation. '

Secretary DiLLon. Yes, sir. One factor, of course, that I am sure
your realize is that in spite of the gold that we have lost we still have
in the United States about 40 percent of the gold in the free world.

The CHAIRMAN. Ten years aﬁo we had 75 percent. '

Secretary DiLLoN. Yes, which was too much.

The Crairman. Do you regard that as a satisfactory condition?

Secretary DiLLon. I think 40 percent is probably about right. I
don’t think that 75 percent was satisfactory, because it made it
impossible for other nations to have convertible currencies or to have
free multilateral trade in the world. 1

The CuairmaN. Hearings have been held to see if gold production
could be subsidized. As I understand it, the testimony was that
production of gold would cost $70 an ounce.
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Secretary DiLLoN. That was a request of the mining interests, to-
have the Interior Department pay them a $35 subsidy, on which
basis they thought they might be able to operate.

The CuairMaN. You opposed it, and I think you were right
because that would have depreciated the dollar.

Secretary DiLrLon. That is right.

The CHatrMAN. And here is a situation that we are in. If we
raise the price of gold we will depreciate the value of the dollar..
Therefore we are in a vise where we can’t meot the world market
price of gold if it goes above $35.

fS(iacyetary DiLon. If it goes above, which it has shown no signs:
of doing.

The CaarrMaN. And the only mine that we have, as I understand,
that has an&r production is in Juneau, Alaska, and in the hearings.
which I read it seems the cost there would be $70. .

Secretary DinLoN. The only good mine that we have is the Home-
stead mine in South Dakota, and it was still operating

The CuarrmMaN. That is a small production, 1sn’t it?
S Secretary DiLLon. It is much the biggest we have in the United

tates.

The CuarrMan. And that is taken up in the commercial use of gold?

Secretary DivLron. That produces about half of all our domestically
mined gol

The CuarrMaN. Do you think at any time that we should release
this $12 billion of gold that is back of our own currency?

Secretary DiLLoN. I believe that the basic reason for gold is as a
reserve for international transactions—and I would hope we would
not, have to use any of it for that——

The CHATRMAN, Wouldn’t that be a sign of weakness in the Ameri-
can dollar if we release the $12 billion?

Secretary DirLoN. Idon’t think it would be so looked upon, because
we are the only country in the world today that has a specific gold
reserve behind its currency, and nobody can get that gold from the
domestic currency side. All the other countries and the monetary
{unds use gold only as a balancing item in international transactions.

The CuatruAN. Mr. Alexander, the president of the Guaranty
Trust, made a speech indicating that that wes a possibility. I com-
municated with him, and he said that he would not recommend it
when the dollar was under pressure. And certainly the dollar is
under pressure with these constant deficits abroad.

Secretary DiLon. We have not recommended it, because it is
an item of domestic controversy here, and we don’t think that a
very emotional debate on a subject like that at this time would do the
dollar any good in the world market. That is the reason we have
never considered making any such recommendations,

The CHairMAN. It seems to me it would be a great mistake to do
it, although I don’t claim to be an expert. But I do think, Mr.
Secretary, that it is a very unsound situation that we have deficits
at home and abroad. e have a deficit in_our budget at home
reaching enormous figures and, while you think an international
balance will be reached, I am very doubtful about that. There
hasn’t been a balance but once in 10 years, and that was with a surplus
of ouly about $500 mill’on, I think it was.

And if ever we would have a ryn on gold—as you know, and why
we ever did it I have never been able to find out, we are the only
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Nation that offers the option of gold or dollars in the settlement of
these accounts with other nations. Am I right about that?

Secretary DiLLoN. Yes; we are the only ones.

The CHaIRMAN. That was started back when?

Secretary DiLLoN. That is the reason, Mr. Chairman, that our
dollar is acceptable and accepted throughout the world as the equiva-
lent of gold, and why there are some $10 billion worth of dollars in
lt,lheladoﬂ“mial reserves of other countries and why they are willing to

old it.

The CrairmMaN. That is the very point I am making, it is so im-
poriant and imperative for us to preserve this free gold, which has
gone down two-thirds in the space of 10 years.

Secretary DinLoN. That is why we have to put our payments in
order and balance them, and that is what we are trying to do.

The CratrmaN. I won’t pursue this any further except to say that
I think it is of enormous importance. And I think that these large
deficits in our domestic budget have a bearing on the gold.

Now, the Secretary will remember that I saw him in Geneva 2 years
ago. Mr. Taylor, from Virginia, was the Ambassador to Switzerland,
and I asked him to have & meeting with the President of Switzerland
and the bankers so that [ could ask them why it was that they had
asked for $2 billion of our gold in 1958, I belicve.

Secretary DiLLoN. 1958.

The CHarMAN, And they indicated that they thought that the big
deficit that we had in 1958 and 1959 of $13 billion, for which they covld
see no justification, was a deliberate effort by this Government to
create inflation. Many people suy that deficit spending is not infla-
tionary, and we had long hearings about it, as you know.

Bernard Baruch said that the most inflationary thing that can be
done is to have constant deficits—and Mr. Martin, the Chairman of
the Federal Reserve—that is what they said about it. And I still
think there is a relation in the minds of people who want a sound
American dollar as to deficits at home and deficits abroad at the same
time.

Now, I want to ask the Budget Director what he has done in order
to eliminate or reduce wasteful and nonessential expenditures.

Mr. BerL. Well, sir, you are of course familiar with the basic budget
process which we go throush each year before the President’s budget
1s prepared and sent to the Congress. This is a process which is carried
on very intensively through the 3 months of each fall, September,
October, and November.

During that period the {)roposed budget of each Government agency
is scrutinized very carefully indeed by the staff of the Budget Bureau,
most of whom, as you know, are permanent employees of the Govern-
ment, and do not change with the administration.

I have personally, now, been through that process in the last 3
months of last year, and there is no question whatever that this proc-
ess is an effective and strong process which results in reducing the
budget proposals of the different agencies by a few billion dollar:
each year. I am not making any claim that the reduction last fall
was different than has been typically the case. I am sure that this
has been true——

The CuairMAN. Do you agree with the Secretary of Commerce,
Mr. Hodges, who said on May 24, that all sorts of money could be
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saved for taxpayers if the Government would get rid of deadwood
on its payroll, and that 10 percent of the employees in his Department
alone were doing jobs started 40 years ago and now are just not needed?
That is his statement. And he is a member of the Cabinet. Was
he right or wrong?

Mr. BELL. Mr. Hodﬁes, of course, knows his Department better
than I do. So far as the Government as a whole is concerned, there
is a strong responsibility which has been placed on each Cabinet
officer and agency head by the President to insist that he does not
carry deadwood or extra personnel.

If Mr. Hodges has identified any individuals who can be reduced
or eliminated, it is obviously his responsibility to get rid of them.
I think the point he was making at the time when that quotation was
made was that the civil service laws and regulations hamper a top
ranking Government official in eliminating——

The CuairMan. Have you ever recommended a change in that so
as to eliminate—does the civil service keep deadwood or unnecessary
employees on the payroli?

Mr. BELL. We have asked Secretary Hodges what changes in the
legislation he would propose, and the matter is under discussion right
now. My own observation has been that a strong minded and deter-
mined administrator in the Federal Government can run a tight and
well controlled enterprise which does not have excess employees. I
think the record of recent years in the Federal Government—this is
not a partisan midtter, obviously—in many respects is very impressive.
I am sure this committee is well aware of many of the figures which
have been made public from time to time. The increase, for exrmple,
in the productivity per person in the Post Office; the increase in the
productivity per person in the Veterans’ Administration, and in the
Passport Office, and in many, many parts of the Government. There
are in most agencies quite well organized continuing management im-
provement programs which are aimed precisely at the objective of
accomplishing the Government’s work with a minimum number of
employees. This has typically meant that as additional jobs have
been assigned by the Congress to the executive branch, the number
of persons in the executive branch has risen less than would otherwise
have been necessary.

1t has not resulted in an absolute decline in Government employees,
because the jobs to be undertaken, the work to be accomplished, have
been rising in total.

The CuairmMaN. At that point are you aware of the fact that in the
budget you submitted on page 41 you estimated that for the next
year the civilian employment would total 2,538,390?

Mr. BeLL. Yes, sir.

The CuairMaN. Now, that is 46,045 over the estimate for the
current year, and it is 131,000 more than the actual employment
last year? '

Mr. BeLL. Right.

The CrairMAN. And you have looked into that, and you think that
is justified?

Mr. BrrL. Yes, sir, we have; we have scrutinized the proposed in-
creases in personnel with special care

The CuairMaN. Why don’t you give Secretary Hodges a free hand,
and if there is deadwood in his Department, tell him to get rid of it?
He could be an example to these other agencies. When a member of
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the Cabinet makes a statement such as he made, that all sorts of money
could be saved, and they are just not needed, why don’t you give him
a free hand to go ahead and reorganize his bepartment and cut out
the deadwood?

Mr. BErL. I am not aware of any way in which I am standing in
Secretary Hodges' way. I certainly would not wish to stand in his

way.

’f‘:he CuarrMAN. If he made that statement and made it publicly,
you are the person that is supposed to be the guardian of the public
purse, aren’t you?

Mr. BeLL. Yes, we advise the President on the efficiency of man-
agement of the Government,

The CraIrMAN. I also understood that the Budget Director was a
restraining influence on spending, not an influence to spending more
and more.

Mr. BeLL. We are certainly not pushing Secretary Hodges to spend
an extra nickel.

The CrAIRMAN. I know you are not, but since he made this speech,
wouldn’t you be justified 1n saying to him, “Go ahead and set up
your plan and the Budget Director will approve it”’?

Mr. BEL. We have discussed the matter.

The CrairMaN. What did you say?

Mr. BeLr. We are working together on the objective.

The Cuairman. Is he going to get rid of anybody that is not
needed?

Mr. BELL. We will have to see.

The CuarrmMaN. You will have to see?

Mr. Beun, His staff and our staff and the Civil Service Com-
mission

The CrarrmaN. He made this statement on May 24, and that is
a month ago.

Mr. BeLL. That is right.
The CHalrMAN. And it is a very remarkable statement. I have

been here a long time, and I don’t think I have ever known a Cabinet
officer to make a similar statement about his own Department. And
I would think that you ought to just write him, just tell him that if
he thinks there is deadwood ami waste and extravagance, and so
forth, to go ahead and clean it up.

Mr. BErL. We haven't written him, but we have proposed to him
that we proceed to review the particular jobs to be done in the Com-
merce Department, the organization

The CHatrMAN, Would you keep this committee informed, because
we are responsible for raising enough money to try to pay these
enormous expenditures, either by authorizing debt, or taxation. Keep
us informed as to what is being done in the Commerce Department
to reduce the personnel! that Secretary Hodges says ought to be
reduced. :

Mr. BeLn. T will be glad to do so.

The CuAIRMAN. And a month has already gone by.

Thank you very much.

Senator Kerr. ) )
Senator Kerr. Do you have any authority either to extend or

reduce the responsibility and the authority of the Secretary of Com-
merce with reference to employment in his Department?

85845—82——3
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Mr. BeLL. No, sir; I do not.

Senator Kerr. Is there anything to keep him from eliminating or
removing from the payroll any person that he has that he doesn’t need,
other than the civil service laws passed by the Congress?

Mr. BeLL. Not that T am aware of.

The Cuairman. Will the Senator yield at that point?

Senator KErr. Yes.

The CuairMaN, As Budget Director you are supposed to recom-
mend the appropriations to the President, are you not?

Mr. BeLL. Senator, the appropriations which we recommended for
the Commerce Department last fall, and which are before tho Con-
gress right now, those are the appropriations which seemed to us to
reflect the minimum number of persons who were required to carry
out the Commerce Department’s business. Secretary Hodges—-

The CrairmaN, But the routine is to go from the Secretary of the
.Treasury to you, isn’t it?

Mr. Igmm. The Secretary of Commerce.,

The CuairMaN, The Secretary of Commerce to you, and then you
make recommendations to the President, do you not, when the
budget is submitted?

r. BELL. Yes, that is right.

The CuairmaN, Therefore you did recommend these expenditures?

Mr. BeLL. Oh, yes. I said I did, but I understood Senator Kerr’s
question to be a different one, nmneiy, whether there was any barrier,
any bar to Secretary Hodges reducilg employees whom he found ex-
cess to the needs of the Commerce Department apart from the civil
service laws and regulations, and my response was that there is no
barrier that I am aware of, of that type.

The CuairmaN. Would you furnish a statement of the increase in
the emgloyees of the Commerce Department?

Mr. BeLw. Yes, sir.

The CHalRMAN. And the increased expenditures of the Commerce
Department that you recommended. \

Mr. BeLL. Yes, sir.

Senator Kerr. Did you recommend to the President a larger or
smaller amount for salaries in the Commerce Department than
Secretary Hodges asked for from you?

Mr. BeLL. A smaller amount than he asked for.

Senator KERR. In other words, you as a Director of the Budget
approved an amount of money for employees less than that which
Secretary Hodges asked you for?

Mr. BewL. That is correct.

Senator Kerr. Are you in a position to tell the committee how
much less?

Mr. BeLL. We would have to look back in the record, Senator, I
did not come prepared for this particular question.

Senator Kerr. I know. But you are positive that it was less than
he asked you for?

Mr. BeLL. Yes; there is no question about that.

Senator Kerr. Would you advise the committee how much less?

Mr. BeLL. I would be glad to.

(The information requested was subsequently supplied by the
Director:)
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The budget request of the Department of Commerce for fiscal 1963 involved
a total employment by the Department of 33,307 persons as of June 30, 1963.
This figure was reduced to 31,541 in the budget allowance approved ()y the
President and transmitted to the Congress in January.

Senator Kerg. I really want to ask Xgu a question or two, Mr,
Secretary, about the debt limit bill. I understood it, the bill
passed by the House makes provision for a debt limit which is differ-
ent during three periods of the next fiscal year, but as to each period
for which provision is made, it is assumed that there will be a balanced
budget for 1963 fiscal year?

Secretary DiLLoN. That is correct. It is assumed throughout that
this will be a balanced budget for the fiscal year.

Senator Kerr. So that the amount of the debt limit as fixed in the
House bill for the three different periods during fiscal 1963 is adequate
provided you have a balanced budget for fiscal 1963?

Secretary DiLron. Yes, as I have stated, it would be adequate
under those circumstances:

Senator KErgr. But only under those circumstances?

Secretary DiLLoN. Only under those circumstances.

Senator KerR. So that actually the bill before us is what is required
for the Treusury to be able to handle the management of the public
debt in the next 12 months in providing a balanced budget?

Secretary DiLLon. That is correct. )

Senator Kerr. Mr. Secretary, do you determine whether or not
there is & balanced budget?

Secretary DiLLoN. No, Senator, I do not.

Senator Kerr. Do {ou have an opinion as to who does?

Seccretary DiLLoN. Yes. This was decided by the action of the
Congress on the recommendations for expenditures

Senator Kerr. Would a direct answer be that Congress determines
whether or not there is a balanced budget?

Secretary DiLLon. Not entirely, because the revenues depend on
the economy. But those two things.

Senator Kerr. I understood that thoe revenues depend on the
productivity of the economy. But theré are no expenditures except
those authorized by the Congress, are there?

Secretary DiLLoN. That is correct, none.

Senator Kerr. So you don’t have authority to reduce expenditures
directed by the Congress in the event revenues do not equal those
which are expected either by the executive or legislative departments
at the beginning of the fiscal year, do you? :

Secretary DiLLoN. I have no such authority. I know that on
occasion Presidents of the United States have from time to time
impounded or delayed certain expenditures that have already been
voted, and there was always a good deal of controversy about it.
They have done it.

Senator Kerr. You mean that they didn’t spend money which
Conar;ass had appropriated and directed that the executive department
spen , '

Secretary DiLLoN. Yes.

Senator Kerr. And any controversy that has arisen has been by
the Congress wanting to know why the executivo didn’t spend the
money that the Congress appropriated?

Secretary DiLron. That is right.
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Senator KeErr. You would be very happy to operate on a less rate
of expenditure if the Congress would make it either possible or
mandatory that you do so?

Secretary DiLroN. I would be glad to operate under whatever rate
of exsenditure the Congress made, and certainly if it was less there
would be greater ease in managing the public debt.

Senator KERrR. Your responsibility, then, is to pay the bills
created by the Congress?

Secretary DiLLoN. That is right.

Senator Kerr. And if the Congress does not provide the revenue
for you to pay those bills through taxation or otherwise, you only
have the alternative either of having the President refuse to spend
the money, although appropriated by the Congress, or borrow the
money, or be in the position of the Federal Government not paying for
something which it has bought under the direction of the Congress?

Secretary DiLLoN. That is correct.

Senator Kerr. Well, I think that makes it a very simple equation.
I will come back to another question or two in & moment.

In the meantime, Mr. Bell, has the Congress in its appropriations
appropriated a total that equaled the recommendations of the Budget
Bureau, or exceeded the recommendations of the Budget Bureau, or
in an amount less than requested by the Budget Bureau?

Mr. BELL. Are you referring to a particular year, Senator?

Senator KERR. ile you have been Director—or have you been
Director long enough to know?

Mr. BeLr. Yes. I have been Director for something over s year,
during which time one budget, the 1962 budget, was essentially
enacted by the Congress last spring and summer. In connection
with the passage of that budget there was—I don’t have the picture
precisely in my mind, but there was a net reduction as a result of
congressional action on appropriation requests in the neighborhood
of perhaps a half a billion dollars below the President’s request. On
the other hand, there were in addition a number of instances in which
the Congress added funds to the President’s proposals. So that the
figure I used is a net figure. Congress increased a number of appro-
priations. In the military field, for example, and in the health
research field, Congress added very substantial sums of money to the
amounts proposed. In other instances the Congress reduced the
President’s proposals.

And if I recall correctly, the net reduction was in the neighborhood
of perhaps a half a billion dollars.

nator KErr. So that during this——

Mr. BELL. We will have to check the figure for the record, Senator.

(The following was later received for the record:)

The expenditure effect of net reductions in appropriations by the Congress was
checked by the Budget Director and found to be substantially correct.

Senator KerR. Is the gentleman that is kind of shaking his head
there of a different opinion?

Mr. BeLL. No, he says he doesn’t remember,

Senator KeErr. So that as your best memory indicates, insofar as
the deficit may be for this current fiscal year, if it exceeds $500 million
it exceeds the request of the Budget Bureau by that amount?

Mr. BeLr. I am not sure I follow that, Senator. -

!
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Senator Kurr, Well, Congress, you say, appropriated an amount
equal to $500 million less than the total recommended by the President

Mr. BeLn, Yes,sir. The deficit for the current year was estimated,
of course, after Congress completed its action. The deficit, in other
words, might have been as much as $500 million more than that,
more than the amount we now estimated, had the Congress enacted
precisely what the President had recommended.

Senator Kerr. The Secretary of the Treasury, I believe, estimated
roughly that the deficit of the fiscal year ending the 30th of this month
will be about $7.25 billion.

Mr. BeLL. We estimate that it will be about $7 billion. In order
to be conservative in his calculations of the debt, he took $7.25 billion,

Senator Kerr. But your estimate is that it will be about $7 billion?

Mr. BeLL. Yes, sir.

Senator Kerr. That is by reason of the fact that Congress appro-
priated that much more money than the Government collected from
taxes and other revenue sources?

Mr. BELL. Yes, that is right.

Senator KErr. Now, if the Congress had appropriated the amount
recommended by the President, the difference would have been
between a deficit of $7 billion as you expect it to be and $7.5 billion?

Mr. BeLn. At the most; that is right.

Senator Kerr. So that if you take full responsibility for that part
of the expenditures which Congress and you hoth agreed upon, and
the figures as they would be if Congress had appropriated the amount
that you agreed upon, the difference in the deficit would have been
about $500 million?

Mr. Beru. The reason [ say at the most, Senator, is that it might
very well have been less, because after Congress completed its action
last year and the various other facts were known, such as the antici-
pated crop yield for last summer’s agricultural season, and so on, the
President instructed his Cabinet officers and ageney heads to reduce
expenditures where they could below amounts authorized by the
Congress. And in a number of cases that was done.

Senator Kerr. Well, was there cnough of such action taken to
offset the $500 million differential?

Mr. BeiL. Yes, sir.  So that actually if the President had author-
ized the spending to the extent that the Congress had approved it,
we could easily have had a deficit that is in the neighborﬁood that
Senator Byrd is talking about.

Senator Kerr. Well, then, the fact is that the President and the
executive department has spent less moncy than the Congress
appropriated?

r. BELL. That is correct.

Senator Kerr. And your present estimate is how much less?

Mr. BELL. Well, the story is a little complicated, and I don’t want
to make any undue claims. Some of the reductions and expenditures

selow what the Congress approved--—

Senator KErR. Appropriated?

. Mr. BeLL. Apgro riated—had nothing to do with economy moves.
‘n_the military field, for example, there was simply a difference of
udgment as to what was or was not required for the national security.
Jther reductions which were made were simply for economy reasons
and represented the deferral of activities,,eyffu‘_eh aré well -warrantéd-
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and would be in the national and the public interest, but which, be-
cause of the size of the deficit, the President felt could be deferred for
a time, and perhaps undertaken in a later year.

Senator KERR. The question that I would like for you to answer is
i ver{ simple question. The executive department has actually spent
less than the Congress appropriated and authorized?

Mr. BeLL. About a billion dollars less.

Senator KERr. About a billion dollars less. Now, reference has
been made to the value of the dollar in 1933. Do I understand from
this table that the chairman had, that he indicated that the dollar
had been at its highest value in 1933 during the last 32 years, at which
time it was worth 107.4 cents in relation to its value in 1939, is that
what the table shows?

Mr. BELL. That is correct.

Senator KErR. Can either of you gentlemen advise the committee
how the value of the dollar could be restored to 107.4 as it was in 1933.

Secretary DiLrLon. The only way to do that, Senator, would be to
reduce the prices of goods in the United States by something over 50
percent.

Senator KERR. As a very simple answer, wouldn't it e correct to
say that you would have to reduce the value of commodities . ..d labor
and services to what they were in 1933?

Secretary DiLrLon. That is right.

Senator Kerr. There is no other way to do it, is there?

Secretary DiLLon. That is the only way; yes.

Senator KErr. So that if we wanted a dollar worth as much in
relation to its purchasing power and in relation to 1939, as the dollar
in 1933, it would be a very simple process to reduce the value of
commodities, agricultural products, labor, congressional salaries, the
salaries of the porters, the fees for all services rendered by lawyers and
doclto:;'s?and nurses, optometrists and others, to what the prices were
in 1933

Secretary DiLLon. That is right; that is the only way; you would
have to deflate prices to the extent they have been inflated.

h_Sen?ator KEeRrR. In other words, the value of the dollar is a relative
thin .

Segcretar DiLroN. Relative, that is correct.

Senator KErr. And another way to say that the dollar is worth
less would be to say that labor and commodities are worth more?

Secretary DiLLoN. That is right.

Senator KERR. And you can say it either way with equal accuracy.

Secretary DiLLon. I think that is correct.

Senator KErr. So if we want to restore the value of the 1933 dollar,
all Congress has to do is to pass the laws that would bring about a
situation where labor and agricultural products and congressional
salaries and all other things for which people pay money could be
purchased by Eeople with money at the same figures and at the same
rates?and at the same level at which they were available to them in
1933 S

Secretary DiLLon. And persuade the President to approve them.

Senator KERR. Con§ress and the President together.

Secretary DiLLoN. Yes.

Senator Kerr. If the people decided they wanted that done, all
they would have to do would be to elect the Congress and the President
that could do that for them? ,
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Secretary DiLLoN. That is correct.

The CaHairmaN. Senator Williams.

Senator WiLLiams. Carrying that to the extreme the other way,
then the way to restore full prosperity so that everybody would be
happy would be to just do the direct opposite, wouldn’t it achieve full
prosperity if we were to double wages, double all services, and cut the
value of the dollar one-half again?

Secretary DiLLoN. Not necessarily at all.

Senator WiLuiams. I agree not any more than the proposals made
by the Senator from Oklahoma?

Senator Kerr. 1 want to correct the Senator from Delaware. I
did not make a proposal. I don't want to put it back to where you
boys had it in 1933. The Senator from Delaware said all you have got
to do is the opposite of the proposal by the Senator from Oklahoma,
and the Senator from Oklahoma didn’t make a proposal, he asked a

uestion. And I want it plain that I do not want it put back where
&e had it when we had the party in 1933.
he CuatrMaN. When Roosevelt came into office in 1933 the dollar
was 107,

Senator WiLLiaMs. You used the value of a dollar in 1939. Who
was President during that period? »

Secretary DiLrLoN. Franklin D. Roosevelt.

Seﬂator 1LL1AMS. And he was not considered such a reactionary,
was he?

Secretar%vaLON. I don’t think he was particularly reactionary.

Senator WiLLiams. Now, Mr. Secretary, the suggestion has been
made that Congress is responsible for the expenditures, and that you
nil]erel{ finance the debt to raise the money to pay it. I might say
that

Secretary DiLLoN. I think that is entirely accurate as far as the
Treasury Department is concerned. The President, of course, shares
the responsibility with the Congress for appropriations, because he
makes recommendations. ‘

Senator WiLLiams. I am in_agreement with that, but I am just
establishing that as a point. But if it is Congress’ responsibility to
act on these appropriations, then Congress must, as it has been pointed
out, accept the responsibility for having apﬂropriated, authorized the
expenditures of the money which creates the $6 billion or $8 billion
deficit which you are going to have in 1962 fiscal year, is that not
correct?

Secretary DiLLoN. That is correct.

Senator WiLLiaMs. And if we have a deficit in fiscal year 1963 it
will result from expenditures which are passed and approved by the
Congress during the suggested 3 to 4 weeks here for your budgetary
requests, is that correct

ecretary DiLrLoN. That is right.

Senator WiLLiams. Now, if Congress does not want the expendi-
tures that result in this deficit, then we should cu: those budgets by
10 percent, and we could save $8 billion or $9 billion, is that correct?

Secretary DiLLoN. If the expenditures estimates, which are about
$93 billion, were all cut by 10 percent, you save $9 billion.

Senator WiLLiams. Of course, you can’t cut all of them, there is
the interest on the debt and certain factors in there which both you
and I realize cannot be cut. But by a 10 percent cut on those items
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items which could be cut we could achieve a deficit reduction of $5
billion to $6 billion, could we not?

Secretary DiLLoN. Yes; if you included defense in that category.

Senator WiLLiams. Now, to what extent would you go along with
the Congress in making cuts in the proposed budget for 1963? ould
you endorse Congress cutting some of these items?

Sccretary DirnoN. Well, the President has made his recommenda-
tions, and those are the amounts that he has recommended.

Senator WiLLiams. I am aware of the President’s recommendations,
I ‘z;m asking you, as Secretary of the Treasury, would you recommend
it

Secretary DiLLoN. I was agreeable to that budget when it was sub-
mitted, and we have to see how it is handled as a whole. I think it
was a proper budget.

Senator WiLriams. I repeat the question. Would you endorse
Congress making any cuts in the budget request for 1963?

Senator McCarruy. Mr. Chairman, I don’t think this is & question
to be asked of the Secretary of the Treasury. It is not his responsi-
bility. He is here to testiffy it is a Presidential responsibility, he can
write to his Congressman if he wants to express his views, but I don't
think he should be called on to make a statement on this.

Senator WirLiams. If it is going to embarrass him I will withdraw
the question, but he is the man that is going to spend the money, and
he seems to have some recommendations, and he was very frank in
assessing the responsibility to Congress, and I agree with him in that
assessment, but he must have some opinion as to the wisdom of
Congress in appropriating the funds. But if he does not have an
0 in?gnul will direct my question to the Budget Bureau Director,

r. Bell.

Do you think that Congress would be responsible if theK made a
few cuts in the President’s 1963 budget request, or do you think they
should be enacted as proposed by the President?

Mr. BeLL. As you indicated, 1t is the responsibility of the Congress
to reach its own decisions on these matters. As far as the decision of
the President is concerned, both the Secretary and I participated in
it as adviser to him, his recommendations are before the Congress,
and they stand as the President’s recommendation.

Se‘?ator WirLiams, And you are not recommending any cut what-
ever :

The CuairMaN. Will the Senator yield at that point?

Senator WiLLiams. Sure.

The CuairMaN. The President in his midyear budget review last
October 26 estimated revenue for the current fiscal year at $82.1
billion, expenditures of $89 billion, and a deficit of $6.9 billion. In
his statement at that time he told his Cabinet members and Depart-
ment heads it would be necessary ““to defer or limit increases in many
programs which in more normal times would be thoroughly desirable,
and to shift present staffs and resources to the maximum extent from
the lower priority work to higher priority.”

Is that order still in operation? ‘

Mr. BELL. Yes, sir. - ,

"The CuairMaN. What has been the result of it? He said it was
necessary to defer a limit increase in many programs, which in more
normal times would be thoroughly desirable, and to shift present
staffs, and so forth, .

!
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Mr. Bert. This was the point that Senator Kerr was asking about
a few minutes ago, Senator. The figuies which appear in the midyear
review dated last October already reflected substantial reductions in
the expenditures which would have been possible under the authorit
enacted by the Congress. So that the expenditure estimate whicﬁ
you have just cited already reflected a number of important decisions
of the kind you are just now referring to. Since that time the Cabinet
officers and agency heads have continued under the injunction that

ou have quoted, and the expenditures in many cases which have, in
act, been made or are being made during this fiscal year are reflecting
improvement in efficiency, and.deéferrals of activities where that can
be done appropriately, in thé judgment of the Cabinet officers and
agency heads concerned. ..AsIindicated in my own earlier statéments,
the present figures are gbout a billion dollars less both on receipts and
on expenditures than,the ones you have just cited, leaving the het
balance at about $7 billion of apticipated deficit. - .

The CHAIRMAN. This statement said the deficit would be $6.9
billion. Has that been changed? R ,
b.lll\_/Ir. BeLL. The;January figure, 1 l}e]iove; waa _almost exactly $7

illion. i ST oo ;

The CrairMaN. What I am askin, /{s, the order in which the Presi-
dent indicated thpt it would be necessary to defer or limit.increases in
the many prograis, and so forth, that i3 still-in exis&ence? ’

Mr, BeLL. It i, sir. ' 3 :

The CHAIRMAN: Now, in yiew of. yéiur prespfﬁ: és_t"xlnfateof the deficit .‘
YBudget Director, hotv fnuch expenditure

on Saturday, Juné 30, Mr.
or reduction has resulted from that order? —-~

I L s :
I don’t expect you, to answer that offhand.> We w\'lll haye to recess

now until 2 o’clock, if that suits you.’ \ \ ' /

Mr. BerL. I already: gave part.of_that answer t‘o-'genawr Kerr,
Before the original est-ih:git}e of $88,985 niillion was made, there had
already been a reduction 1rthe neighborhood of & billion doljafs.

The CHAIRMAN. Be prep;a} to answer these questions” which I
hand you when you come back at~2 o’clock, if you can” I am sorry
we have to make it at 2, but the Ways and-Meatis Committee wants
to have a conference on the tax bill.

The committee will recess until 2 o’clock.

(Whereugon, at 12:35 p.m., the committee recessed, to reconvene
at 2 p.m. the same day.) '

AFTERNQON SESSION

The CoaIRMAN. The committee will come to order.
Senator Williams?

STATEMENTS OF DOUGLAS C. DILI.ON, SECRETARY OF THE
TREASURY, AND DAVID E. BELL, DIRECTOR OF THE BUREAU
OF THE BUDGET—Resumed

Mr. Bern. Senator, the chairman asked me a question just before
we broke for lunch.
. Thg gJHAIRMAN. Suppose you read the reply. Is that the inquiry
made '
Mr. Berr. This is the inquiry; yes, sir.
85845—62——8
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The Cuairmax. All right, read it.

Mr. BeLr. The chairman quoted from the President’s midyear
budget review of last October and asked how much expenditure
resulted from the President’s instruction then that each agency head
should defer or limit increases so far as he could.

I started to say, just as we broke up, the reductions which were made
in response to the President’s instruction were reflected in the figures
made public in October, and the amount of the reduction is roughly
in the neighborhood of $1 billion, so that had the President’s instruc-
tions not been issued and followed, the budget deficit predicted at that
time would have been in the neighborhomf of $8 billion instead of in
the neighborhood of $7 billion as it was.

The question that the Senator asked went on to inquire whether
the President’s instructions of last fall are still in cffect.

They most certainly are.

During the fiscal year 1962, it has been the continuous responsi-
bility of the Cabinet officers and agency heads to carry out the
President’s desire that they defer less important activities wherever
they can and improve the efficiency of their activities.

I have one or two illustrations that might be of interest to the
committee.

During the present fiscal year, for example, it has been found
possible for the Defense Department to revise its requirements for
aviation spare parts, and the net saving, as a result of this, is on the
order of over $100 million.

This saving during the present year was taken into account and a
good part of it resulted in reducing supplemental appropriations that
otherwise would have been necessary—for example, for the atomic
testing program.

Moreover, also in the Defense Department a new centralized supply
and procurement agency has been established, the Defense Supply
Agency, which is expected to make substantial savings in the supply
operations of the Defense Department, as Senator Douglas is very
well aware, and we will be reflecting these savings, have already
reflected some of them in the 1963 budget.

And, as they occur, we will be alert to take advantage of them
during the execution of the 1963 budget.

The Senator’s question also asked how the order was followed up,
the President’s order was followed up, after it was made.

I think the general point can be made that we followed it up at
that time most intensively by thoroughgoing discussions with each
agency of their plans for the fiscal year 1962. We will do the same
thing again after the Congress has completed action on the 1963
budget, to make sure that, as the spending program is actually carried
out during the fiscal year 1963, the President’s instructions are going
to ‘be followed.

Does this respond to the question, Mr. Chairman?

The CuairMAN. Thank you.

Senator Williams?

Senator Wirriams. Mr. Bell, in submitting the budget for fiscal
year 1962 as submitted in January 1961
- Mr. BELL. Yes, sir?

Senator WiLL1aMs (continuing). What were the estimated budget
receipts and the estimated expenditures as reported to the Congress
in that first budget?




DEBT CEILING 71

Mr. BerL. In January of 19617

Senator WiLLiaMs. 1961, as submitted for fiscal year 1962.

Mr. BELL. As submitted by President Eisenhower?

Senator WiLLiams. Well, both.

I was going to ask you the question both as submitted by President
Eisenhower and as submitted by President Kennedy.

Mr. BELL. As submitted on January 16, 1961, the estimated total
receipts for the fiscal year 1962 were $82.3 billion, and estimated
expenditures were $80.865 billion, $80.9 billion.

Senator WirLiams. What were the same figures in the budget as
submitted by President Kennedy for that same fiscal year?

Mr. BeLL. President Kennedy submitted a series of proposals which
did not constitute a completely revised budget document.

Senator WiLLiams, You would not have comparable figures, then,
for that, is that correct?

Mr. BELL, Well, I can give you figures. They were summarized
at two or three different times.

Senator WiLLrams. I will direct my question in this way, then:

What was the actual receipts for fiscal year 1962?

Mr. BeLL. Of course, the actual figures, we are still 1 week from
the end of the year——

Senator WiLLiams. That is right, but you should have them
reasonably close.

Mr. BeLu. That is right,

Senator WiLriams. What are they?

Mr. BELL. The current estimate for receipts in the present fiscal
year is about 81, a little over $81 billion, Senator,

Senator WiLLiams. A little over 817

Mr, BeLL. Yes, sir,

Senator WiLLiams. Receipts were down about 1.3 billion less than
the estimate then, is that correct?

Mr. BeLL. Yes, sir; that is right.

Senator WiLLiams. That is the estimate.

Mr. Bern. About $1 billion, Senator. I am not giving it exactly.
I do not have figures before me that are precise to the $100 million.

Senator WirLiams. For fiscal 1962, receipts are expected to be
about $1 billion less than the original estimate?

Mr. BeLL. Yes, sir; that is correct.

Senator WiLLiams. Now, the expenditures as recommended in the
first budget were how much?

Mr. BeLL. They were about $81 billion, and they are now estimated
at about $88 billion.

Senator WiLLiaMs, About $88 billion,

In other words, the receipts were about $1 billion less than the
original estimate, and, to that extent, $1 billion of the deficit would
be accounted for by less income than had been anticipated?

Mr. BeLL. Yes, sir.

Senator WriLuiams. And the expenditures were about $7 billion
higher, and $7 billion of whatever the deficit may be will be as a result
of the increased expenditures during fiscal 1962; is that correct?

Mr. Bern. That does not add up right, Senator, because the deficit
is only $7 billion.

Secretary DiLron. The original document proposed a surplus.

Senator WiLLiams. Yes.
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Mr. Benl, Yes,

Scenator WiLriaas, In other words, expenditures had been inereased
37 billion over the original estimate?

Mr. Benn, Yes, sir.

Senator WirnLtams. And the income has dropped about %1 hillion?

My, B, Right.

Senator Wirniays. [ point that out to confirm what was said
carlier:

That this deficit with which we are going to be eonfronted here on
June the 30th results largely from increased expenditures during the
past 12 months rather than from a reduction or an overestimation of
revenue,

Mr. Bern, That is right.

It is, of course, true, Senator, as you know, that the total volume
of business, of income, ol production in the economy will be affected
or hins been affected during this year by the Federal budget, and, inso-
far as the recovery has been stimulated by the planned deficit in the
Federal budget, the receipts of the Government are substantially
higher than they would otherwise have been.

But this is an indirect effect through the impact of the budget on
the economy,

Senator WiLniams. You used the word in that statement, a
“planned deficit.”

Mr. BeLL. Yes, sir.

Senator WiLniams. Do 1 understand that this deficit with svhich we
are now being confronted was deliberately planned and something
that you not only anticipated but that you planned for this deficit?

Mr. BeLn. Yes, sir.

A deficit was planned for the fiscal year 1962 deliberately as an anti-
recession measure just as the deficit in 1959 was planned as an anti-
recession measure at that time.

Senator WiLniams. | disagree with the 1959 planned deficit. But
am [ correet in my understanding that the $1.5 billion surplus which
was estimated in the original budget was deliberately done away with
and, in turn, converted into this $7 billion deficit, deliberately and as
a ]{nrt of u planned program?

Mr. BeLL. The anticipated——

Senator Winniams. May T ask:

Is that what you—

Mr, BELn, T am answering you, sir.

The anticipated surplus, as presented in the January 1961 budget,
turned out on close examination not to have been a real one, but, as
we assessed the matter in March of that year, it was plain that there
would have been no surplus, had there been no change in the expendi-
ture program.

Senator WiLniams. That is right,

Mr. Bern. So that the accurate statement of the budget, as best
we could estimate it in March, showed that there would, in [act,
have been a deficit under any circumstances.

But it would have been a small one.

And the additions on the expenditure side were made deliberately
and proposed by President Kennedy because he considered that a
number of Government programs needed to be increased and carried

" out at higher levels, notably defense, space, and various others.




PEBT CEILING ' 73

Now, had the economy heen in a strong position and the President
had Telt it necessary, as he did, to recommend higher expenditures,
obviously he would then have been impelled to recommend additional
taxes to cover those higher expenditures.

Sinee the economy, however, was in a weak position—indeed, we
were at the bottom of a recesston in February of 1961-- the President
considered that it was proper and wise fiseal poliey not to propose
additional taxes to cover the additional expenditures which he re-
garded as necessary to meet the country’s needs,

In that sense, it is entirely correct, in my opinion, to say that the
President aceepted the desirability of a deficit under those circum-
stances, being in a recession and considering that expenditure in-
creases were proper and appropriate to meet the needs ol the country,

This is what I meant by the phrase, the shorthand phrase, “a planned
defieit.”’

Senator Wrinniaas, As a result of this planned defieit during the
past 12 months that is behind us, and looking backward, do you think
1t has been a great achievement, do you think our economy is bouncing
along better, as a result of this planned deficit, or do you think it has
slipped?

Mr. BeLn, The economy has come back very strongly from the
recession low of February 1961.

The figures, the quarterly figures of the increase in gross national
product are very impressive.

We were at about $500 billion annual rate in the first quarter of
calendar 1961, gross nationnl produet.

The second quarter figures for the present calendar year that will
be available in a week or so will probably show an annual rate between
$550 billion to $560 billion, and this is a very sharp recevery from the
recession which was in effect when the President came in.

I certainly would not argue that the deficit in the budget has been
the only contributor to the substantial recovery that has occurred.
but T would say that it did help; it was proper under those circum-
stances to run a defieit, if it was necessary, as the President believed
and as the (longress concurred, to increase expenditures.

Senator WiLnianms, In the face of this substantial improvement to
which you refer and this booming economy, how do you associate
that with what is happening in the stock market today?

Mr. Benn, 1 am certainly no expert on the stock market, Senator.

Senator WiLLiayms., Well, as an expert on finunces?

Mr. Bernn, It has been my understanding that the principal ex-
planation given by everyone, well, by most of the people who watch
these matters closely in New York as well as in Washington, is that
the stock market values were at an unduly high level.

Stocks were 20 to 25 times their carnings, and these are levels
which could only be sustained were there the anticipation of inflation,
ol continuous rises in the price level in the economy.

As it became elear'that there was not going to he a continuing in-
flation, it was nccessary, it was only natural that the stock prices
faced a veadjustment.

This is obviously not an explanation as to why they fell by a cer-
tain amount on any particular day, but this is cortainly a significant
clement in explaining why there has been a substantial drop stuee
the levels of last fall.



"

TR s, B i A

P

. e e

74 DEBT CEILING

Senator Wirrianms. As one who understands the reasonableness
of your explanation and certainly cannot question it, but what dis-
turbs me is my recollection of 1929 when Herbert Hoover said the
same thing.

Mr. Benn. T have not looked up what Mr. Hoover said in 1929,

Senator Winrranms, 1 will not push that, but T think we got the
same explanations, and 1 do not know about the conditions, but that
the market was too high and that it had to have an adjustment,

My, Brwn, I take it we both hope that what followed then will not
follow now.

Senator WiLtams. T am not suggesting that it would, but T am
suggesting that that is pretty much the same explanation.

In your speech, Mr., Bell—and perhaps the moral of this is we should
not make too many speeches, but we all listen to them—I am going
to quote:

Today there is an equally clear consensus that balancing the budget each year
is not the proper standard to follow.

Now, do you think there is anything improper about a standard of
trying to balance the Federal budget?

Mr. BELL., “Each year,” sir, are the keywords in that sentence.

Senator Winnrasms. Which year would you propose that we do
balance the budget?

You proposed it last year? You had a planned deficit, sir.

Now, in the projected next year, do you suggest we should balance
the budget next year, or do you think we ought to have a deficit in
fiscal year 19617

Mr. BELL, 1963, sir?

Senator Wirnriams. 1963, I mean.

Mr. Beun. The budget that the President presented in January
was a balanced budget on the assumption that the economy would
rise, as Secretary Dillon said this morning, to a level of full employ-
ment defined as 4 percent unemployment by the end of the fiscal
year.

If that, in fact, is what happens, we will have a balanced budget
in the fiscal year 1963.

I think we would go further and say that in a year in which we have
4 percent unemplovment or less throughout the budget year, we
would think that it would be desirable to budget for a substantial
surplus, not simply for a balance, Senator.

I think that is the basic answer to your question.

Senator WiLniams. You would recommend a surplus be created
only in years in which you have a 4 percent or less unemployment?

Mr. g:m,. In which we have high employment both of the work
force and of the country’s industrial capacity. There are additional
circumstances which would have to be taken into account, depending
on the circumstances of the time.

For illustration, right after World War II the budget, by and large,
was planned for surpluses, and surpluses were achieved in most of
Mr. Truman’s years, as you will recall. But the surpluses were not
large enough to offset the very great accumulation of liquid purchesing
power which had been created during the war, and, in consequence,
those were years of bud%et surpluses but also years of price inflation.

In consequence, I would think, looking back, that the policy I have
suggested here would have called for substantial surpluses in the
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budget in a period like that, even if the unemployment was not abso-
lutely at 4 percent.

Senator WiLniams, Using that as a yardstick, in how many years
since 1900 would we have had a balanced budget during peacetime
il we deliberately unbalanced the budget in every year in which there
was an unemployment rate higher than 4 percent?

Mr. Beir. I would be glad to check the figures,

Senator WiLnrams. Would you furnish that for the record? I
would be interested.

Mr. BELL. Yes.

(The information requested follows:)

The Bureau of Labor Statistics series of unemployment statistics starts in 1929,
Since then, the peacctime calendar years during which unemployment was 1 per-
cent or less were: 1929, 1946, 1947, 1948, 1951, 1952, and 1953, a total of 7 vears.
In addition, unemployment was below 4 percent during the war years 1943, 1944,
and 1945. Moreover, unemployment was between 4 and 5 percent in the war-
time year 1942 and the peacetime years 1955, 1956, and 1957,

Mr. BeLn. On the other hand, I want it to be clear that T am not
suggesring quite such a rigid standard as you have just indicated.

Senator WinLiams. No; I am not suggesting it. You have sug-
gested it

Mr. Bern. Right. I do not suggest that the question of surplus
or deficit can be settled simply by looking at the anticipated rate of
unemployment. As for the past history of unemployvment, we can
check the figures.  'We will be glad to do so and put then in the record.

Senator WiLLiams. I was just wondering if we did use that—now,
in your statement, you also state

Mr. Beun, May I add one point about that?

Senator WiLLiaMs. Sure.

Mr. Beun. T think it would be of interest to note that in recent
vears, if I can find my copy of economic indicators here, the unem-
ploviment rate has been in the neighborhood of 4 percent in 1955,
1956, 1957.

It has not been that low since 1957, but 4 percent unemployvment
is not unusual—that is to say, we certainly have had many years in
which that level of unemployment has been reached.

Senator WiLLrams. I realize that, but I just wondered if you would
furnish that information.

Mr. Benn. Right.

Senator WiLrLiams, Now, in your statement [urther you said, and
I am quoting:

The recovery topped out too soon.

I will go back:

This is apparently exactly what happened in 1959 and 1960. Here, again,
Arthur Burns and Walter Heller agree the recovery from the 1957-58 recession
sputtered and came to a stop before full employment and full capacity was reached.

he recovery topped out too soon, and the decision to balance the 1960 budget,
in retrospect, seems clearly to have been one of the factors that led to the abortive
recovery and the subsequent downturn in the spring of 1960.

Now, do I understand you figured that balancing the budget in
1960 was a wrong step and it should have been unbalanced at that

time?
Mr. BeLL. That is the conclusion that Arthur Burns and Walter

Heller would agree on.
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Senator WirLiams. That is your
Mr, Bern, Well, yvou know——
Senator Winntams. I am asking vou for your opinion.

Mr. Bewn, Insofar as T understand the problem, Senator, I think
that is correct.

I am, however, relying on the judgment of people like Burns and
Heller, who have studied the matter more closely than I have.

Senator Wrrniams, Then vou said that there were “positive benefits
from a Federal defieit in n vecession.”

Mr. Bewn. In a recession, right.

Senator WiLLiasms (reading) :

Such 2 defieit can assist in expanding purchasing power and employment
without leading to inflation, witness the $12 billion deficit in fiscal 1959 or the $7
billion deficit in the present fiscal yvear, neither of which has been accompanied
by any significant inflationary pressure.

Mr. Benn, Right.,

Senator Winrams, Do you think the $12 billion deficit in 1959 and
the $7 billion deficit which we are just going to end up with for fiscal
1962 is a blessing?

Mr. Ben. I think 1 would rather regard them, Senator, as a
necessary evil.

I do not think any of us like deficits. I think the argument I have
made here is that they ean have some beneficial effects in a recession.

I would think that our objective should be to try to avoid getting
into recessions. If we do that, then we do not face the question of
whether we have to have recessions—I mean deficits, and we obviously
would prefer not to be faced with that kind of a situation.

IT we avoid the recessions, we can and should avoid the deficits.

Senator Wirntams. I agree with you on that point, but what T am

at a loss to understand, though, is: We are confronted with a situa-

tion here on June 30, 1962, in which we have the deficit and a pros-

pective recession both together.

Now the deficit, the planned deficit for the last fiseal year, appar-

. ently did not achieve its ebjective.  Was it too small a deficit?

Do vou think, in looking back, in retrospeet, it should have been

© double?

Mr. BerL. Senator, I personally do not think we have the evidence

at hand as yet to answer that question. Qur assumption as to what
. was going to happen in the economy during the present calendar year

included a number of different aspects, a certain effect from the level
of expenditures and taxation of the Federal Government, and another

. part, probably the most significant part of the change in the economy,

the growth of the economy, which we expected would have resulted

~from a very strong pickup in private investment.

We have had a pickup in private investment as compared with

- ealendar 1961, but it has not been as large as we had hoped. This

is, I think, the most significant difference between the economie cir-

“cumstunces that we projected in January and the circumstances as

they have actunlly developed through the year thus far.

I do not know, I do not have the data in front of me to analyze the
reason for the fact that industrial investment has not risen as much
over lust year as we hoped that it would.

There may be other elements in the economy which will perform
better thun we had expected in Junuary and which would make up
for that difference in the outlook.
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All of us, I think, are looking, are expecting to keep examining these
questions as the ecconomie indieators of the present fiscal year become
clearer week by week, as we go along.

If at any stage it appears that a different economic and fiseal policy
secems desirable, why, it would be our responsibility to recommend
that to the President.

Senator WiLLiams. Thank you.

I will not pursue this further. The chairman pretty well covered
the ngxt question I have to ask. I will merely ask it to put it in the
record.

In speaking of the many different types of budgets, the methods
of computing the budgets, if I understood your answer to the chair-
man’s question correctly, you said there is no plan, nor any thought
on the part of the administration, to change from the administrative
budget as it has been reported to the Congress, is that correct?

Mr. Bewr. No, sir.

I think our essential point is that there are different questions to be
asked; there are different issues of fiscal policy to be faced.

Some of them are best answered by using the administrative budget
figuves, some are better answered by using the eash statement or the
national income account figures.

Consequently, we have regarded the provision of these other kinds
of figures, in addition to those of the administrative budget, to be a
contribution to the facts available for policymaking and not as a
step toward eliminating the administrative budget figures and
replacing them with any of these others.

Senator WiLriams. I think it is well to put those other figures in
for comparison, for study, for use in making your plans,

Mr. Beun. Right.

Senator WirLiams. But when it comes to the actual accounting
system, the question of expenditures and receipts, and the question
of our national debt and financing the national debt, as I understand
it, you are going to continue to use the administrative budget as the
best method, is that correct?

Mr. Beun. Well, we believe that those are the best figures for cer-
tain purposes.

l ;Fhey are the best figures to relate to the changes in the national
debt.

They are the best figures to relate to the actions taken by the
Congress on spending authority in a normal year through the appro-
priations process.

They are the best figures for control purposes within the executive
branch for the spending programs of the different agencies.

They are not the best figures when one wishes to try to analyze the
impact of Federal financial transactions on the economy.

All the cconomists of either party agree that for that purpose the
national income nccounts present better figures, more useful figures,
figures which will give us a better guide. So that it is our cffort to
provide the accounting information which will be most constructive
for whatever the purpcse is that is to be served at a given point in
time.

Whichever the questions are, we want to be able to have the ac-
counts and the figures available that will enable it to be answered
most intelligently.

PO
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Senator WiLLiams, I recognize that each of these reports can serve
its useful purpose.

Mr. BeLL. Right.

Senator WiLLiams. But the reason that prompted my question,
again, was again reading your speech, and I am quoting:

The administrative budget, the set of ﬁ%ures normally discussed in Congress
and in the press, is badly incomplete, misleading in thinking, and a confusing
conglomeration of different kinds of activities.

Now, if it is your opinion that the administrative budget is mis-
leading, incomplete, and a confusing conglomeration of different
activities, how do you think the Congress is going to make any sense
out of it when you submit it to us?

Mr. BerLr. We hope that we can augment the administrative budget
figures by additional figures which correct those deficiencies.

If the Congress would prefer that we correct them by other means,
gy altering the administrative budget, that would be another way to

o it.

This is not our proposal.

Senator WiLLiams. No.

Mr. BeLL. So far as the administrative budget being misleading in
timing, which I think is one of the points that is made there, we do
expect to provide figures on an accrual basis which, as any corporation
knows, are better figures to use for many purposes than cash figures,
the typical figures in which the administrative budget has been pre-
sented in the past.

So far as the administrative budget is, as I indicated there, a
conglomeration of different kinds of activities, I think it is our respon-
sibility to make plain what is included in it, how much of the budget
represents current outlays for goods and services, how much of it
represents capital expenditures of one kind or another, how much of
it represents loans and so on, so that if we make plain what is included
in the administrative budget, rather than regarding it as a uniform
set of data, then I think this will improve the usefulness of the figures
to those who must act on it.

It is misleading, as I indicated, it would be misleading if it were
regarded as a good indicator of the impact of the Federal budget on
the economy.

In that sense, the Federal budget is not a good set of figures at oll.
There are at least two sets of figures which are better.

So it seems to me the desirable function of the Budget Bureau is to
present the record of the Government’s plans and actions in financial
terms so organized as to serve the purposes of those who must make
policy decisions based on the figures.

d Senator WiLLiams. I appreciate that and I appreciate your effort to

0 So.

I was only disturbed that after receiving your budget and studying
it a little bit, to read where you used such strong adjectives in describ-
ing that which you submitted to us.

Now, one other question:

The interest of the national debt, one of the big items in the budget
is the interest on the debt?

Mr. BerL. Yes, sir.
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Senator WiLLiams. What was the interest on the debt in fiscal
year 19627 How much interest did we pay?

Secretary DiLLoN. Fiscal year 1962 is this year.

Senator WiLLiams. That is this year. And fiseal year 1961?

Secretary DiLLon. It will be about $9 billien.

Senator WiLLiams. $9 billion this year?

Secretary DiLLoN. Yes,

Senator WiLniams. Fiscal year 1962.

What will it be in fiscal year 1963?

Mr. BELL. About $9.4 billion,

Secretary DiLron. $9.4 billion was the figure for the 1963 estimate.

Senator WiLLiams. Yes. Well, I noticed in your budget you sug-
gested that about half of that increase was to take care of the increased
debt which is as a result of this deficit and the other half is to take
care of the higher rates of interest on the obligations that have been
issued recently.

I put that in the record because we heard a lot said about the high-
interest policies once before, snd I guess we are going back to paying
more realistic interest rates on the market.

You find, as did your predecessor, I guess, Mr. Secretary, that when
you borrow money, you have to pay the going rate of interest as it is
demanded in the marketplace, is that not correct?

Secretary DiLLoN. That is certainly what the Treasury has to do.

The going rate of money in the marketplace is somewhat influenced
by the credit policies, monetary policies of the Government as set by
the Federal Reserve System. But the Treasury, when it borrows
money in the market, can only pay the going rate, Senator.

Senator WiLLiams. Do I understand that the Federal Reserve is
raising the interest rates deliberately at this time?

Secretary DiLLoN. The Federal Reserve System has been keeping
credit fully available on a very generous basis so far, and is continuing
to do so as long as there is unemployment and as iong a8 our manu-
facturing capacity is not being used to the full extent.

However, at the same time it has an equally important duty to help
preserve our gold stock, and on that side it has been operating to see
that the short-term interest differentials stay reasonably in line.

At present, as of today, there is a small advantage to buy British
Treasury bills as compared to U.S. bills by about less than two-tenths
of 1 percent.

That is not significant and money does not shift with that narrow
a margin, but if that margin would rise to as much as one-half of 1
percent, there would be substantial shifts.

So that has to be constantly borne in mind.

Senator WiLLiaMs. Speaking of gold, this morning, I think, you
referred to the fact that we had lost about $2.5 billion in gold last
year as a result of the American capital for investment in plants
abroad, was it, or what was that?

Secretary DiLLon. No.

I said there was about $2.5 billion that was invested abroad. That
(\ivaf? one of the items entering into our overall balance of payments

eficit.

Senator WiLriams. Yes; I understand.

Secretary DirLon. Which also happened to be about $2.5 billion.

But certainly you cannot put too much weight on that one item?
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Senator WiLLiams. Oh, no. I did not intend it that way:.

Secretary DiLLon. Now, the gold loss was only about $850 million.

Senator WirLiams. I did understand that you had placed some
emphasis on that point.

Secretary DiLLon. No.

Senator WiLLiams. The reason 1 brought that up and raised the
question, how much did we receive in dividends from these invest-
ments, from our American investments abroad?

Secretary DiLLoN. Last year I think we received about $3 billion.

Senator WiLriams. About $3 billion?

Secretary DiLr.ox. Maybe a little over.

Sentor WiLLrams. A net gain of about $500 million.

Mr. Secretary, are you going to recommend a tax cut at any time
in the near future?

Secretary DiLon. We have stated many a time, for the last year
and a quarter, that we intended to submit a tax reform program for
action early in 1963. Part of that, I have stated, I think in answer to
questions of yours at other hearings, would be an overall restructuring
of the income tax rates.

I have stated-that restructuring is reduction as far as the income
tax rates are concerned, and that we intended to broaden the base to
recoup those funds in whole or in part.

The President has since then indicated that the amount to be re-
couped in this program will not be as large as the reduction. -

The 1959-60 experience and again this time shows that our tax
burden, the way it happens to impinge on individuals and corpora-
tions, is too heavy and acts as a brake against our economy moving
toward full employment.

So that is one of the major reasons we wish to reduce it up and
down the line, and I think that is generally accepted now in business
circles and among economists and in foreign government circles as
being a worthwhile objective.

Senator WiLLiams. The reason I asked the question was to see
whether your plans have materialized any further than they were as
compared with the last testimony.

Secretary DiLLoN, Noj; just the same.

Senator WiLntams. Do you have any idea when schedule F will be
available? )

Secretary DiLLon. The President announced at one of his press
conferences that it would be available, I think, in 30 days, and at
another he said on July 6. We are working very hard to live up to
that date, and I think we will make it.

Senator WiLLiams. Thank you.

That is all.

The CuairMaN. Senator Douglas?

Senator Dougras. Thank yecu, Mr. Chairman. i

Gentlemen, I feel very apologetic about asking you any questions
at all because you have been here now 2 hours and 50 minutes this
morning and 45 minutes this afternoon, and you have been subjected
to 2% hours of questioning. ‘ ) i .

I hope you wﬂl forgive me it I ask a few questions which are designed
to put some familiar facts in a different and, I believe, more accurate

perspective. ,
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Let me start out with a couple of personal disclaimers. I am not
enamored with debt as such. I do not think my worst enemy could
accuse me of approving of wasteful expenditures. But I would like
to ask this question to begin with.

In any private corporation, if it presents a balance sheet, does it

resent merely the liabilities, obligations, and debts, or does it also
mclude the assets?

Secretary DiLLon. It also includes assets on one side and its
accounts and liabilities on the other.

Senator Dougras. But in the examination which has been given
to us thus far, the emphasis has been exclusively upon debt, is that
not true?

Secretary DiLLoN. On Federal debt; that is right.

Senator Dovucras. That is correct.

Now, you are aware of the fact that the Committee on Govern-
ment Operations of the House of Representatives has put out a study
listing the Federal real and personal property inventory?

Secretary DiLLoN. Yes, Senator. I am full‘y aware of that.

Senator Doucras. I hold in my hand, as a Senator once remarked,
a copy of this report as of June 30, 1961, and on page 13 of that report
there is a grand recapitulation of the personal and real assets of the
U.S. Government as of June 30, 1961.

Now, this states that the personal property, total personal property,
owned by the Federal Government as of that date, had a value of
$201,007 million.

Secretary DiLLon. That is correct.

Senator Doucgras. And real property, $81,925 million.

Secretary DiLLoN. Also correct.

Senator DoucLas. Or a total of $282,932 million.

Now, these were in terms of original cost, is that not true?

Secretary DiLLoN. Yes;in general.

Senator Doucras. And in the cases of real property, public lands,
and the rest, for instance, donated or otherwise acquired at no cost,
only $285 million.

f we were to include reproduction cost, the real property value
would be vastly in excess of the $82 billion listed? ‘

Secretary DruLon. I think that is correct.

The major item that is not at original cost is the public domain
acreage which includes mineral resources, and they have been given
some evaluation by the Interior Department. That is the major
item.

The rest are mostly original. .

Senator Doucras. As of that date, June 30, 1961, was not the
Federal debt $289 billion?

Secretary DiLLoN. That is right.

Senator Doucras. So that the assets, even in terms of original
cost, were approximately equal to the national debt, is that not true?

Secretary DiLLoN. These assets; yes, that is correct.

Senator DouaLas. Yes.

And if reproduction cost were taken into account, in all probability
the assets would have exceeded the national debt?
| Secretary DiLLoN. At reproduction costs, they undoubtedly would
1ave.
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Senator DoucLas. In other words, those who speak of the bank-
ruptey of the Federal Government do not take account of the assets
which the Federal Government owns. :

Now, may I ask a question about the nature of the Federal budget.
." Do we include in our administrative budget capital investments
which the Federal Government makes?

Mr. BeLL. Yes, sir; we do.

Senator Doucras. Do we include loans which we make, upon which
interest is paid, and upon which the principal is also to be paid?

Mr. BELL. Yes, sir; we do.

Senator Douaras. Do we include investments in such items as
reclamation where, although no interest is paid, the principal is
returned? :

Mr. BeuL. Yes, sir; we do.

. Senator DouarLas. Do we include capital investments which,
although neither interest or Erincipnl is paid, presumably do add to
thu)roductive efficiency of the country?
. BELL. Yes.
" Senator Doucras, Now, may I ask this: '

Will the private business corporations of the Nation include in
their current operating expenditures the capital investments which
they make?

. Mr. BeLr. Not in their current outlays. They, of course, include
depreciation.
nator Dovaoras. Yes, I understand.

But they isolate, do they not, their capital investments from their
operating expenses?

Mr. BeLr. They do.

Senator Doucras. Whereas in the Federal budget we combine
capital investments and operating expenses?

r. BeLL. That is correct.

Senator Doucras. So that the standards which we impose upon
the Federal Government through the administrative budget are much
more severe than the standards which private corporations such as
A.T. & T. impose upon themselves, is that not true?

Mr, BeLL. That is.correct, Senator.

If A.T. & T. kept its books the way the Federal Government does
in the administrative budget, A.T. & T. would typically show a deficit
every year.

Senator Doucras. Now, some months back, Mr. Bell, I asked you
to gather figures on the budgets of major foreign European countries,
Britain, France, Germany, Italy. Have you had such study made?

Mr. BeLr. Yes, sir.

Excuse me, sir, we did not have it made. It was already being
made under a study crgani.ed by the Brookings Institute.

Senator Douaras. Yes.

Mr. BELL. We obtained the figures at your request.

Senator Dovaras. Yes. "

Now, let me first ask:

Does not the United Kingdom separate their capital investments
from their current operating expenses?. .

Mr. BeLL. As I understand it, Senator, they make a distinction
between what they call items above the line and items below the line.

Senator Douaras. Below the line consists of capital expenditures?

/

.
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Mr. BELL. It is not as clean as that.

As I understand it, they include most of their capital expenditures
below the line, but also from time to time some other items.

Senator DoucLas. Most of the capital expenditures are below the
line, is that not true?

Mr. BeLn. Yes, sir; I believe that is correct.

Senator Doucras. Is not this also true in France?

Mr. BeLL. They use still a different distinction but, nevertheless,
they also have a split budget.

Senator DoucLAs. Yes.

Mr. BErr. In which some of the public expenditures, some of the
Central Government’s expenditures, are regarded as not requiring
coverage by the current revenues.

Senator Dovaras. Yes,

Mr. BeLL. It is appropriate to borrow to cover part of the French
national budget every year.

Senator Doucras, What about West Germany?

Mr. BeLL. The same.

All the European countries, without exception, so far as I am aware,
have some form of split budget.

Senator Dovuaras. Now, 1If they were to combine their capital ex-
penditures with current operating costs, as we do, in how many years
would France have operated at a deficit? :

Mr. Bern. Well, tiis study which was made under the Brookings
Institution, I think, comes Eretty close to answerilig your question,

It was an attempt to put the budgets of the West European govern-
ments into the same terms as our consolidated cash statements.

Senator Douagras. Right. ‘

Mr. Beun., And, having done that as well as was feasible, the results
were to show that the French budget on those terms would have shown
a deficit in each of the last—well, the figures were from 1951 through
1960, the French budget would have shown a deficit in each of those
years. v

Senator DouGras. And it has been in this period that France has
had tremendous economic improvement, is that not true?

Mr. BeLL. Particularly the latter part of this period; yes, sir.

Senator Douaras. Now, in the case of the United Kingdom?

Mr. BeLL. They showed, of the 11 years, 1950 through 1960, they
showed two surpluses and nine deficits by that particular comparison.

Senator DouarLas. And in West Germany, I think in West Germany
you could only make the comparison for 8 years?

Mr, Bewn. 1955 through 1960.

d‘ ;il‘he first 2 of those years showed surpluses; the last four showed
eficits.

Senator Doucras. And in the United States, out of the 11 years?

Mr. BeLr. Five surpluses and six deficits. :

Senator Doucras. Are these the proper proportions: that deficits
were incurred in eighteen thirty-thirds of the time in the United States?

Mr. BeiL, I guess so, sir.  That is in here somewhere.

Senator Dovaras. I am reading from page 24.

s Mr. Bew. Yes, that is correct, eighteen thirty-thirds for the United
tates.

Senator Dovuceras. And in the United Kingdom deficits were
incurred twenty-seven thirty-thirds of the time?
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Mr. Bew. Right.

Senator Doucras. In France, thirty-three thirty-thirds?

Mr, Bew. Right.

Senator DougrLas. And in Germany twenty-two thirty-thirds?

Mr. BeLL. Right.

Senator Doucras. So that on this basis the United States has made
a better record than any of the nations in the NATO Alliance?

Mr. BEeLL. It depends on whether——

Senator Dougras. On this basis?

Mr. BeLL. You used the word “better,” Senator. They had
a record showing—the United States had a record showing more
surpluses comparatively than any of these other countries,

Senator Dovcras. I am using this term just as my eminent col-
leagues have used it.

Mr. BewL. Right. :

Senator DoucLas. Now, is it not true that if we were to use the
European system and isolate out the capital investments, that in
most of the years we would show a surplus? :

Mr. BerL. These are figures you have asked us for, Senator.

Senator Doueras. Yes.

Mr. BerL. And we have not yet managed to put them together.

Certainly the result would be to show more surpluses than our
system of accounting has shown in the past. I do not know that it
would have turned every deficit into a——

Senator Doucras. No; when we had a deficit of $13 billion, I do
not think it would.

Mr. BeLL. Right.

Senator DougLas. Now, we used to hear a great deal of talk about
inflation.

You are acquainted with the monthly economic indicators?

Mr. BELL. Yes, sir.

Senator Douaras. I would like to ask you to turn to page 24 of
the current indicators.

Pl:?obably the best measure is that of wholesale prices; is that not
true

Mr. BeLL. Yes, sir; that is so regarded.

Senator Douceras. Now, if you take 1957-59 as 100, what is the
'gld(la?? as of June 12 of this year, 2 weeks back, a little over 2 weeks

ac

Mr. BeLL. 100.1.

Senator Douaras. In other words, the wholesale price level now is
virtually identical, I think we can say is identical, with the average
for the 3 years 1957-59?

Mr. BeLL. That is right.

Senator Doucras. If you will notice, this has been almost constant
during this entire period; is that not true?

Mr. BerL. That is right, for the last 5 years.

Senator Dovacras. 100.4 in 1958, 100.6 in 1959, 100.7.

Mr. BELL. 100.7 in 1960.

Senator Doucgras. 100.7 in 1960, 100.3 in 1961, and now 100.1.

In other words, during this period in which there was so much talk
about the danger of inflation, the wholesale price level has remained
constant; this 18 almost unprecedented in the history of the country.

i

e
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I do not know that this is anything to cheer. I think the only
eriod which is comparable is the period from 1924 to 1929. But at
east there has been price stability?

Mr. Bewn. Yes, sir; that is right.

Senator DougrLas. While I know that you are much too polite to
comment on the economic theories of the Governors of the Federal
Reserve System, I hope I may be permitted a parenthetic comment
that it has always seemed to me that Mr. Martin was fighting a
nonexistent dragon.

In the last 5 years he has talked that we must fight inflation—and
there has been no inflation.

As a matter of fact, the index of unemployment has been high
throughout this period.

Now, this morning and this afternoon a great deal was made of the
size of the Federal budget.

I wondered if you would check these figures.

b_ﬁ@t the end of 1946, the national debt was approximately $260
illion.

Mr. BELL. 1946, sir?

Senator Doucras. Yes.

Secretary DiLroN. It was $269.4 billion at that time.

Mr. BeLL. On June 30.

Senator Doucras. I am speaking of the end of the year.

Mr. BeLL. December 31, do you have the figures? I do not know
whether we have got the year-end figures. We have fiscal years only,
unfortunately.

Senator DoucLas. I was speaking as of the end of the calendar
year.

I think you will find this in the economic report of the President,
page 269.

Secretary DiLLon. Here we have calendar years from 1948 only.,

Mr. BeLL. Here it is. The Senator is correct.

Senator DouaLas. Page 268. :

Mr. BELL. 259.5. :

Senator DougLas. Round it to 260.

Mr. BELL. Yes, 260, right.

Senator DoucLas. Am I correct that as of the end of 1952 the debt
was $267 billion?

Mr. BELL. 267; yes, sir.

Senator Doucras. And that at the end of 1962 the debt was
approximately $300 billion? .

Secretary DiLron. 299, right now.

Senator Douagras. 299, yes.

Mr. BeLL. In December.

Senator Dovaras. 299.6; is it not?

Mr. Berr. In December of the present year.

Secretary DiLron. It is a little under that now. It is about 299
right now. In December of this year it was 296.5.

Senator Dougras. 296.5.

Mr. BewL. December 1961.

Secretary DiLLoN. Yes; December 1961.

Senator Douvaras. T beg your pardon, T am speaking as of the
present moment.

Secretary DiLLox. 299.

85845—82——7
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Senator Douaras. Call it 300.

Secretary DiLLoN. Yes.

Senator Dovucras. As of the present moment.

Now, lamentations have been made about this increase. This
amounts to an increase in 16 years of approximately $40 billion or
rouglly 15 percent in the total debt; is that not true?

Secretary DiLLon. Right.

Sen%t?or Doucras, Now, what about the gross national product
in 19467

According to my figures, it was $210 billion.

Secretary DiLLon. That is right, 210,

Senator DoucLas. And in 1952 1t was $347 billion.

Secretary DiLLon. That is correct.

Senator DoucLAs. And as of the first quarter of this year, $548
billion?

Secretary DiLLoN, 548.

Senator Doucras. That was for the first quarter?

Secretary DiLnoN. Yes.

Senator Douaras. Now, relative to the gross national product,
what was the ratio of the national debt to that gross national product?

If you take the gross national product as 100, what would the na-
tional debt have been in 19467 -

Secretary DiLLoN. 128 percent.

Senator DoucLas. 128 percent; what would it have been in 1952?

Secretary DiLLoN. 75 percent.

Senator Dovaras. 75 percent; what was it—what is it now?

Secretary DiLLoN. About 54 percent.

Senator Douaras. In other words, relative to the gross national
product, the national debt has diminished from a ratio 28 percent
greater than the gross national product to 46 percent less, or, relatively
speaking, it is only about 40 percent now of what it was then?

Secretary DiLLon. In balancing it with the gross national product,
that is right, as the weight of the debt.

Senator Douaras. Now, let us compare the growth of the national
debt with the growth of other forms of debt.

The figures which I have compiled indicate that in 1946 the total
volume of consumer credit amounted to $8.4 billion, page 266 of the
economic report.

Mr. Bern. Which year, Senator?

Senator DoucLas. 1946, $8.4 billion,

Mr. BeLL. It looks like 8.5.  Yes, that is right, that is the volume
extended and the volume repaid, is it not, Senator?

Senator Doucaras. No; page 266.

Secretary DiLLon. 8.3.

Senator Doucras. Now, the total volume of consumer credit today
is approximately $57 billion?

Secretary DiLron. That is right. .

Senator Douaras. 1 think the increase will be shown to be some-
where between six and seven times in the volume of consumer credit.

Now, on mortgage debt on page 267, am T correct that at the end of
l1)91‘116 t‘};e total was approximately $42 billion, or, to be precise, $41.8

illion?

Secretary Divron. That is right.

Senator Dovaras. At the end of 1961 it was $223 billion?
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Secretary Dirrox. That is right.

Senator Doucras. Or an increase of approximately 5.5 times?

Secretary DiLon. That is correct.

Senator Doucras. Now, take the corporate debt shown on page 268,
- In 1946 it was 93.5 billion?

Secretary DinLoN. That is right.

Senator Doucras. At the end of 1961 it was 312 billion?

Secretary Dinron. That is right.

Senator Dougras. An increase of approximately 3.5 times in the
volume of corporate debt.

Now, take commercial and financial debt which is shown in the
next-to-the-last column, 12.1 billion at the end of 1946.

Secretary Dirvon. That is right.

Senator Dovaras. That is correct, is it not?

Mr. BeLL. Yes, sir.

Senator DouarLas. At the end of 1961, 35 billion, or almost three
times as much.

Secretary DiLLoN. That is right.

Senator Douaras. Or if you take total private debt, total private
debt which is shown in the fifth column, in 1946, $154 billion, now
$620 billion.

Secretary DiLLoN. That is right.

Senator DougLas. Or a lourfold increase?

Secretary DiLronN. That is correct. A

Senator DovucLas. Total private debt increased to a figure, if you
take 1946 as 100, to a relative figure of 400.

Mr. BerLL. That is right.

Senator DouaLas. The Federal debt increased from a relative
figure of 100 to 115?

Secretary DiLLoN. That is correct.

Mr.'BELL. 115, did you say, Senator?

Senator Douaras. From 100 to 115, increased by 15 percent.

Secretary Dirron. Fifteen.

Senator DoucLas. It you take State and local government, which
is presumably close to the people, this same table on page 268 shows
1946, $13.6 billion of debt; at the end of 1961, $65 billion, or almost
five times as great.

Secretary DiLLoN. That is correct.

Senutor Doveras. Does it not follow, therefore, that in comparison
with private business, all forms of private business, and State and
local governments, the Federal Government has made a ‘‘better”
record than any other?

Mr. Bern. That is correct, Senator.

Senator Dougras. And also that it has made a “better” record in
its annual budgets than any of the major European powers, again
using the term “‘better” in quotation marks?

Mr. BeLu, That is correct; yes, sir.

Senator DouaLas. Now, if you take the annual expenditures of the
Federal Government, in 1946 what percentage did they form of the
gross national product? Was it not 17 percent?

Mr. BELL. 1t sounds right, Senator. In 1946, did you say?

Senator Doucras. Well, I suppose technically—you are thinking
of bud%;,t, years?

Mr. BeLL. Fiscal yeors; yes, sir.
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Senator Dovcuas. Let us take 1946-47.

Mr. BeLL, Right. 17.4 percent.

Senator DoucLas. 17.4 percent in 1946-47?

Mr. BeLL. That is right,

Senator DoucLas. In the current year what percentage of the
gross national product will our expenditures take?

Mr. Beri., About 16 percent, approximately.

Senator DoucLas. So that there has been a slight decrease in the
porcentage of the gross national product which governmental
expenditures form.

Although they have increused absolutely, there has been a slight
relative decline?

Mr. BeLL. Yes, sir; that is right.

They have been approximately stable since the end of the war.

Senator DouvaLas. Do you not think, if we are to have a dialogue
on governmental finances, that of necessity these things nced to be
considered?

Mr. BeLL. I certainly do, Senator, and the point you have been
making about the national debt and about Federal expenditures in
relation to the gross national product, we have attempted to emphasize
both in the 1962 budget review and in the 1963 budget presentation.

Senator Doucras. Now, for the sake of the reporters and for the
sike of the record, let me say I am not defending debt as such. I
am not defending any governmental expenditure as such.

I think there are many forms of Government expenditure which
could be reduced, among them the sugar premium which I hope we
will vote on very shortly, and I hope that I may be able to join the
eminent chairman of this committee on that subject.

) ’Il‘h(elere are many other things, economies that I think we could
include.

But we sometimes lose sight of the forest for the trees, and if we
are to have a dialog on this subject, and I think it is very important
that we should, I believe these factors should be taken into con-
sideration,

With apologies for taking so long——

Mr. BeuL. Not at all, Senator.

The CuairMan. Senator McCarthy?

Senator McCarray. Mr. Chairman, may I ask the Secretary:

Does he feel that a debt ceiling of $308 billion will give adequate
leeway to the Treasury so they will not be forced to resort to any of
the various practices or devices that had to be used and were used in
the period, say, from 1953 to 1958, when the debt ceiling was too close,
really, to the Federal debt?

Secretary DiLLon. We feel that $308 billion debt ceiling that we
oriizinally recommended would have done this. As I pointed out, the
ceiling as adopted by the House in the bill now before you will only
do that, provided our estimates of a balanced budget for next year
turn out to be correct, in which case we will have adequate leeway.

If we have any substantial deficit, we will have to come back to the
Congress in the first 3 months of next year, because a reduction to $305
billion would be too tight, particularly over the hump period just
before June 15, when the big revenues come in.

Senator McCartuy. Will you give me your opinion as to whether
your experience of the last 10 years is any indication that the existence
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of the debt ceiling had any effect upon the amount of money which
was authorized to be spent by the Federal Government?

Sceretary Dinrox. I do not think so.

It is my impression that when Congress votes appropriations bills,
they do not give consideration to the debt ceiling, but merely give
consideration to the appropriation that they are considering.

Senator McCanruy. It is on the record that at least in 1952-58
all the evidence is that the debt ceiling did not promote any kind of
fiscal prudence, but, on the contrary, brought about some actions
which were fiscally imprudent.

Secretary Dinnon. Yes.

The only actual effect was during the times when the debt ceiling
got too stringent. As I remember, the administration went to
Congress and asked that it be increased, and it generally was, but for
a period of months before such increase they frequently had to live
through stringent periods. They then had to indulge in financial
practices that they did not fecl were proper or good financial practices.

They regretted having to do it, but they did have to do it, and they
cost, the Government money.

Senator McCanrruy. This is not my statement, but T would say
I believe it to be a true statement.

The debt limit, instead of promoting fiscal prudence and expenditure
restraint, as is claimed by some has actually resulted in the crosion
of the integrity of the Federal budget. When national mortgages
were being used, ns a basis for borrowing, in effect, it did erode the
integrity of the budget.

The budget, as it was then presented, was, to some extent, a dis-
torted budget; was it not?

Secretary DinLoy. That is correct.

Those are the types of fiscal practices that I referred to that I do
not. think anybody is particularly happy about using, but which they
were forced to use because of a debt ceiling which at that particular
moment became too restrictive.

I feel that it is very important to have adequate flexibility and ade-
quate room in any debt ceiling so that we will not again have to under-
take those sorts of practices.

Senator NMcCartay. And the fact is that it did interfere with the
efficient handling of the public debt at least two or three times during
that period?

Secretary DiLLoN. Yes.

And it also interfered at one time, I think it was in the fall of 1957,
when it was necessary for the administration to hold back the payment
of bills that were due. That had a very difficult impact on all the
civilian companies which were contracting with the Defense Depart-
ment particularly.

Senator McCartuy. In the opinion of some, it aggravated the
recession of 1957-58.

Secretary DiiLo~. Oh, yes, it is very, very clear in the opinion of
many that it did, because this was a time when the recession was
just coming. Companies which had expected to have their bills paid
did not have them paid, and, naturally, were forced to tighten up
their own operations, dismiss people, and things of that nature.

Senator McCarTHY. And also if the judgment of the military
experts was right about the scheduling of defense expenditures in that
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period, it would be fair to at least suggest that it might have en-
dangered the defense effort for a period of 6 months or more?

Secretary DiLLox. It could have, yes.

Senator McCartHYy. In view of this, if we are to make a mistake
here, we ought to make it on the side of raising the debt ceiling some-
what beyond what we might anticipate is necessary, rather than
putting it too close to what you anticipate your expenditures or your
borrowing may necessarily be?

Secretary DiLrox. [ would think so. A debt ceiling, if it is a little
bit larger than is needed, does not promote extra expenditures because
your expenditures are limited by your appropriations.

If it is too tight, on the other hand, and is lower than is needed to
carry through those appropriations, it can lead to these unsound
finaneinl practices.

Senator McCarray. I was going to suggest that we set the debt
ceiling at the equivalent of the national income; do you think that
would be a reasonable relationship?

Secretary DiLLoN. I think that would give us a great deal of
flexibility, more than we would need.

Senator McCarruy. What would it do to the crisis in confidence
that supposedly exists today, Mr. Sccretary?

Seeretary Dirron. Well, T think that people, so far as the debt is
concerned, look at the level of the national debt rather than the ceiling,
and they would continue to look at the debt and see how high it rose.

Senator McCartay. If we were to do this, we would have both the
income and the debt considered at the same time, which might be
helpful?

Sceretary Diurox. It could be.

Senator McCartuy. I have no other questions.

The CuairMan. Senator Kerr?

Senator Kerr. Mr. Secretary, T want to talk to you a little bit
about the gold. Reference was made here to a requirement of the
law that we have a certain amount of gold back of our currency.

\Vig?you advise the committee ns to just what the law is in that
. regard?

%ecretar DiLrox. The law provides that a 25-percent reserve shall
ls)c kept behind our currency and our deposits in the Federal Reserve

stem,

ySenator Kerr. Now, the deposits in the Federal Reserve System
were made by the member banks?

Sceretary DiLrox. That is right.

Senator Kerr. And by the U.S. Government?

Secretary DiLLoN. A small amount only by the U.S. Government,
because we only keep our active working balances there.

The bulk of our working balances are kept in the regular banks.

Senator Kerr. Commercial banks?

Secretary DiLLoN. Commercial banks.

Senator Kerr. How much currency is there outstanding?

Secretary DiLron. I do not have the exact figure. Something
over $30 billion, about $33 billion, in circulation.

Senator Kerr. Maybe one of your experts or technicians there
could tell us.

Secretary DiLLoN. The second half of May showed $29.9 billion of
currency in our money supply. '
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Senator Kerr. What were the deposits in the Federal Reserve
System?

Secretary DiLLoN. Deposits in the Federal Reserve System at the
end of May, was $16.5 billion.

Senator KErr. Deposits?

Secretary DiLLon. That is right.

Senator Kerr. How many ways can a deposit by a member bank
in o Federal Reserve bank become a reality?

Secretary DirLoN. How can the deposit

Senator Kerr. How many ways can a member bank make a de-
posit in the Federal Reserve?

Secretary DiuLoN. I do not quite understand what that question is.

Senator Kerr. Well, if they took $1 million in currency down there,
they could make a deposit?

Secretary DiLroN. That is right, that is one way.

Senator KErr. Now, what other way can they make a deposit?

Secretary DirLoN. Well, they could transfer their surpluses which
th(elzy may receive from another bank to the Federal Reserve and make
a deposit.

Segmtor Kerr. What do you mean, *‘their surpluses that they may
receive from another bank”?

Let us say that the First National City Bank of New York has
what, $4 billion, $5 billion, $6 billion of deposits, $2 billion deposits
of the banks in the Nation.

What do the banks in the Nation do in order to get that credit in
the First National City Bank or any other depository in a financial
center?

Secretary DiLLon. They transfer their funds to the First National
City Bank.

Senator Kerr. In what form are those funds?

Secretary DiLLoN. They are generally transferred merely in the
form of a book entry, a checking account.

Senator Kerr. What does the member bank send to its corre-
spondent, say, the First National City Bank of New York, Chemical
Corn, Guarantee Trust, or whatever it may be, in order to get a
certificate of deposit so that it is in the posture of having funds in
that bank?

Secretary DiLuoN. It receives a certificate of deposit.

Senator Kerr. That is what the City Bank issues?

Secretary DiLron. That is right,

Senator Kerr. But what does it require as the basis for the issuance
of the certificate of deposit other than currency?

Secretary Dinron. Well, a certificate that funds have been trans-
ferred and that there are adequate reserves, that the bank has ade-
quate reserves with the Federal Reserve.

Senator Kerr. How are funds transferred there?

Secretary DirLoN. Transferred usually by telegraph.

Senator Kerr. But what do they transfer?

Secretary DiLLon. They transfer a book entry usually. You don’t
transfer any note, no securities are moved. They are transferred
generally just by book entries.

Senator KEerr. Is it not actually a check on another bank that is
deposited in the First National City Bank in New York?

ecretary DiLLoN. It might not be a check on another bank but
balances with some bank that they wish to deposit with the City Bank,

RATTOVAEAAE
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and then the City Bank could draw on whoever the draft was drawn.
upon.

pScna,tor Kerr. How can the Riggs National Bank of Washington
make a deposit in the First City %ational Bank of New York City
other than by forwarding a check or currency?

Secretary DinLoN. They could forward a check of their own and
they could forward a check or the equivalent of a check from another
bank that was deposited at the Riggs Bank.

Senator Kgrg. It would be by check, would it not?

Secretary DiuLoN. It would be by check.

Senator Kerr. What is the basis of having something in the bank
that enables you to issue a check on it?

Secretary DinLon. The basis of having something in the bank?

Senator Kerr. The way T get something in the bank, I either take
a check down and put it in or I go down and make a note and they
give me a deposit slip.

Secretary Divron. That is right.

Senator Kerr. I go down and I make a note out and they give me
a deposit slip.

Then I write a check on another bank to give me back a note I
had made to them for which they had given me a deposit slip and on
which I had a check until it was exbausted.

Then, having received this check that I gave them on the bank
where [ made my last note, they want to transfer that to their de-
pository in New York. They send that check up there?

Sceretary Divron. That is right.

Senator Kkrr. Now, the bank from which I borrowed has to have
reserves somewhere so that when that bank is handled by the New
York City bank, they get something for it.

Sceretary Dinron. All member banks are required to have a certain
percentage of reserves with a Federal Reserve bank.

Senator Keru. Let us say the National City Bank takes that check
over and deposits it in the Federal Reserve bank.

Do they thereby have such a deposit in it that the Federal Reserve
bank has to have a gold balance of 25 cents on the dollar back of it?

Secretary DiLon. That is correct, once it becomes a valid deposit
in the Federal Reserve bank.

Senator Kerr. What are the total deposits in commercial banks in
the United States?

Secretary DiLLoN. Demand deposits as of May 30.

Senator Kenk. What kind of deposits?

Mr. BELL., Demand deposits.

Senator Kerr. Let us take total deposits, whether they are savings
account or demand, total deposits.

Sceretary DinLon. Total deposits are $237 billion.

Senator Kerr. $237 billion?

Secretary DinLon. That is right.

Senator Kerr. Is it possible for all the commercial banks in the
country to deposit all olP their funds in the Federal Reserve banks?

Secretary DiLron. They do not do that.

Senator Kerr. I understand that, but would it be possible for them
to do that?

Secretary DiLLoN. I do not know anything that would prevent
them if they wanted to. :
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Senator KErr. Then where would the Federal Reserve bank be
with reference to having 25 percent gold reserve back of its deposits?

Secretary DiLLon. It would not have it.

Senator Kerr. What would happen?

Secretary DiLroN. It would not be complying with the requirement
that 25 pereent gold reserve—

Senator KErr. I understand it would not be complying with the
requirement, but what would happen?

ccretary DiLLon. Nothing would happen. The country would go
on just the same.

Senator KErr. You mean the heavens would not fall?

Secretary DiLLoN. No, the heavens would not fall.

Senator Kerr. The financial world would not come to an end?

Secretary DiLroN. No.

Senator McCarrHY. We might have to declare all gold fillings to
be a part of the national reserve at that point to restore confidence.

Senator Kerr. Whether they are in living or dead bodies.

Senator McCarruy. That is right.

We might recover——

Senator Kerr. Could we not officially make the tooth of the dead
person a recognized depository?

Senator McCartay. The right of the Federal Government to
reclaim it on death.

Senator KErr. And transfer title of it to the Federal Government.

Senator McCarTHY. In response to the President’s plea to do
something for the country.

Senator Kerr. Yes.

What is the limitation on the Federal Reserve bank about issuing
a Federal Reserve note?

Secretary DiLLoN. Federal Reserve notes, again, have to be covered
by 25 percent in gold certificates.

Senator Kerr. Can they just issue 400 percent of what gold
reserves they have, or do they have to have 25 percent of what
certificates they issue?

Secretary DiLLoN. They have to have 25 percent in gold certificates
representing gold which is in the Treasury gold stock behind their
certificates as well as behind their deposits.

So if we leave aside the deposits, they are required to leave 25 per-
cent behind currency.

Senator Kerr. Is the formula that they follow, if there is one—-
I do not want to embarrass you, Mr. Secretary. Have you got some
currency in your pocket?

Secretary DiLroN. Yes.

Senator Kerr. Would you get in front of you n $1 bill and two or
three 35 bills and then one or more larger ones, either of your own or
those of your associates there?

Secretary DiLron. I happen to have a Federal Reserve $5 note,
although there are other kinds of $5 notes.

Senator Kerr. Do you have a $5 bill that says it is a Federal
Reserve note?

Secretary DiLLoN. That is right.

Senator Kerr. Do you have a $5 bill that says it is a silver cer-
tificate?
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Secretary DiLLoN. I do not happen to have one with me, but there
are such.

Senator Kerr. Do fou have a $1 hill?

Secretary DiLroN. I have a $1 bill that is a silver certificate,

Senator Kerr. Now, what other kind of currency do we have?

Secretary DiLLoN. Here is a $5 silver certificate someone has
loaned me.

Senator Kerr. Mark it so that the man who gave it to you can
get it back.

What other kind of currency do you have?

Secretary DiLoN. Well, U.S. notes are also issued in $5 denomina-
tions. I do not happen to have one.

Senator KERR. at difference is there between a $5 U.S. note
and a $5 Federal Reserve note except that the seal on the Federal
Reserve note is green and the seal on the U.S. note is in red?

Secretary DiLLoN. For purposes of cashing it and buying some-
thing, there is no difference whatsoever. But as a claim it is treated
somewhat differently. The U.S. note is listed as part of our Federal
debt, only it is part of the debt which is not subject to the limit.

Senator Kerr. How much currency is there outstanding that is
designated U.S. notes?

Secretary DiLLoN. I think there are about $300 million, something
of that order.

Senator Kerg. I thought it was about $340 million.

Secretary DiLLoN. $314 million, in circulation.

Senator Kerr. $314 million.

Could you tell the committee when those notes were first issued?

- Secretary DiLLoN. As I recall, it was shortly after the Civil War
or during the Civil War.

Senator Kerr. During and after the Civil War?

Secretary DILLON. Yes.

Senator Kerr. That is my recollection.

Is the fact that Lincoln’s picture—it is on all $5 bills; is it not?

Secretary DiLLon. That is correct.

Senator Kerr. Is the reason for it that he is the fellow that issued
those $5 U.S. notes?

Secretary DiLLoN. I am not sure whether that was the reason his
picture is on it. I am not even sure it has always been on the $5
note, but it is certainly there.

Senator Kerr. He was the fellow——

Secretar)l'{DILLON. That is when they started it.

Senator Kerr (continuing). That issued it.

Well, what is the commitment contained in the language on the
$5 Federal Reserve note?

Secretary DitLoN. The $5 Federal Reserve note, it says ‘“‘will pay
to the bearer.”

Senator Kerr. It says who will?

Secretary DiLton. The United States of America.

Senator Kerr. Will what?

Secretary DiLLon. Will pay to the bearer on demand $5.

Senator KErr. Where would you take that if you wanted to
demand $5?

Secretary DitLon, I would take it to either the Federal Reserve
bank, as an agent, or I would take it to the U.S. Treasury.




DEBT CEILING 95

Senator Kerr. Suppose I came down there with one and said, “I
demand $5.”” What would you give me?

Sec;etary Ditron. I would ask you in what form you wanted
your $5.

Senator Kerr. Suppose I said in any form you could give it to me.

Se;i:retary DiLron. I would give you five $1 bills or another $5 bill
or silver.

Senator KErr. How many $1 bills are there outstanding? How
much currency is there outstanding that is called silver certificates?

Secretary DiLLoN. Virtually all the $1 bills are silver certificates,
and at the end of March there were $1,484 million outstanding.

" Senator Kerr. Of $1 bills, or of silver certificates?

Secretary DirLLoN. They are the same thing.

Senator KErRRr. Not necessarily. There are $5 silver certificates.

Secretary DiLLoN. Oh, $1 bills are also certificates. The total
silver certificates, the total outstanding is $2.3 billion.

Senator KErR. Silver certificates?

Secretary DiLLoN. Yes.

Senator KErr. Now, what does the silver certificate say?

' Secretary DiLLON. The silver certificate says:

This certifies there is on deposit in the Treasury of the United States of America
$1 in silver payable to the bearer on demand.

" Senator KeErr. But there is only $2.4 billion of that outstanding?

Secretary DiLLoN. That is the total outstanding silver certificates,

es.
y Senator KERR. Suppose a man brought——

Secretary DiLLoN. That is not all in circulation. In circulation
there actually is only about $1.9 billion.

Senator Kerr. $1.9 billion.

Well, suppose a fellow brought down $3 billion worth of Federal
Reserve notes, each one of which said, “The United States of America
will pay the bearer on demand so many dollars,” and he brings down
$3 billion of it and says, “I want my $3 billion.”

What would you give him?

Secretary DiLLoN. Well, we could give him only the silver certifi-
cates that were on hand, that were not already outstanding.

Senator KErr. You could not give him any silver certificates except
those such as you had?

" Secretary DiLLoN. That is right.

The rest of them you would just give him back another Federal
Reserve note.

Senator KErr, Now, what is the difference in language on—
how much did you say the outstanding debt is?

Secretary DiLLoN. The total?

Senator Kerr. The total public debt.

Secretary DirLon. The total public debt as of the latest published
figure is about $299 billion.

Senator Kerr. How much cash on hand?

Secretary DiLLon. How much cash?

Senator Kerr, Cash.

Secretary DiLLoN. The only cash that is included in that figure
would be these U.S. notes, which are $300 million.

Senator KERR. No, no, he said how much did you have in the
Treasury.
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Secretary DiLLoN. Oh, how much is our cash balance in the Treas-
ury now?

Senator KeErr. Yes,

Secretary DiLron. I think it is about $9 billion.

Senator Kergr. So {rou have about $11 billion leeway as of today?

Secretary DiLLoN. Yes.

We have just received about $5 billion in taxes in the last week,
and that is the reason our balance is so high.

‘ Se;mtor KERR. Now, that $299 billion of indebtedness is in what
orm

Secretary DiLron. That is in various forms.

It is in what we call Treasury bills, Treasury certificates, Treasury
notes, and Treasury bonds.

Senator Kerr. Is there any difference in the language evidencing
the debt?

What does each one of them say?

Sccretary DiLLon. The United gtat-es will pay to the bearer——

Senator KErr. On a certain date?

Secretary DiLLoN. On a certain date whatever the amount may be,
and then if it is & coupon bond, there would be coupons for interest;
if it is & discount certificate, it just would say the face amount that
would be payable on a certain day.

Senator Kerr. Then we have outstanding $30-some billion in
Surrenc);; we have $200 and how many billion in commercial bank

eposits
ecretary DiLroN. That figure, I think, was $220 or $237 billion?

Senator Kerr. That makes a total of $267 billion, and we have
approximately $300 billion in public debt.

ecretary DiLLoN. That is right.

Senator Kerr. Each one of which is a signed statement by a
representative of the U.S. Government that the U.S. Government,
the Government of the United States will pay to the bearer on such
and such a date these numbers of dollars?

Secretary DiLLoN. The whole public debt says that, yes.

Senator KErr. So that $237, $267 and $300, that is $567 billion?

Secretary DiLLoN. That is right.

Senator Kerr. You said a while ago it was entirely possible that
the $237 billion could be deposited in the Federal Reserve System?

Secretary DirroN. I cannot quite conceive how that would be done,
because, ordinarily, a bank would deposit currency or make a check
deposit in the Federal Reserve System which would then credit that
bank and debit the other bank.

Senator Kerr. But if there is that much deposits and if a bank can
put any amount of its money in the Federal Reserve Bank, it is
physically possible for that all to be deposited?

Secretary Dirron. Then it would be the depository, I suppose, for
all the deposits in the country, and all the banks would have those
claims on the Federal Reserve.

Senator Kerr. That is right.

So then, in actuality, there is $667 billion which are either promises
of the U.S. Government to pay dollars——

Secretary DinLoN. 567, yes.

Senator KErr. 567, either promises of the Federal Government to
pay dollars or theoretically deposits in the Federal Reserve Bank.

’
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Now, would it be possible for everybody that owns Government
bonds, when they come to you, to say, “I don’t want a new bond;
I just want the dollars”?

Secretary DinLon. That is perfectly possible.

Senator Kerr. And if such should develop to be the situation, and
the Treasury could not sell any more bonds, what would you do?

Secretary DiLLoN. Well, if that was the case, the only way you
could handle the matter would be to pay the bonds off in currency.

Senator KErr. Now, where would you get it?

Secretary DiLLon. You would have to print it.

Senator Kerr. Does not all this add uﬁ to the definite reality that
thre business of having so much gold back of our currency is Federal
Reserve deposits is a pure myth?

Secretary DILLoN. It does not have any effect on domestic credit at
the moment at all. That was the theory, but it has not worked in that
way because it could not work. As you say, every time we have
approached that situation, we have had to lower the limit, which
Congress has done a number of times, from 40 percent down to 25
percent. They would have to do it again, because it would be totally
impractical, if you got to that situation, to try to enforce the limit.
So, to that extent, the fact that that limit would have ar:iy real effect
on our economy domestically is inconceivable, and it would be a myth.

Senator KErr. What is the total public and private debt? -

Secretary DiLLoN. The latest figures we have are $1.073 billion.

Senator Kegrr. $1.073 trillion?

Secretar%DerN. $1.073 trillion, excuse me. -

Sen$tor ERR. How much credit can the Federal Reserve banks
create :

Secretary DiLroN. The banking system can create credit, based on
the Reserve regulations of the Federal Reserve System, in varying
amounts depending on the amount of reserves they have to keep—but
the general rule-of-thumb is $6 for every $1.

Senator Kerr, Of deposits?

Secretary DiLLoN. Yes.

Senator Kerr. But a deposit can be created if the Federal Reserve
80 accepts it and the member bank so desires it by the discounting by
the member bank of the notes of its customer?

Secretary DiLLon. That is correct. » -

Senator Kerr. Then is it not a fact that under the present system
thas.there is no limit to the public and private debt that can be created
and handled through the.Federal Reserve System?

Secretary DiLLoN. No legal limit, no, no real limit.

Senator Kerr. And since whatever amount of debt is created,
theoretically, a very great proportion of it could, through the working
of our system of bank credit and member bank relationship to the
Federal Reserve Board, become a deposit in the Federal Reserve bank.

This business of talfdn%about baving gold back of our currency
in deposits in the Federal Reserve bank 1s a relic of another age when
we had a limited economy and a limited structure of credit, and that
aside from the psychological elements involved, the theory of gold back
of the currency in the Federal Reserve deposits is a myth and a relic
of & period that is no part of this day and this economy.

Secretary DiLron. I think that is perfectly true, as I think I said
earlier in answer to some questions from another member of the com-
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mittee, that the real purpose of gold in the world today is to balance
international accounts, and that is the only real use it has.

No other country in the world tries to or has a similar provision of
law as ours that there should be a— .

Senator Kerr. The primary function of our gold, then, is to main-
tain the convertibility of the dollar?

Secretary DiLroN. That is the purpose of our gold reserve.

Senator Kerr. The Senator from Oklahoma was among those on
the Finance Committee who in 1957 and 1958 saw the situation devel-
oping where it was perfectly apparent that our so-called gold reserve
was melting and moving from the situation where we owned gold
beyond what our requirements were for reserve back of our currency
and our Federal Reserve deposits to meet the legitimate claims of
foreign central banks owning dollars.

It was perfectly apparent in 1957 and 1958 that the trend of the
times was such that the day was not far distant, unless the circum-
stances were changed, that there would be more claims against gold
than there was gold in this country to meet them if everybody came
and asked for it.

That has arrived.

Secretary DiLLoN. That is correct.

Senator KErr. I want to congratulate the Treasury upon the
efforts it is making to restore a balance or equilibrium in the balance
of payments.

believe that the only question the Senator from Oklahoma had
to ask the Secretary of the Treasury when he was before us for con-
firmation, maybe two questions, was whether or not a balance or an
equilibrium could be restored in the balance of payments, and the
Secretary said it could, and I asked the Secretar: if it was his fixed
purpose and that of this administration to brinit at condition about
a8 quickly as it could be, without disrupting the domestic economy,
and the foreign relations, and the trade and commerce of the country,
and he said that it was.

And I want to congratulate him on the fact that that was his
position then and that he has been moving in that direction, and I
am of the opinion that that is still the fixed purpose of the Secretary
and the administration.

Secretary DiLrLoN. That is still the fixed purpose of the administra-
tion, and we are continually making progress in that direction,

) The underlying situation in our balance of payments continues to
improve.

enator KErr. I would say that probably no matter how hard you
are working in that direction now, you are not working any harder
than the administration was 10 years afo to handle its balance of
payments so that our amount of gold would decrease and that of other
countries increase to close the so-called dollar gap. .

Secretary DiLLoN. I think that work of theirs was probably a little
easier than our present job.

Senator Kerr. Well, they succeeded in closing it and got up such
momentum in doing it that when a lot of people woke up, the stream
of gold in the trade and commerce of the world in maintaining con-
vertibility of the dollar was such that, instead of having & dollar gap,
we had a dollar deficit. .

Secretary DiLrLoN. That is right. ' Ca
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Senator Kerr. I hope we will be as successful in restoring it as we
were in eliminating the gap.

Secretary DiLLoN. So do I.

I am sure we will be.

Senator Kerr. Thank you very much, Mr. Secretary. You have
been very kind, very patient, and very informative—both you and
the Director of the Budget.

The chairman asked me to announce that the committee would
meet in the morning at 10 o’clock.

(Whereupon, at 3:55 p.m., the hearing was adjourned, to reconvene
at 10 a.m., Wednesday, June 27, 1962.)
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