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PUBLIC DEBT LIMIT

'.I.‘UESDAY J’UNE 27, 1961

U S. SINATB,
: Coum'r'rmm oN. FINANOE, =
Wcsh'mgton, D.C. .

The commrttee met, pursuant to notlce, at 10:26 a.m., in room
2221dNew Senate Offite Building, Hon. Harry F. Byrd: »(chanrman)
cesiding
P Present: Senators Byrd, Long, Smathers, McCarthy, Hartke,
Williams, Carlson; Bennett., Butler, Curtis, and Morton:

Also present:  Elizabeth B. .Springer, chief clerk. - -
" The CratrMaN. The committee wnlf come to order.

The bill before the committee is H.R. 7677.

(The bxll referred to, H.R. 7677, follows )

{H.R. unmthcmc toesm)
AN Ac'r 'Ib mcmuc for & one-year period the p%!;llilcldebt limit set forth {n section 21 of the Second leort!

- Bc u onactcd by thc Scnatc and Houase of chmmta:wea of Uw Umlcd States pf
America in C'ongms assembled, That, during the period beginnin%h n July 1, 1961,
and eanding on June 30, 1962, "the publio debt limit set forth in the first sentence
of section 21 of the Second leerty Bond Act, as amended (31' U.8.C. 757b),
shall be temporarily increased by $13,000,000

Passed the House of Repreaentatives June §6. 1961, - . .

Attest:
‘ RaLer R, Ronawrb Clerk

The CHAIRMAN. We are ready to hear the. dnstmguxshed Secretary
of the Treasury, Mr. Dillion.
Please proceed Mr Dxllon . o

STATEHEN'L‘ OF THE KONORABLE DOUGLAS DILLON, SECRETABY
: OF TBE TREASURY

Secretary DILLON Thank you, Mr Charrma.n N

Mr. Chairman and members of the committee, I am. herg today in
support of a new temporary limit; of $298. blllron on the pubhc debt for
the fiscal year 1962. .

. Under - the : existing - Ieglslatron, the current tem%o Xy . cellmg of
$203 billion reverts at the end of this month to $285 ﬂﬂon On that
date, June 30,1961, which is, now just a few ?:Lys away, we esumata
that the pubhc debt subject to limitation will be about $289 billio
This is expected to include a cash balance of. approxxmately $5% bi on,
which is sbout the usual balance for the end of the fiscal year.. . -

. Duripg the next 12 months—the fiscal, I)!'ca,r 1962+we expect rev-
enues to fall short of expenditures. On ¢ assumpmon ‘that. we are
able to close out fiscal year 1962 with a minimum working
balance ns low: as $3.5 bi on, we esmma.t.e a tota,l pubhc dcbt sub]ect
SR TER T R O CRUPS U TR LN IR RTINS ESTSYRIN I LT



2 PUBLIC DEBT LIMIT

to limitation of about $290 billion on June 30, 1962. Because of nor-
mal seasonal factors, however, the end-of-June debt position is gen-
erally woll below the high point reached during the fiscal year. Our
current projections-—as shown in the attached table—indicate a net
increase of about $6 billion in the public debt for the rest of the
calendar year to a high of about $205 billion in December.

In addition, it is prudent to set the debt limit at a level that makes
a reasonable provision for errors in the estimates as well as other
unforeseen contingencies, and permits sufficient flexibility in debt
management so that the efficiency of day-to-day operations is not
impaired. To provide this margin, I believe that an allowance of
$3 billion—the same allowance that has been made in previous years—
should be added to the projected hig}} point of $295 billion in the

ublic debt during fiscal year 1962. This clearly indicates the need
or a temporary debt ceiling of $298 billion in the . forthcoming fiscal
year.
~../As;you know; setting the temporary debt limit at $298 billion is by
no means a ‘“license’ to spend: freely out of borrowings up to that
amount. Federal expenditures are determined on the basis. of ‘con-
ressional authorizations and appropriations, and I am wholeheartedly
in support of observing strict discipline in weighing the merits of the
many competing demands for additiongl expenditures., . .

If the Congress wished to set limits on its own actions in authoriz-
ing expenditures, it could do so directly by placing a ceiling on new
?endin authorizations in any year. There is no way by which the

ebt ceiling can be effective in limiting congressional authorizations
to spend, because there is-no direct and immediate connection betwoen
congressional authorizations and their effects on the public debt which
will be felt months or even years. later, when the spending actually
takes place. R T P

In arriving at the projected need for a teraporary debt ceiling of
$298 billion, the latest budget estimates have been taken into account,
including full allowance for all of the new or expanded programs
recommended by the President in his message of May 25 on ' Urgent
National Needs.” L

Budget outlays for fiscal 1962 are now esti

v

mated at $85.1 billion.
.The',li\l/}creuse of $800 million from the $84.3 billion figure reported in
late March largely represents additional fundb for’spare: ex]ﬁomtio‘n,
defense and military assistance, éxpanded:lending to small business,
and programs to alleviate structural unemployment. Budget rev-
enues are ‘stjll estimated at $81,4 billion, the same as reported in
March, indidating a deficit of $3.7 billion. = -+ Lo
" These spending and revenue projections have been based on. the
assumption that the Congress would act.favorably on the President’s
récomniendations to put the highway building program on a fully
self-sustaining basis, to eliminate thé postal deficit by raising postal
rates, and to maintain various tax r.tes otherwise scheduled for reduc-
tiotr or termination. R Lo
' Since the preparation of these estimates the Congress has acted
favorably on the President’s request for continuation of oxistinﬁ tax
rates. In addition, the Congress has completed action on the high-
way financing bill which avoids any diversion of general revenues
during fiscal 1962, , o < ‘
However, there has as yet been no action on postal rate increases
whicli were recommended in the amount of $741 million. If the Con-

/
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gress fails to act on this legislation the expected fiscal 1962 deficit
would be increased to $4.4 billion, and the Treasury’s margin of
flexibility would be reduced to $2}{ billion, L ,

I might add that the cirrently projected budget deficit of $3.7
billion for the fiscal year 1962 compares with deficits of $4.2 billion
and $12.4 billion in the fiscal years following the two previous business
recessions, the fiscal years 19556 and 1959.

It may seem incongruous that with a vigorous recovery already
underway, we nonetheless expect a deficit next year. The reason
for this deficit is simple. Corporate income tax revenues, as you
know, are highly important in our overall revenue structure. But
the corporate tax revenues which will be available to us in fiscal 1962
will be based on corporate profits during the present calendar year
which includes the lowest point of the recession.

In effect, while the economy is recovering, our corporate income
tax revenues will still be at recession levels. The same applies to a
somewhat lesser extent to individual income tax collections above the
standard withholding deductions, because these collections are larlgely
dependent on incomes realized during calendar year 1961. Therefore,
the coming fiscal year will be one of a continued.recession revenues
as far as the Federal Government is concerned. . .. . . - .. -,

On the spending side, the latest estimates indicate that the January
budget underestimated expenditures for.going programs t:iy about
$400 million. In addition, President Kennedy has proposed. certain
national defense, promoting a healthy and vigorously growing economy:
at home, and meeting the challenge of space :exploration. : ... ' -
. Total budgetary expenditures for these new proposals in fiscal year
1962 are expected to amount to $3.8 billion.. The main increases in
spending that we expect for 1962, compared with those in the January
budget message, are for defense, extended unemployment compensa-
tion, aid to education, agricultural programs, and space exploration.
" The spending for unemployment compensation is under a: program
very similar to what was done in 1958. A substantial portion of the
additional spending. on agricultural ‘programs represents: thé tse' of
more realistic assumptions in preparing our spending estimates. .7

-In the areas of defense spending and space exploration, the force of
external events has called for additional pro s .that would and
should have been undertaken, in some form, whatever administration
was in-office... In short, in my view the budget.thanges since January.
simply.do not add up to the picture of unrestrained spending that some
have sought to draw. . . " et RTINS

' [ . ¢ LS SRR R LT ribheatty
Moreover, the deficit now anticipated for fiscal year 1962 will not
have an inflationary impact on our economy. For while we do expect
the economy throuﬁhout: this .period to be recovering:sturdily, the
period as a whole will not be one of full prosperity.. ;| For today there is
substantial unused capacity in every part of our industrial structure;
and ‘most seriously in our:labor force. Rather than .creating’ the
inflationary lpressures that are inevitably associated with deficits in
times of full employment, ‘the deficit' we anticipate in ‘the .comin
fiscal }yeax_‘ will be helpful in putting our unused plant capacity -an
labor force to work. - P e TR YE B PR
Looking further ahead we can and do- foresee a sharp increase in
revenues 1n fiscal year 1963. This follows the same pattern as in
previous recovery periods.

r
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‘Revenues increased very substantially in the fiscal years 1956 and
1960. In fact, during fiscal year 1960 the increase over the preceding
ﬁear amounted to $9.8 billion. While naturally we cannot make any

rm prediction at this point, I believe it is a reasonable expectation
that we will be able to present a budget for fiscal year 1963 in which
receipts exceed expenditures. For as the President stated in his
message on budget and fiscal policy of March 24, 1961:

Federal revenues and expenditures * * * should, apart from any threat to
national seourity, be in balance over the years of the business cyocle—running a
defloit in years of recession when revenues decline and the economy needs the
stimulus of additional expenditures, and running a surplus in years of prosperity,
thus curbing inflation, reducing the public debt, and freeing funds for private
investment. ] . o ,

This statement by President Kennedy clearly outlines our budgetary
policy, a policy from which we have never wavered.

Our projections of the public debt at semimonthly intervals during
the fiscal year 1962 are shown in the first table attached to my state-
ment. - One important assumption in pre;ﬁaring these projections is
that the Treasury’s operating balance at the Federal Reserver banks
and private commercial banks would hold steady throughout the
period at $3.5 billion. - o C

‘This is actually a rather low working balance for an operation as
large and as subject to sharp fluctuations in receipts and expenditures
as is the management of the Treasury’s ca:ﬁfpdeltmn. A balance of
$3.5 billion would cover only a little over of an average month’s
budget expenditures, which is a much lower ratio of cash holdings to
ax?_nandltures than is maintained by the averaged business corporation.

fact, as shown in the second attached table, the operating bal-
ance has been more often above than below $3.6 billion during the
fiscal year now endini. It has averaged closer to $5 billion than to
$3.8 billion; and this has provided a highly desirable and important
degree of flexibility in the efficient conduct of day-to-day Treasury
operations. o -

‘It is because of this need for flexibility in the management of cash
balances, and because of the inescapable uncertainties of revenues and
expenditure estimates that the $3 billion margin has been added to
our caloulation of the appropriate debt ceiling. - L

As you can see-from the first table, our debt projections, plus the
$3 billion allowance for flexibility, will reach a high point of $298
billion during the winter months. A temporary limit of that amount
should give us sufficient elbowroom for maximum efficiency of opera-
tions and yet not impair any useful function which may be served by
the public debt limitation. Cor

The intended function of the debt limit is but ngorly served, I
think, when a specific limit ‘fits so closely that the Treasury is forced
to obtain additional funds—at higher cost—through the market bor-
rowings of Federal ageucies not subject to the statutory debt limit. -
- Indeed the Government was forced to takeé. such steps a few years
ago' when the debt ceiling imposed too tight a limit on‘Government
fiscal  operations.!: In addition the ‘Treasury in its own borrowings
has at times had to defer borrowings because of the limitations of too
little margin under the debt ceiling. - -~ o 0 0T

T A R P A S R A }vi .

\

L A



PUBLIC DEBT LIMIT Q

In conclusion, I believe that a temporary increase in the debt limit
to $298 billion is essential to the orderly and economical management
of the Government’s finances, and 1 earnestly recommend its prompt
approval by this committee.

Tables 1 and II, referred to, follow:)

TABLE 1.—Forecast of public debt outstanding, fiscal year 1962, based on constant
operaling cash balance of $3,600,000,000 (sxcluding free gold) (based on assumed
budget deficit of $8,700,000,000) ! .

{In billions)

Operating bal- Allowanos to B

anoce, Federal | Public debt rovide flexi- | Total pub%o .

Reserve banks | a\'xﬁbotﬁo bllityin finano-{ debt limita

and depositaries;  limitation and for required? .

(excluding free oon cles

gold)

(- ¥ ] 14286.4 83 4380, 4.
3.5 288,68 3 20&3
3.5  289.8 3 0
38 201 3 201
3.5 21.9 3 ' &g
3.8 288.2 3 291.;
3.5 200.7 3 %8.7
3.3 2.2 3 2088
3.5 203.0 3 298.0
g..g mg 3 206.%
3.5 Bl ' ! . ; %g
33 204.9 } 8! ., .9
3.8 204.0 3 Ag.o
3.8 041 3 B8]
3.8 203.2 3 902
3.8 - 4T 3 01,7
3.8 2.2 3 . ’
3.5 293. 4 3 \
33 293.7 3 . 7
3.8 1.9 3 . W}
. HE 1
‘8.3 200.1 3 . 931

estimated expenditures of 915‘1 (Ili,@.g
$3293,000,000, Theteaftar i | rovert
xpocted to be conslderably larger than
50,000,000,000 0a tbat date. L

:
E
s =&

1 Inocorporates estimated budget revenues of $81,

! From July 1, 1060, to June ,m.themmwr%e U

-
-3
&

"3 Because the actual o balance on June
$3,500,000,000, the public m%}eot to limitation %

g
g

abou

A\ - . - - : . \

71960—681——2
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TasLe I1.—Actual cash balance and | public debt outstanding July 1960-May 1961
: [In billions}

Operating bal-
ance Federal Publie debt
Reserve banks subject to
and depositarfes] limitation
(excluding
free gold) .

]
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p-3=1 1 11
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O
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.
13
[}
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.
.
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.
.
[}
'
.
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'
'
'
,
'
.
1
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14
.
1]
1
.
.
.
.
i
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3
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H
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1
1
'
.
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'
'
"
~
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s

Norz.—From July 1, 1060, to June 80, 1061, the statutory debt limit is $203 billion, Thereaftir it will
revert to $285 biljion, ' %0, e v : : ~

The CuarrmMaN. Thank you very much, Mr. Secretary.

~ Mr. Secretary, what was the debt on June 30, 1960?

bmSpcretary DiLLoN. The public debt on June 30, 1960, was $286
ion.

The CuAIRMAN. Is it the same, then, on June 30, 1961?

Secretary .DiLLoN. On June 30, 1961, the forthcoming fiscal year

d, we estimate about $289 billion. - :

Th CHAIRMAN. You mean on June 30, 1960, the debt was $286

billion? ,
" Secretary DiLLoN. Yes. . . .

The CHAIRMAN. You have in your statement here, on June 30,
1961, it was $286 billion. : ‘

Secretary DiLLon. That is on the table that we are looking at.

The CHairMAN. That is not the actual debt.

Secretary DiLrLoN. It has a star there opposite that and a footnote,
which indicates that because the actual operating balance on June 30
is expected to be considerably larger——

The CHAIrRMAN. The actual debt a year ago was $286 billion.
What is the actual debt today?

Secretary DiLLon. $289 billion. :

The CHAIRMAN. Then the increase in 1 year is $3 billion?

Secretary DiLLoN. Yes; that is right.

The CHAIRMAN. What 1s the estimated debt on June 30, 1962?

Secretary DiLLoN. The estimated debt at that date, including an
estimated cash balance of $3) billion, would be $290 billion. 1If we
had the same cash balance June 30 next year as we will have this
June 30, it will be about $292 billion.

The CHAIRMAN. Are you not est,fimating the same cash balance for

each of these years?

en
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Secretary DiLLoN. We always, for this purpose, estimate a steady
and fixed cash balance of $3}¢ billion. That has been the custom,.
Actually, it varies as tax collections come in.  The end of the fiscal

ear happens to be a period when the cash balance is often a little’
Zigher, ecause we have a lot of receipts on June 15. That is one of
our times of largest receipts. : \ :

The CuatrMAN. What will be the deficit for the fiscal year that
ends on Friday? S

Secretary DiLLoN. For the fiscal year that ends on Friday, we are
estimating a deficit of about $3 billion. It may be slightly under that.

The CHAirMAN. That does not include the recommendations to
increase taxes? Of course, we could not pass any in that.time any-
way. : . : :
Secretary DiLLoN. No. - ‘

The CuairMAN. What will be the deficit for next fiscal year?

Secretary DiLLoN. The deficit for next fiscal year is estimated at
$3.7 billion. However, as I pointed out in'my statement, that assumes
the Congress will take action on postal rates, which they have not yet
done. If they do not take such action, as I pointed out in my state-
ment the deficit will be $700 million larger, or a total of $4.4 billion.

The CuAIrRMAN. Ard the deficit for the 2 years would be $3.7 billion
and $4.4 billion; is that correct? o ' L

Secretary DiLLoN. The. deficit for this year would be $3 billion or
something just under, and for next year, either $3.7 billion or $4.4
billion, whichever we want to figure it, so it is somewhere between
$6.7 billion and $7.4 billion for the 2 years. ' ‘

The CHAIRMAN. For the 2 years, it would be between $7 billion and
$8 billion? : 4 o

Mr. DiLLonN. If there is no action on postal rates this year. )

The CHAIrRMAN. Now, Mr. Secretary, you have been quoted re-,

eatedly in the newspapers that you think deficits are “‘appropriate.”,
oes that word ‘“appropriate’” have.any relation to the size of the
debt? Suppose we owed $350 billion or something. What did you
mean—I was a little puzzled when I saw it—that any deficit would
be appropriate if it could not be avoided. . -

Secretarﬂ DiLroN. That was just quoted as ‘‘deficits are appro-
priate,” which I never said. I said certain very specific deficits in
amount and in time, depending on the economy, are appropriate,.
because when the economy is in recession, our incomes fall very
abruptly. In fact, expected income for this fiscal year fell a total of.
about $5 billion from the time the first estimates were made, before
it was obvious that there was going to be a recession.

T do not feel that it is proper, at such a time, to try to -cut back
expenditures to meet the drop in recession revenues, because. that.
would just put more people out of work and increase the severity.of.
the recession. - s : ' : S

. In the part of President Kennedy’s message which I read, he said
that the budget—and that is my belief also— - S X
should be in balance over the years of the business cyocle, running a deficit in
years of recession when reveniies decline and the economy needs the stimulus of
additional expenditures., . - .= ‘ C .

At such a time, I think a deficit, provided it is a moderate and:
reasonable deficit, is ‘appropriate. I do not think- that deficits: as'
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deficits, or all the time, are appropriate at all.” I never have thought
that and never have said that. . B

The CHAIRMAN. I8 it not a fact that we have only balanced the
budget three times in the last 30 years?

“Secretary DiLLoN. No; I count 5 in the last 14 years. I am
counting here from 1948, o :

The CHalrMAN. I think we have had fewer balances, perhaps, of
ang consequence. ‘

enator Curtis, Will the chairman yield on that?

. The CHAIRMAN. Yes. E T -

Senator CurTis. Does that include back there about 1945 or 1946,
the war ended abruptly and we had borrowed more money than we’
needed and it was really turned back to the purchasers of Government
bonds? Is that counted as one of the years in which the budget was
balanced? ©~~ -~ - oo o o ‘

“Secretary DiLron. These figures go back to 1948, and in that year
there was a very substantial surplus of $8.4 billion. The.other sur-
pluses are later and much smaller. ‘The next biggest one was in 1951,
which as $3J billion, Then there were surpluses of about a billion.
agg a'half dollars each in 1956 and 1957, and a:billion and a quarter in
10605 1 1« v e poas i, e |

Senator CurTis. I beg the chairman’s: pardon for:intruding, but
there:was a year when we: reduced:the national debt and yet operated
at. 4 deficit, bedatisé we borrowed more money than we needed. : - :

.. Senator WiLriams. But that is reflected as:a debt and does not
change the budgetary balance as to surpluses and deficits. S
. Senator Curmis. Thatisright.:: .. - . . .. .

The CrAIRMAN. Mr. Secretary, I came to the Senate about 29
years ago, and as I recollect, the debt then was $16 billion. . ‘It has
increased ‘now to the figure of approximately .$300 billion. ' I. just
wonder when: you :use the word ‘‘appropriate” whether you:should-
not- tako into consideration the size of the debt and also the fact that
you have to pay the interest on the debt.. . T T
.Now, we are paying, every taxpayer when he pays his bill now, 11
percent of what he pays goes for interest on the debt. . =« ‘
--So°1 think it'would just seem to me, when you say it is appropriate
to increase it, you have-other factors heyohd v-hether it.is a.recession-
or whatever it may be. You have to.consider the size of the debt,.
you have to consider that you have to pay interest on. what you bor-
row—all of which falls on the taxpayer.' = R S
~~Now,.in connection with that word “‘appropriate,” how large a debt:
do you think this country could stand? . .. .. - oo o
.iSetretary. DiLLoN. Mr, Chairman,. I think the size of the public
debt has to be considered in connection with the economie,strength
of the country. - ‘The situation since the.end: of the war has;indicated
that the burden of our national debt, our Federal debt, has steadily
and continually decreased in relation to:.our overall ¢conomic strength.
Whereas in 1946 our debt was 128:percent of our gross national
product, it has fallen as a percentage continuously since then in every
year .except 1958, and it.is presently, for this year, estimated at 56.

ercent of our gross national %roduct. And we estimate for 1962 that.

espite this increase in the debt which we are talking about, there will
bé a farther decrease in its proportion of gross national product down.
to 53 percent. '

!
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The burden of the Federal public debt is presently expanding at a
very much slower rate than our 2conomy is expanding and at a very
much slower.rate than other debt has exFanded; C ‘

Another way to put it is that our public debt has increased:about
‘12 percent since the end of the war, whereas State iarid local debt
has increased some 430 percent, corporate debt has increased some
320 percent, and individual debt some 470 percent. - '

I think that we op%ht to have the very lowest public debt we-can
possibly have and still run our economy effectively. I think in times
of prosperity we ought to have budget surpluses and reduce our
public debt, because that makes funds available .for investment in
the private sector and reduces the interest burden of the debt. - ;=

But I do think it is impossible to set a fixed limit of some dollar
figure under which everythinf' would be all right and over which
everything would be wrong. I think we have to look at this problem
in a relative manner, and particularly in connection with our gross
national product.

The CHAIRMAN. What is the total of the public debt?

Secretary DiLLoN. The total of the Federal public debt is about
$289 billion.

The CHAIRMAN. I mean the total, the States and localities.

Secretary DiLLoN. The State and local debt is about $67 billion
and corporate debt is $352 billion.

The CuAlrMAN. Do the States include the localities in that figure?

Secretary DiLLoN. Yes; State and local.

The CHAIRMAN. And that is $67 billion?

Secretary DiLLoN. $67 billion. Corporate debt is about $352
billion, and individual debt, $287 billion. 'The total figure overall is
just over $1 trillion—a thousand billion dollars.

The CuairRMAN. When you talk about the Federal debt and asso-
ciate it with the economic prosperity, it seems to me you bave to take
into consideration all the debts to do that.

Secretary DiLLoN. I think that is correct. The Federal debt is 29
percent of all the debts now, whereas at the end of the war it was 58
percent of all the debts.

The CralrMAN. Furthermore, when increase the debt at one period
because of national prosperity, that prosperity may decline and you
still have the debt.

Secretary DiLroN. That is correct. ,

The CHAIRMAN. And many businessmen that attempted to expand
their businesses on account of earnings have gone into bankru{)t.cy
because they found out they could not maintain it. So I respectfully
differ with you on predicating a debt on a temporary business pros-
perity.

Secretary DiLLoN. At times of business prosperity, I quite agree.

The CHAIRMAN. I suggest that you add the other 71 percent of
debt, toteling nearly $1 trillion—what is the total of all the debt?

Secretary DirLoNn. $1 trillion—$1,000 billion.

Senator ButLer. Mr. Chairman, may I ask a question of the
Secretary. :

The CrAIRMAN. Yes.

Senator ButLER. Mr. Secretary, you said the local debt wss in-
creasing more rapidly than the national debt. Have you any figures
to show the amount of local indebtedness or the amount of the in-
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crease that has been generated by Federal funds going into the States
on a matching basis? . o

Secretary DiLLoN. I am afraid I do not have that available. It
probably could be developed.

Senator BurLER. I get the impression that while you were speak-
inﬁ of the relationship of the debt and prosperity, that that is but a
reflection of increasing inflation, is it not? . ..

Secretary DirrLoN. No; because while our gross national product
has gone up since 1946, i)y well over double—nearly three times—
since that time inflationary pressures have been only about 30 percent.

The CrAIRMAN. Mr. Secretary, could you furnish for the record a
statement of the total debt beginning in 19307 °

Secretary DiLLoN. Yes.

(The information requested is as follows:)
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The Cuammman. Separvating them, of course. el ,
Going back to tho word “appropriaté” T'swould like to know when

you think it is appropfiam to P“f, sométhing on a public debt.’
Secretary Diuron. I thirik it 18 approprinte as sooh as wo. have n

yoar when our revenucs are not rocession revonues. As I pointed out,

in my statement, I expoct that to bo the ¢ase in’ the fiscal yoar 1963,

and T snid that T expected that wo would b ablo to present a budgoet

6 months from now which would forecast a syrplus for that fiscal year.
Senator Brrirr: Mv. Cheirman, may T a3k 8 question? -~
The CHARMAN, ‘Wait, I have one more question, wh
You indicated the other day whon you made your statement of an

ineroage in revenuoe of 810 billion, that you were going fo recommeond a

tax reduction. . Did'you indicato that you were going'to recommend:

{

anything to reduce the debt? S ‘

Seerotary DitroNn.” That was in anawer to & question from the floor. .
I snid thero would be a surplus left over and it would be a question of
deciding how much of that s\u'?lu‘s shauld be usetl for dobt reditction’
and how much raight be used for tax reduction. o

"'The CramMaN. In: viow of this overwhelming debt, do you not:
chink it would be well to meke & payment on the dobt rathef than:

i 3

reduce taxes? ¢ ,

Secrotary Dinton. T am not sure that we cannot do both, - |

-The OatrmaN. At this; if your estimate of $10 billion more income
is realized, that would mean a period of prosperity, would it not? =~

Secrotary Dinton.' That, is ceptainly correct. 7 7

The CyAIRMAN. ‘Then certainly in a perioil of prosperity, bearing
out your own logic, you should reduce your debt.

Secrotary Drron, That is right. o e

The CrAIRMAN. And not reduce taxes, '’ it oo T o

Secretary Diuron.’ Well, Mr. Chairman, there his hepn considerable .
ovidence that our tax system has now become a‘ héavier tax systom’
than it was originally intended to be because of inflation and the steady
upgrading of incomes. ' People are now in ai't‘o'n‘sidembly higher tax’
bracket than they used to be for doing the same sort of job. 'There-'
fore this burden is quite heavy, and theré are clear indications that
;.l‘;i;owns one of the causes of arresting the recovery in’ the spring of

“But’ concerning tax réforin, whén' we ave ‘talking about individual'
tax reduction, we certpinly look to achieving a very substantial part’
of it, & major part of it, through & rearrangement of ‘the 'tax 1w rather
than just a straight reduction and: through closéng -various loopholeés
to provide thefunidg that would' enible You to make these réductions:

he CuairMAN. Do you not think, though, thit thé'tax reductions’
should come from reducing expenditures and any increased revenue
due to temporary prosperity, whatever the prosperity may be,
should go toward reducing the debt?

Now, of the incroased expenditures for this fiscal year and next
fiscal year, what precentage was for military and what percentage
was for so-called domestic?

Secretarv Ditron, Of the increased expenditures for fiscal yoar
1962, totaling about $3.8 billion, about $700 million was for military,
which is nearly 20 ;;&rcent. '

The CrAairMAN, Military was what?

oy
Lo
i

vald

71850--01——8
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.'Slglcremy- Diuton. Ahout 20 lﬁowmn. e

10 CyarMAN. Is space.in the 80 parcont? . o

Secretary Diton. Yes; the 80 percent includes space oxploration,

The CrairMan. Then of the increased oxpenditures, only one-
fourth of it is duo to tho military? -

. Secrotary DiLLon. That is' correct, though thero. is & substantial
cther eloment in ‘there.. About $700 million; another 20 percont, is
duo to oxtended unomployment insurance .and aid to dependont
children of unemployed, which are temporary moasures to handle the
recession. .. . . S \

- So the more or less permanent type of increnses in the domestio
would como to about $2.3 billion out of the $3.8 biltion.

Tho Cuamman. Do you visualizo n steady incroaso in expenditures?
. Secretary Duron. I am not an oxpert in that, but I have been
impreased by.the study that was made by tho Burcau of the Budget
laat fall which was comploted in January shortly beforo the changoover
in administrations and was made under tho acgis of Mr. Stans, . This
study. indicated that as the country grow in population, there would
be an increase,. . - . -, L . e

he Cizatrman. How soon do you think it will reach & hundred
billion dollarg?: .. . e i
SeSoct:omry 1LLoN. I would hesitate to make a guess about that,

lll‘ r-.- e v B e f . I

Tho Cuatrman. What concerns me is the constantly incroasing
dobt on which interest must be paid, and I think you would agree
with me that it is not beneficial or wise to increaso the intorest pay-
ments on a Government debt, because that has to be raised by taxes.

Secrotary DrLLoN. That is correct. L : -

. Tho Cuamrman. But then, on the other hand, to talk about lower-
iugl taxes and when the debt should be paid off, to my way of thinking,
at loust, and then conatantly 9xtendm[i.(lomo§twspendmg in the way
of Stato grants and other things—Fedcral aid to education, that in.
the opinion of many of us, we boliave tn be & local and Stato respon-
sibility—I would like to have a statement for;the record to. what extent.
the I‘*egioml Government has incroused tho grants to the States by
legislation that has actually been enacted and by what it would be
increased in the evont the presont recommendations now pending in
Congress should bo adopted. : .. . L

- Seorotary Ditron. I would be glad to. got that. . .

The following table includes increasos under (1) extsti logclmon, (2) logisla-
tion enaocted during current. session of the Congrees, and (3) rocommendations
now pending before the Cougress, .. . | . .. et

o1 Y o s bR
[
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Bstimated budget dnd trust fund ezpenduum Jor rograma of Federal aid to Stals
and local governments in Rscal year 196

, , ~ [ln militona) ‘ o
Jun. 16, 1901, eBtimALe deuervecnaracacccameccccacciacaancnnaannanaa BT, 005
p 1 program changes in budget: ‘ -
Proposec : . "
Labor and welfaro: S
School lunch and specinl milk programs. . . ... Sl emmnn remmne—n 19
Ald to depondont children. . oo ccaciiaianaaan aensamyasneny . 18
Moediocal education. .o o oo cacaii e caaaaas awmnsmneernnn ., 1
Hospital construction.. . ... ccocaun.a. . wmammwn "y 3
Water and airpollution control. . ......o.oaaaa.. SRLE T SRS 10
Other publioc health serviee. . .. cueooinmaa i aiiians ' 8
Maternal and child welfare grants....ceeeccaennan.. dmewaa 10
Vooational rehabilitation. .. ......... reresmbewamanan ramepam 8
Elemontary and scocondary eduecation. . ..c....... dmecemeamn. < .500
National defense education. ..o caacanan. 7
Ald to fodorally affectod schools. ..o nnromiicincenpeannnas e
OASDI liberalization and modical oare (budget« offect on publld
BBBINLANGO) c o e inccccccmccacncmcsacmmcnammr e R 1
Agriculture and agrioultural resources: C e
Wateuhodpmtectlon.....-.-...:.-.,..;..'...'.-'."..‘;.‘.....,.. ) 8
Food stamp pllot program. . ....cc.... enemsearnmmen. cumaeaw 80
Surplus food distribution........... cesteceneiandendanatipa 100
Commerao and housing: .y
“e hO“l lOl\“.- ----------- vcu-‘-.-‘-.--.uo--b-nu--‘.-- ' 25
Publio works tmning .................. ameaeas SR . 2
b“n TONOWR] . . o - ehicciiccnacaicamenananean neapnmrmanan 30
faollivy 10808 o oLl dmeescemann 10
Open SPROE BPANES. o cevecenccamacenacen e anns R A 5
Aron redevelopmont. e c oo iaimcicie e —amannn R, ]
Smull Bua!ness Administration loans. . ccccucacianaaicacanaa. 18
Subt.otal budget ChANges. . penancnccnaccnncnannasrnanaaan D04
p et e
Estlmated ohm\gea in trust funds: T
Unomployment trust fund................ cemamenmnssnmnaneneas, 84
Highway trust fund............. wmaNmmERertnen e cemmauene 23
Bubtotal, truat fund ohangee.-......,,.,..........,.....-.,.,.... 47
'I‘otal ohangol in budgeb and trust funds....... D B 1,011
m
Revised oaumated 1962 budget and trust fund expenditum lor. ald to
Stato and looal T T reee-- 8016

} Bos touowin: ublo trom moohl tnllm of Federal ald to Sutund loosl tovmonu ln uu 1902 budget.
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Federal aid to State and local governmenis based on existing and praposed legislation

‘' <+ (In thousands of doliars} .
. Function, agenoy, and program Functional 1 1961 1962
[ - ocode- - acgggl estimats | estimate
BUDGET ACCOUNTS
. GRANTS-IN-AID
tem\s' services and benefits -
v Veterans' Administration . oo
o Ald toStatohomes !. .« eonnearceemcannennanan.s 108 6,128 - 7,838 7,574
te. State supervlslon of schools and training estab- “ et L
) Mshrnents k. oc e e 108 1,752 1,560, 1,450
vetemns services and benefits_......1....... rase 7, 880 9,008 9,024
xnmmatlonal aﬂafrs and finance: Department of State .
. Eest-West Cultural and Technical Interchange -
OODLEL . ceeamensanacenecaniatnnnaaecnnanarenaate s DU, 1N F . ' 2,168 10, 500
Labor and Welfare B
Geneml Bervices Administration: Hospital facils ‘
. m&tﬂct of Columbia (private non- : :
e roﬁt) ......................................... 213 1,485 600 200
Deputment of Axriculture ; DT R
Na uonal ac ool lunch and special milk pro- ‘ i
T GrAMS) ... ciciiceciccemccncecscesessnees 217 231,808 | ' 242,634 153, 234
‘ posed : Special milk program.... 217 |iaeenenn vanibfanecancaian. , 300
..,:;;Department of ealth Education, and Welfare: o i
------------------------------- 2,058,898 1 2,188,901 | 2 288,800
- Hos ual eonstructlonl ......................... 143,578 154, 000 167, 100
o Portion to private nonprofit instltutlons ....... . (80, 411){ ( *(88,000) (83, 700)
A Community health activitiest 3. ___ 213 14,971 - 19, 400° .
O Control of venereal diseases 1 2 213 X7} O O R
Control of tuberculosis 1 5. . 213 3, 4,000 {eceeonnnn...
! Mental health activities :. . 213 - 4,0051 - 6,000 6,000 .
Natlonal Heart Institute 1.. 213 3 © . 8,800 3, 500
National Cancer Institute i, ....ceeoennaa ... a3| 3 8,500 3, 500
Maternat and child welfare. .. ... .. ... .... . 2131 47,433 . 81,261 53, 506
Mental health factlities, Alaska.....occoaucaect)’ - B {4 388 © 1,808 3,321
Environmental health activities 13_.___.__.._. N 213 3,659 8,000 3,000
+ .-+ Hospital and medical care, Hawali1............ .13 1,081 1,100 1,100
) Construction grants for waste treatment factl- ‘ )
fties. et eii e irac i caaaacana. 213 40,295 40, 600 43,000
Gnnta ror construction of health research fa- I R gac o 0
e cllitles ). i iinciiiiccneanacaans 218 504 .50 500
Pollomyellt!s vaccination program............. 213 =1, 287 lyeennneacan. cmseacmnamen
Assistance for school construc and operation . R & :
Infedcni ynftf:::lto#arfas 4 70, 353 63, 87,382
construction V.. ... ........... . . .8,
Maintenance and operatlon of schools L. 14| ''186,661) " 181.% 93, 500
Vomtlonal «lumtlon ........................... 214 $9, 140 lo.gg; . 40,442
1 Qo.Jeges for viu'o the mechanto 1 21 1 K083 ) 7T O10,744
a\erergereducatlo?a act}ivw‘;....ﬁa...h 3 68, 507 8,314 88,083
or expansion an uce on e e .
%mw wotardod 1 f g P o[t e se!
e 214 i 4001 i - 400 [ 400
as | 7,03 7,988 8,418
217 48,007 85,178'| 59,370
;Vhlte Konse Con!erenoe on Aglng ! 217 759 [} N PR,
ro%;ud
edical benents for the aged........c....... b2\ 1 P J . 25,000
Maintenence and operat n of schools in
federaller affected areas. ....ccaveoeunanne ') U3 (A PO . 60, 000
Department of the Interior: Bureau ol Indian
Affairs: Education and welfare services !......... 214 8,878 5, 450 8, 950
Degtment of T abor: Unemployment compenss-
and employment service administration 1 ¢.. 211 817,158 2,248 |.......... .
Total, labor and welfare........... ceancanncanssfaccncacnnean 3,287,400 | 3,132,786 | 3,292,068
Agrlcultnre and agricultural resources:
Department of Agriculture:
Commodity Credit Cor tion and removal
of surplus agricultural commodities: Con
tributions to school lunch program and to
other public agencles. .. ... ... ..cccencucnien 351 148, 163, 901 168,829
atershed protection ¥ ... ccoenoinciaaaas 354 18, 522 23,929 34, 700
Flood preventlon !. .. . . . .ccieiiennnaana 354 14,169 13,853 16, 500
Cooperative agricultural extension work 1___.. 388 , 303 68, 000 07, 890
gricultura] experiment stattons 1. _._.......... 385 31,085 332,060 34,018
Payments to States, territories, and posses-
slons, Agricultural Marketing Servlce...}‘.... 358 1,108 1,108 1,105
‘Total, agriculture and agricultural resources. |...... R 278, 267 297, 937 323, 632

Sce footnotes at end of table, p. 16 !
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‘Pedéral 'aid'to State and local aooemmccu{a .based oh maung and’ propoaed Icmsla-
tion—Continued

[In thousandaotdollus] .

' ’ i AN N IR
L Funotion agenay, and ro am Funotjonal 1000 19681 1963
T Sgoney, SRG PR [T Voode | sctusl [ estimste, | estimate
H tet

Bupoxr Accounrts—~Continued

GRANTS-IN-Ap—Continued NV PRI T ..‘;:,,;:-; L
Nuural s0uzeen: N ‘
Department of lculture' Forest ptotaot(on and’ vipe of e
mutlon. assistance to States for tree f ;. - ¥ Y
anting } ,s ...... [ 4«3 1 n4eef 13,20
Depntmonto the Interior: v R 4
B uo(Reolamatlon. C . PR
d oOnuleaDamoommunityund DO IR S
ot ergan ............................ 401 100 . AT} ot 3
QGrants, Boulder Oltydisi:ou ...... wnene 01 . S| . 180 fececenconan
Gmntsforamuureclnma pro}ectsl....- [ 11} I YOS o M0 fieecenacnae
Bureau ol Indian Affairs manage- | . .. .. S [T A
mentel. .. . .cciecacieccnccsabnsraseccnnna wee] . 401 7 o
Drat eofanthuoltemlnas........... cemmeeee| . o 408} . L,233) L.
Fedua' ald in fish restoration and manage- |: wl 4.3 18
Fedaral aid in'v’v'ﬁdiiie’?éii&iﬁ'oxﬁlZIZIIITZIZI: Y 1 17,610
Total.naturalresomoas cememencncancascssiaslenioniiniea] | $6,870:) ¢ .
Commerce and houa(ngl:)e SR T B
. Office of Ojvil and Defense Mobilisation: o
Federal contributions. ......ccceeccaceacas ceann L 520 4,023
, Research and development' eeonemmooooenann -n 820 2 -
Funda appmprla to . the President: Disaster - 1473 [
Fedeml K%':B’ti&ﬁ'l&&éne'y'"i'é&'e}aifax'dﬁ}b'&'{ﬁ;’ i 5‘7.'1 wl RO
el Businwss Kdaisirstion Grssta for | o[ UM
88ArCH. .o ccccaecacnccicacacencnanescencannduan . 518 ) ¢ 208 ) - -
H°"sﬁ"*“mmmmm capltal | N
ur| re
. grantsb......... mrmanenn oo ss | 104,705 | 153,988 100,721
Ezbﬂn p{uﬁnin FTants. cceeennnnn. umfm' 518 3,854 3.500 , 000
w-mn oustn, annual con . carioor et
tlons b....oooor 8 program, annual cont el AR TT S FIRRTX 'Y um,aoo . 179,800
- Defenss community: facﬂltlesmdaerv!ou'..... : ar R .20 doarfeedaiiing
DepanmentotOommom fl TR B | :m- AN R
8tate marine schools l.......-...u ....... wnenneed . . BIOFi:... SR Ecui B8O} 550
Publiolandshlghwml PURTYN aneven e 80 :1.8‘Ilv' Lot &,07 Cen o4y 481
Surveyundp n...; ..... eemmaeemmensanmansen 811 08 08 |..oee..n... .
Forest 19 ava | o] . 96088 . 81 81,588
Fadenl d h hway (l!quldauon of contract * N
lezls ﬁ.-..».L-....................-..-.. . . 811 =280 }.tlitivesd]mbdivncnenan
gomtsnd blic lands highways 0. ... remane ct Bl [eduaitennbdafiidaaatadani] « 35,0008
Areaasslsnlr)auoaac tivities ! m".. 818 leceenaeneae]onsmeaenaan] 4,000
Dewtrl‘lﬂenltuoftge In!c)el{lor- s ””“é" o ’:3 AN L; ‘ 'v~ Gk
n [slands O WOIKS.iccoencnaacacandbnaf 't - y DT dableasdusna D abea
Alaska public wOrkS brve-on- ‘x‘ s | . owmae | w e
R mme .ndhousmq.; . § 338,641 | 433,00 | 400,634
e om‘wt m ’ \ ) RO ! 1 , R 1
General rnment: ERTURISERY PR LRI TY R A, R L
", Nation tal le Oommuuon. Aequhi- RIS IR SRUPEER] P Coaffaadet e
n§'°“m°”‘“=£r L Mars A s o Aimation |1 o o[ | AL e
. e b et " Vit . it
W : l:he Pre t%ﬂﬂoﬂu l....... 6.819 ,.7,88%.1 1 110,258
Dm(r!l.et ol Columbgdh. F‘gd;ml ctal;gl:)uu ons ! ti"'" o3 mmo v«-r,.siu‘qouol ; ﬂ.;?(ﬂi)* t ;fgﬂ.lm
i .+ Junds appré Presi Transitional.|- . . R IR ISR TIPS VIS e
muwAm‘h..............4.................. 610§ i< 10;898 1 +1-16,0081 . ' 6,000
R TR U ) b .

T Mt dnsn it 88,458

RIEPR ERARYY R
,-kwu\¥n i’}:b})(\ Yy
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o

. .e\ "A:l’vw. "

e sy oty . ) | T T |



18 PURLIC, PEBT LIMIT

Federal aid to Sta!e and local governments based on. mslmg and proposed legisla-
tlon-Continued
[In thounnds o! dollars]
Funotion, agency, and program Functional 1960 1061 1962
) t V) apC re meod ocode aoctusl | estlmaty | estimate
8HARED REVENUN ) .
Natural resources:
""""&?V&’ﬁ?‘ﬁ?’”‘mﬁ?' "p““‘.m“ 1o e of ot B o
3 en eu of
o ""f"f;.g-f( ........ e w|  eus| ews| e
en o . ‘.f . B 1 . A
w‘gl gnd,hﬂtam(oroounueund ' DS BRE
m ----- --J&&d- ----- 1.5.- ------------- m ”'m upm ’ 2&063
Submarginal PrOGTANM... o eeneeecnnanacane 402 458 § Q3 " 42
Deponm t of Defense: Corps of Army Engi- ‘ : 1
eers--Clvil: Floodcontml Act of 184 (o States. . 401 1,434 © 1,402 1,600
- Doputmdat of the Intetfor: . o
. lhmiprogmm....h. .............. 4011 - 1081 - 288 202
3.’“"':‘5%”3‘6&3‘:&““ i pibie sd wid | ool B o Een
s ° . Al . . Rl
ettty 2800 ol publo and - 401 e 804 @
Alasks sohool md&,moomemdbrooeod 8. cene 401 - 12 leeaiccaann.
Colnmbla Basin project, payments in lswof| . - . sl 15 "
e VAL Jecn e dnbdiubvovsnonenibosancnanaunnwn
w Boulder Ctm on project, tats to Arjzona : i
o st mo,mzmm oo 0 o
 OOTITItIO8 e e e n oo otdmmeemmeccemas e 02| 1472 1620 1840
Pa t to Coos and Douzlas Counties, Oreg., : : ’ '
Poyments towo X Rﬁ':dn'&%n oif sad gss oy @ bl I ol
" an roy- . R
et esa ] ] el il el
0 .......... n——bod t
ey PayhantnoA t' ............. 403 k)l (S, ceutnbronan .
Paﬁnenu to ocounties, Mlmmry Bird "Gon- : ' Lo '
¢ MAO'..J.J“M....- .a ............. 404 W ‘87 : ‘71
Payments to Alaska, seal an 8”.... 404 81) - 1083 - 889
ngnan to W, in lleuouaxes.
ton National Park...... demcnsmcen PRI ) 405 0 ~30‘ » 30
“rom,mtum Wou..........-....:.... reoieeeeneee] 93,438 91,974 o,
denenl government: B - , 4
Depertmmt of the Intevior: Inumu revenue ool- . '
lectlo! ns. Virgin Islands. .......c..iicciciiecanecaa 00 C 4,018 o, 500 85,000
Department: Tax eoll uons!or Amcl vl : :
, Puertad Rico, and Guam........ veavas] - - .. 000 23,984 22,990 3,00
'ﬂmjudlcury‘ U.8. palrta,teoolpu; Alasksl......] . 610 0 faeammniomsiifosinnannn.on
T "l‘ow,wrll:ovdmment......u.........‘...... wemeeeeeewa]  28,503| 20,400 b 28,000
Total, shmd:ovenu....... sedivennann - 121,000 | 127,464 125,343
. NEY LOANS AND REPAYABLE ADYANCES R | :
Lubor and welfare: ral Services Adm Y .
Hospital Mllmes htlot of Oohmbh (p vm R I b :
mp!‘llﬁ) Wieenanenna dadesterrandebiboacacncabunmen 213 1, 438 900 ‘ 200
ture and agricultaral resources: )
mhedpmuomn! Sandaoead . gg: 188 {.g% 2,%
Nagure ebrions: Dopaeiiotof Ui {iaio; B ey s B
Redm v for irrigation projects ... vci| < i 0L o) 6,831 ‘5 . ’lﬂ’m ) “,857
:"&\mommmfmuuobummm VRN FEETENY BN £ .
¢ ment fund......... dbunsdubeandebbihccannccprcunn . 00F - =M L. 100 100
i..8mall Busivess Administration: Loans to ‘ HEETEETEEEEY DO N
and develop! ntcomm............a.‘.,-u 0 81840 - AWM. ‘&m 16, 908
mﬂo and Home ) i I ST . Fou
o {acility loans 'nrur--u1 ---------- cmpancon . 518 18,298 l& m “ 800
e rf‘ Pu i works p! N e . L. 8181 L 44784 bw‘ v 8,350
Slam nndur renewal ! . 818 2,814 8. 2,000
&wm% . : 16 . 8,4 908
b7| 1n7i0] 1090|1200
m ................... e
Depertmentofth&n MMG ' B worke - 818} ¢ 2:11 tes "J?%.M AR [ )
: o
TP AU B | ASPTRRTRPL UR SIRURPL R N
Sulootnomstendotubh.p.m. , o ' " '
S N A | ¢ . . ]
) .
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-

Federal atd to Stale and local govemmcnu baaed on mstmg and propoccd legula-

! - #ten—~Continued
m\thommomonm] Dottt e e
Funmw.mdmun :vmabnnl > 1900 - 1961 - 1063 -
code .| actual. . | estlmate { estimate
SHARED REVENUXR—Continued . - ,
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The OHAIRMAN. . It ooturred to mo too, that' when we talkod about
this riational. uct; we have to consider the whle ‘debt, not just the
debt.of the Federal: Government, which as you say.is more ithan 25
%ercent of the total. There is such a thing. as tmg too much debt.

his. interést payment;- ll percent as 8 ser bnrden upon ‘the
Government, is it not? : g LT e e

It we did riot have this mterest payment bo*mnke. to what. extont
could we reduoce:the taxes? It comés t0i$9 billon, does w nob? neE
-'Secretaty DiLnon; Eleven percent:'' ' @14 o uil are By et

The CHAIRMAN, It is & complicated thing and I afii: tiot mg back
to- this appmpnate statement: n@miy but it just Beems to ime. that that
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statement was along the lines of encouraging deficits and I think we
ought to resist those deficits. I do not think deficits should be tied to
whether we have prosperity or whether we have a recession or what
we have. Because when we add to the public debt, then that con-
tinues throughout the years. , o
- I thank you. ,

Any questions? .

Senator WiLLiams. Mr, Secretary, first I would compliment you
and call attention to the fact that you are about the first Secretary

of the Treasury we have had down who has used the term ‘trillion® in-

terms of debt. It seems to be a word that is going to be added: to the
dictionary from here on. I hope we can forget it. A
Secretary DiLLoN. That did not refer to the Federal debt, though;
Senator WiLLiams. No, but it referred to the overall.
30§Vhat. is your estimate for the deficit for 19617 That is, this June
" Secretary DiLLoN. Our estimate is somewhere in tho neighborhood
of $3 billion, hopefully maybe slightly short of that. We will not
know until all the final checks come in. S :
Senator WiLLiaMs. What is your estimaté of the expenditures for
fiscal year 1961? 3 ) |
Secretary Dirron. Fiscal year 1961 is $81 billion.
Senator WiLLiams. And your estimate for the receipts for this year
would be— - -
Secre Dirron. At the moment, it is slightly over $78 billion.
Senator WirLiams. The House committee report I think referred
toitas 7827 , . . -
- Secretary DiLLoN.  That is right and T think we estimate ¢xpendi-
tures about $500 million higher than the figure that is skLip b that
House report, because there have been a lot of bills, detense bills,
from contractors that have come in somewhat more rapidly than
were expected and have been paid. L ' |
~ The CuatrMAN. That would bring your estimated expenditures to
$81.2 billion-and your receipts to $78.2 billion?
-Secretary DiLon. That is right. S S
Senator WiLLiAms.' I notice you state that on the spending side, the
latest -ostimates .indicate that the January budget underestimated
axpenditures for goingrgrograms by about $400 million. .~ - .
ecretary DiLon. That is right. . = o o
. Senator WinLiams.  Now,.the January budget estimated budgetary
oxgenditures at $78.9 billion. In other words, they—— = . . '~
ecretary DiLroN. That was for fiscal 1961. . _
t1Senator WiriauMs. Riscal <1961 .and | the :budgotary:‘receipts: they
estimated at $79 billion. : In:other words, they underestimated, based
upon this; the receipts by about $800 :miliion;. 8 thint right?.: Or over-
estimated their rodeipts;'rat,her?,- Sl >.i '~‘l»;.1'§ L R A S
-1 Secretary: DiLLoN. Qverestimated. their receipts for fiscal 1961.. .
Senator WiLttams. By about $800 million? “ieac it -7 i o
11 Secretary DiuroN. That iswright. = i 0o o g g o
Senator Wirsiams.. Now, they had expenditures:astimated at $78.9
billion and you have $81.2 billion: . They -untlerestimated : expendi-
tiires by $2.3 billion); i8 ithat correct? i ey ¢ il 50 wgign Y i
;nSecretary DiLroN.' For fiscal 1961 :that: was not- a question entirely
~ of underestimates. That was made up both of underestimates and
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of increases by the new administration. Underestimates were about
$400 million in 1961, as they are also in 1962.

Senator WiLLiams. Then $400 million of it was underestimates and
the rest of it increased expenditures of the administration?

Secretary DiuLon. That is correct, of which the biggest amount
was temporary unemployment compensation,

Senator WiLLiaMs, But as I understand it, of this estimated deficit
of around $3 billion, $21{ billion is accounted for by the increased
expenditures during the past 6 months of the new administration,
over and above the estimated expenditures in the budget of January,
is that correct?

Secretary DirLoN, That may well be. I do not have that exact
figure in m%nind.

Senator WiLLiaMs. I was not clear on the $400 million, because
as I had it figured here, the $3 billion deficit which we have is accounted
for by about $700 million or $800 million, an overestimation of the
revenues, and about $3.2 billion, an underestimate of the spending
ability of Congress and the administration.

Secretary DiLLoN. The underestimate for spending in 1961 was
about $2.3 billion.

As to the main Flace where there was a big swing in the estimates,
it was in the detense expenditures, an acceleration of which was
started last summer and last fall when the recession was in view.
That acceleration took hold somewhat faster than anybody thought
would be possible,

Those expenditures, as of March, were estimated in that one De-
artment alone to be $760 million higher than in the January estimate.
ince then, they have gone even higher than that, to about a billion

dollars more.

Senator WiLLiams, That may be so, but the acceleration which took
place last year was presumably included in the January estimate.

Secretary DiLLoN. Noj; it was not. The January estimate was in
error and they did not realize how far the acceleration, once they
started in the fall, would actually take hold.

Senator WiLLiams. Only by $400 million. The January estimate
was nearer. They did not realize how fast the new administration
could spend.

Secretary DiLLoN. It had nothing to do with that. It is just that
when they ﬂpla.ced an order in December, they did not realize that the
actual outflow of money would come quite so quicklg.

Senator WiLLiams. Without trying to fix responsibility, I am goin
to the budget estimate to which you refer. The January estimate
budget receipts at $79 billion. You are today estimating them to
be at $78.2 billion. That is a reduction of $800 million below the
January estimates.

The low January expenditures were estimated at $78.9 billion and
they are estimated now to be $81.2 billion and I think those figures
represent changes which have taken place since the January budget
was submitted to Congress.

Now, whether the earlier figures were correct or your figures were
correct, time alone will tell. .

_ Senator BENNETT. May I point out to my friend that the overspend-
ing of the Defense Department, according to these figures on page 7

71950—01 4
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of the report of the House, were $761 million, but there was an offset
on military assistance of $200 million, which reduced it to $561 million,

There were then some additional offsets, so that this $400 million
overestimate is a composite of which the military were actually nearly
twice that high. : ‘

Secretary Divron. That is right.

Senator BENNETT. They overspent nearly twice as much as $400
million, but there were some other offsets.

Secretary DiLron. That is absolutely correct and those are the
sorts of things that continue. Actually, we found that our estimate
of March of defense expenditures under just permanent ongoing
programs was low, and they spent even faster than that.

So the defense expenditures are the primary reason, in this one year
of 1961, that our deficit is bigger than we had originally expected.

Secretary Wirurams. Well, we have a deficit estimated here of fiscal
1961 of $3 Lillicn. Now, I think you gave the estimate of next year’s
deficit at $4.4 billion?

Secretary DiLrLox. I gave it at $3.7 billion and said if Congress did
not take action on postal rates, it would be $4.4 billion.

Senator WiLLiams. I think you would just as well figure $4.4 billion,
because even if Congress takes action on that, Congress will be acting
on something else too which may more than offset it on some of the
relations. But the picture as it stands now, assuming no action is
taken to either increase expenditures or increase taxes, would be $4.4
billion. Is that right? :

Secretary DiLLoN. Assuming all the programs that the President
has requested are voted, that tiere is.no action on postal rates and no
additional programs above what the President has recommended, it
will be $4.4 billion.

Senator WiLriams. And that will mean including this year and the
E?I}l{'t fiscal year, we will have an increase in the debt of around $7.4

illion.

Secretary Diuron. That is about correct; yes, sir.

Senator WiLLiams. Now, approximately how much interest rates
are you going to have to pay in borrowing that additional $7 billion?

Secretary DiLron. That would depend, Senator, on how it is
borrowed, on the length of the instrument, on how we manage the
public debt. The average cost of interest on the public debt is some-
what just over 3 percent. Maybe that is the fairest figure to use.

Senator WiLLtams. That average is not realistic. You are taking
into consideration in that average the 2}{-percent bonds which were
optisdt‘?nding. Do you think you can sell these bonds on a 2}4-percent
yie

Secretary DiLLoN. No; I do not think we can sell them on a 2}-
percent yield at all, but there are also some bonds that are outstanding
that are shortiy becoming due at a higher rate. So it balances out
fairly well. That is a rough and easy figure. If you wanted to take
3% percent, that would be all right. S

Senator WiLLiams. Is it the intention to finance this increased debt
in short-term money, or are you going to try to stretch the debt out in
Ionsg term? C

ecretary DiLLoN. That is & question which we will have to face
concretely in July, when there; will have to be a very substantial
reﬁnancingl,of maturities coming due in August. We have asked for

4
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all of the various committees that advise us on this, some five different
committees, to come in and meet with us early in July, and our
decision will be based on what we find the market will accept. Cer-
tainly, we would like, at that time, to issue some of the debt, at least
in the intermediate range.

Senator WiLLiams. It would cost at least in the neighborhood of
3, 34, or 4, to finance that long term?

Secretary DiLLoN. The very longest term Treasury bonds are
selling at a yield basis of just under 4 percent.

Senator Wirriams. Well, then, that would mean that if you
financed it on such a basis, you would be increasing our interest
charges on our debt as a result of this expanded borrowing by around
a quarter of a million dollars™ year.

ecretary DiLLoN. Yes, Ifthink that is correct. Somewhere in
that area.

The CrairMaN. If the Senator yields, I would like to ask if you
have included the cost of going to the moon in your estimates. It
would cost $40 billion to send a man to the moon. Have you included
that in your estimate of future expenditures?

Secretary DiLrLoN. The cost of the President’s recommendations is
included, which includes next year'sZcosts on that, if Congress
approves,

he CHaIRMAN. Did the President not indicate it would be $4
billion a year?

Secretary DiLLon. I think there was some very big area of give in
that, and I think, as I recall, what he said was that the extra expendi-
tures over and above what we have been budgeting for space anyway,
which were planned to go very high, was something like $7 billion to
$9 billion over that period. I think the total was somewhere between
$20 b(ill]ion and $40 billion to get to the moon, and that is a very big
spread.

The CuarMAN. It was an estimate of somewhere around $40 billion
to get to the moon.

ecretary DiLLoN. Somewhere around $20 billion or $40 billion,
& very big spread.

The CuairMAN. Now, there is one question I failed to ask. You
have given us the direct debt to the Federal Government. What is
our contingent debt?

Secretary DivLon. I will have to give you that figure.

The CuairMan. Will you give it in that memorandum?

Senator BENNETT. Is that included in the trillion dollars?

The CHairMAN. Is it?

Secretary DiLLoN. I would think it would be included somewhere
in that figure, because that is all debt.

The CHAIrRMAN. I do not think all of it is included. I imagine it
would run at least $200 billion or more. Would you not estimate that?

Secretary DiLLon. I would rather not give it just offhand.

The CrairMaAN. If you will give the committee a memorandum
showing the direct debt and all the other debts, plus the continued
debt to the Federal Government, and give an itemized statement.

" Secretary DiLLon. That is right, I shall. _

Senator WiLLiams. Do you think there is a possibility that our debt
mséy reach the moon before we do? .

‘Secretary DiLLov. No, I do not thinkso. The moon is a long way
away. ' '
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(The information requested is as follows:)

Summary of public debt and guaranteed obligations oulstanding May 81, 1961
{On the basis of dally Treasury statements}

May 31, 1961
Title
Average {n- Amount out-
terest rate ¢ standing
Publio debt:
Interest-bearing debt:
Publie issues;
Marketable obligations: Parcent
Treasury bi fre gularserfes).....ccviemicancinenanns 12,607 { 833,403, 892, 000.00
Troasury bills (tax antleipation S6T108) - - vnmnmnmeann 12,778 &, 008, 666, 000. 00
Certificates of indebtedness (regular series). . 3.073 13, 338, 019, 000. 00
3.708 58, 248, 787, 000. 00
2.820 | 80,849, 231,650.00
2.002 49, 800, 000. 00
Total marketablo obligations. ....cceeareccannnncans 3.068 | 188,803, 345, 650. 00
Nonmarketable obligations:
United States savings bonds... 3.405 | 47,461,102 858.82
Doposuar bonds. . .cauun-n. 2. 000 119, 475, 500. 00
Treasury bouds—~REA serles 2.000 18, 488, 000. 00
Treasury bonds, investment series.........cccacciaaaas 2.7%0 8, 849, 808, 000. 00
Total nonmarketable obligations....cccceececiacaanns 3.328 83, 448, 867, 058. 82
Total public issues....... ecesmmmenns cecemanunes P 3,135 | 243,343,212, 708.83
Speclal issues:
Clvll servico rotlremont fund...ccccecmmceerececancaacnncas 2.611 10, 081, 995, 000. 00
Federa posit Insurance Corporation.......cccvecacancae 2. 000 831, 400, 000. 00
Federal disability {nsurance trust fund.......cccceeciuaaanan 2.810 2, 250, 186, 000, 00
Federal home loan banks. .. .....cceceicneccncrnncnacaacans 2.001 182, 400, 000. 00
Federal Housing Administration funds............. cecenan 2.000 87, 893, 000. 00
Foc erat old-age and survivors insurance trust. fund. 2.663 16, 430, 477, 000. 00
Federal 8avings and Loan Insurance Corporation. 2.000 134, 000, 000. 00
Foreign servioe retiroment fund. ............ ceuene 38.958 81, 040, 000. 00
Government life insurance fund. . ... . ioaaoaaal 3. 520 1, 048, 040, 000. 00
Illghwa‘{ trustfund. ....occvvnaananann erneessanunsseasans s.102 134, 898, 000. 00
National service life insurance fund.........ccceeceeeacanns 3. 087 8, 621, 589, 000. 00
Ratlroad retirement acoount. ..ccovuaeeeanneiicaioaacnanan 8. 000 3, 008, 773, 000. 00
Unemployment trust fund........cccaceecoecicnneccacnnas 3. 229 4, 749, 003, 000. 00
Vetorans special term {nsuranoe .Y IR 2.643 101, 013, 000. 00
Total spocial {33U6S..cceaaccenn caenman wecesessesnnannnane 2.802 44, 508, 104, 000. 00
Total interest-bearing debt...ccccenuavinannnnnn cesseanee 3.078 | 288,843, 816,708.82
Matured debt on which lntemst has 0083ed. . ccciinianncincnnnaas Y TR, . 848, 643, 310. 01
Debltnbt:m t nol“l‘\?mtary d 2, 496, 000, 000. 00
rnational Mone
International Development Association.....c.cccieccnaccenaacfacanas 857, 652, 200. 00
(01371 ceveance waaman 308, 028, 613. 73
Total gross public debt..... ceseaceassasee coanscassnccaccnsnsfuancannnacaaa| 200, 148, 640, 841, 58
Ouarantoed ob! t!ona not owned by the Treasury: ‘
b”'sa | I y ......... r.y ......... 3112 224, 603, 950. 00
Matured debt on whlch (N torest Nas 00a80d ... oonnsnuone wmesanans 732,475.00
Total guaranteed obligations not owned by the Treasury....cecfeecieccaannn.. 228, 396, 425. 00
Total gross public debt and guaranteed obligations........ ceraee]encacnaaen .eee] 200, 871,037, 268, 56
Deduct debt ot subject to statutery tiadon, gations. ...~ e . 396, 445, 620. 88
Total debt subject to limitatlon 3. ...eecaeereccnaccrcencaraancnaafecscnanncnnas «| 280,974, 501,045.73
! Beginning with the statement for Dec, 31, 1958, the computed average intemt me on the imbllc debt
is based upon the rata of effective yleld for lssues so}d at pnmluma or disocounts, the
computed average rate was based upon the o&t:ron rates of tho socurities, Thll rate dld not materially differ
from the rate oompuusd on the buls of e e yle . The Treasury owever. nnnouneed on ov, 18,
1058, that there may be more frequen urmos sold wl rre {8 when-
ever appropriate. This "eﬂecuve yteld" mothod ot compuung the averag temt rau on bllo debt
will more aecumely reflect the interest cost to the be in aocord wi {ntent of
tod onoﬂlslhuon has {eb%t;tred the use of such rate for varloua purposes,
I statuzory debt Umu was eatabllshed at tho act 8 ed June 30, 1050. The limit,
e SapriyTiarins v g i 8, i R G vt iyt
.ooo.ooo. ), 18 m,ooo.ooo.o‘o ' Thereafter it will mmt to ,000,000,
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LoNG-RaNGE CoMMITMENTS AND CONTINGBENCIES OF THE U.8. GOVERNMENT AS
OF DECEMBER 31, 1960 .

The attached statement covers the major financial commitments of the U.8.
Government, except the public debt outstanding and those involving recurring
costs for which funds are regularly aﬁpropriated y the Congress and are not yet
obligated, such as aid to States for welfare programs and participation in employee-
retirement systems. The statement is segregated into four oategories, namely
(a) loans guaranteed and insured, eto., by Government agencies; é ) insurance in
force; (c) obligations issued on credit of the United States; and (d) undisbursed
commitments, eto.

The items appearing in vhis statement are quite different from the direct debt
of the United States. They are programs of a long-range nature that may or
may not commit the Goverrment to expend funds at a future time. The extent
to which the Government may be called upon to meet these commitments varies
widely. The liability of tho Government and the ultimate disbursements to be
made are of a contingent nature and are dependent upon a variety of factors,
inoluding the nature of 2ud value of the asscts held as a reserve against the com-
mitments, the trend of prices and employment, and other econemie factors,

Caution should be exercised in any attempt to combine the amounts in the
statement with the Yublio debt outstanding for that would involve not only
duplication but would be combining things which are quite dissimilar, As
indicated by the enclosed statement, thero are $108.1 billion of public debt
gecurities held by Government and other agencies as part of the assets that would
be available to meet future losses. The following examples illustrate the need
for extreme caution in using data on the contingencies and other commitments of
the U.8. Government.

1. The Federal Deposit Insurance Corporation had insurance outstanding as of
Deoember 31, 1960, amounting to $149.7 billion. The experience of the Federal
Deposit Insurance Corporation has been most favorable. During the period this
Corporation has been in existence, premiums and other income have substantially
oxceeded losses which has permitted the retirement of Treasury and Federal
Reserve ocapital amounting to $289.3 million (sll repaid to Treasvrv), and the
accumulation of $2.2 billion reserve as of Decomber 31, 1960. The Corporation’s
holdings of public debt securities as of that date amounted to $2.3 hillion which
already appears in the public debt total. Qut of $201.4 hillion of assets in insured
banks as of December 31, 1960, $65.3 billion are in public dehbt securities (also
reflected in the public debt). The assets, hoth of insured banks and the Federal
Deposit Insurance Corporation, as well as the continued income of the Corpora-
tion from assessments and other sources, stand between insured deposits and the
Government’s obligation to redeem them.

2. The face value of life insuranoe policies issued to veterans and in force as of
December 31, 1960, amounted to $42.1 billion. This does not represent the
Government’s potential labilities under these programs dsince some of these

olioies will probably be permitted to lapse and future premiums, interest, and
he invested reserves amounting to $6.9 billion of public debt securities should
cover the normal mortality risk,

3. Under the Federal Reserve Act of 1913, as amended, Federal Reserve notes
are obligations of the United States which, as of December 31, 1960, amounted to
$27.4 billion. The full faith and credit of the United States is behind the Federal
Reserve ourrency. These notes are a first lien against the $53 billion of assets of
the fssuing Federal Reserve banks which includes $27.4 billion of Government
seourities already inoluded in the public debt. These notes are a{)eclﬂeally
secured by collateral deposited with the Federal Reserve agents which, as of
December 81, 1960, amounted to $21.1 billion in Government seourities and
$9.4 billion in gold certificates. B
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Long-range commitments and conh'ngma;i«moof the U.S. Government as of Nee, 31,

LY

{In millions of doltars)

Connttmoent or contingeney and sgeney

Gross amount.
of commit.
mont or
contingeney

Publio dobt
sonvitios
hold by
Qovernnent
and other
wenales

Touns guarantood, insurad, ato,, by Qovernmont agonclos;
Agricutture )u]mrtnmut'

Oommodity Oradit Corporation. ...c...o.... rreeaaserann s
Farmera' Homo Admindstration:
Farm tonant mortgago fnsuvnned fund...oooonerenna [

QIV] Aeronniitled Board. oo cviacee vinciienasennenacinreasnrsonn
Commerco Dopartiment: Foderal Maritime Donrd wad Marithne AQY

ministmtion:

Foderal ship mormmm fnsurnnes m\'o\\'luy [ (LT 1T1 ceaen
Dovelopmont Loan Fund..
Kxport-Import Bank ol wnsl\lnxton ..... teteaneaeeasriaenen cenenneann
Houdng and Home Finance Agenoy:

Fodoral Houslug Admintstration:

Proporty improvemont lonns. . ...
Mortgaga loans.

OMco of tho Admintsirtor: Urban tonev

Publio Honddng Adminiatration:

Tooal houalng anthorlty bonds ond notes (t\ummilmmm covered

by annunl contr lm!lmw) .......

Toeal housing authority tempornr)

Intorstute Commeros Qommisston........

Bmall Business Administration:

ROVOIVERE UM L eeaiiein e i i et e s ae s PR

Roconstritetion Financs Corporation ilquidntion fand. - ..2220000000
Treasury Departmont:

feconstruction Finance Qorporation Haubdatlion fund. ..eeveannannns

Jofonso Production Aot of 1030, s nmended. .. ... R

Foderal (Hvil Defonso Aot of w-m. 08 mlwmlml

Votorany Administetion. ... .oociiiimaanienas .

Totat lonns guavanteed, h\snml, oto,, by Qovernment agoneles. .......
Insurancee and guarantees in foree;

(O}
$173
!

110
4
®

1987
32,630
380

3,880
M)

Anrloulmm Department: Foderal Crop Insurance Corporation.......... LRULL IR O
omu\orml)opnrhnont- Fedorm) Maritime Boardand Marltime Adwin.
{atration: \War risk fnsuranoe rovolving fund.......... 11T 2 PR
Export Twport Bank of Washington: \\ ar rlsk and ox xmm intion lmnr- "
¥ mlvn\l o nEnETee (’onmm! lon. .. 140, 484 2, 90
1feld by fnsured commerelal and matun in LEN [N P 08, 308
Fodoral Lome Toun Bunk Board: Fedoral Snvings und Lonn insurnos
()orpomﬂon ....... . 28, 6N m
Hold by insured Tuatitall S PR 43
lmonu\tlum\l Oooperation Ad mtnlslm(lou Tndusteint ulu\m\\(o\\a 1N [ 15 )] (P,
1.8, Informatlon Agenoy: Informationnl niodn RUaTatotS e eeeeeeen -aens (L]} PO
Voterana® Administration:
Natlonnl sorvieo Ho Insuoameo. caooeiiiienncaiaveiinn e aeee teaanns 40,070 5,88
VL8, Qovernttiont Wl ISIEAN00 . e e riaesavenasseransvanvesasacnvans ) 388 1,07 a
Total, Insuranoo aid RAANLCES 1 f0r00. e aescaresacancrseannnnanes PN 107 7, ‘Jl\)
FOTTRXG LRI LTRSS L LY.
Obligationa tsaued on credit of the United Rtates: Postal savings cortifieatos:
ostal BaVINRS BYRION . cianiiineriiciacannnnsmnaetnt s e rananan 11700 m
Canal Zono Vostal Savings Bysiom. ..o .1 01000000 caeeann us 1)
Tatal postal RavINgs CortINOAted. e cieeiiiiaaiceareanan crmmeraanaen
Other obligations: Foderal Rosorvo notes (faee STUGUINE .nnm oansoeerasmrreson .

Undisbursed commitmonts, oto,:
To make futuro loana:
Agrioulture Dopartmoent:
Qommodity Crodit Qorporations.
Disastor loans, oto., revolving fund.
Fanuers Homo Administrat ong
Farm tonant mortgage insuranco fund
T80 PrOgromi® e ceeanen..
Rural Elootrlfioation Adinin

- Dovolopment Toan Fund, ............
Kxport-Import Bank of Washington: Regular lending notivit

8o0 footnotesat ond of table, p. 27,

1,817
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Long-range commitments and contingencios of the U.S. Government as of Dec. 81,

1960 —Continued
(In millions of dollars)

Oommitment or contingenoy and agonvy

(lross amount
of commit.
ment or
oontingenoy

Publio debt
scouritios
held by
Oo nment

other
mnoloa

Undisbursed contmitinonts, oto.~00ntlnuml
To wmake future loan& ~Qontinu

l(ounluu nid Homo Flm\noo Agenoy:

on co of the Admlulslmlor'

Oolle honslu loans...

bile llouslnz Admlulsuauou...........
Iuterior l)ﬂwlnmw .
Hureau of Comunerclal Fishorlea: Fishorles loan fund .. coe e
l)\\h\xm Mineruls Eploration Administration: Dofonso Produce

tion Act of 1080, 8 AONAO ... . aeiieararceananereacacsannan
lnﬁnmllom\l Oooperation Administration: l.o:ma to fominn coun.
L T LT
Small Busineas Administration” (rovol\‘lun rm\d) © casssesas
Votorans' Adudnistration (voterans’ direct loan prugmm) .c.ococeae.

Tatal undisbursed commitments to make fture loans...cceeenaes.

To purchase morgages: Housing and 1ome Finance Agenoy: Foederal
Ngtlonal Mortage Association $ peneys

Socondary murkotopcmlons........... ..... cesmrusssvasavavasnassas
Spocial assistance functions.
Total commitinonts to purchase MOTEIRM . ccavenane.

To guarantoo and fnsure loana:
Agriculturo Dopartmont: Farmers® lomo Adminlstration: Farm
nant mortgugo insuraned fuld. . cavuiiiinicnnaruannsanonacanenns
Oom roo Departinont: Federal Marittue Toard and Maritine
dm nmnuon- Fodorul ship morangg insuratico revolving fund...
lloualnc and llomo Finance Agoney: Federal Housing Administea.

esssassEREEARNsRRRS L AR LR I L R N Y Y T T O T T ¥

tion .
I)otomo Produotion Act of 1050, 83 AMONAOT .- v vssenoeoeomeoscenees

';B commitnionts to guaranteo and Lusure loans. ..
I:R‘“l inveatment company debontures: Small Vusliess Admin.

sssescancanens

evesasecasanaa

asssvsunsasnse

ansevrmacsvenn

seneswnsusnsna

acsasvuvsvavus

esunsnssessana

sasesensevence

L3

asssvenavernne

1}
8,681

ton (PovOlVINg fUNd) .. cceninersanntasanesetnesnercsuasasaancnanas
Unpald subscriptions, eto.:
International Bauk for Reconstruction and Dovolopmont....ceaeeaes
Intor-American Dovolopment Bank...c..cviceennninennns cteassannas
International Dovelopinent Assoclation....caveceiiianacncnnncannanan

Total unpald subseriptions, 080.ccceaneccescaenncacanncnnensnanses

sevisesasaunne

1 Guaranteod loans and oeruneatea otlntemwauded {n the Corporation's balance sheet with the direct

louu. amountod to 8&8. a8 of Do, 81

3 Includes accrued in roai \
¢ rv.epmuth nu%%mlmmuom portion otlmnmnm Uability, Tho catimated amount of insurance in
and lonn \ rojorty in process, as of Deo 81, 1900, s $1,600,000,000, Insuralics on loans shall ot exceed
roent of the total amount of such loa
NQ ml‘%dga w.ooo doferred wtlclpauom <mmntoed loans) represonting ostimated amount not
0 ts doforred participa
me the Vmwmm' Admlumuuon ruon of lnsuraneo liabllity, The total amount of loans in
lho ds of arlvalo londars is estimatod at 028
0 Ro maw naumwo coversge tor tho P
udu political risk ﬂ‘"’ 1arantios amounting to $107, 000,000,
“ mlﬁﬁo‘rg{?ﬂm‘t‘ Ban ashinglon acts as agont in carrying out this program.
1t Inalucdes publio debt muﬂtloa amounting to $31,005,000,000 that havoe boon do with
wmn&ulm s seouritlos ng to §31,008,000, Vo posited with the Fodera:

Nore.—~Tho above figures are subject to the limitations and procautionay mmrlu, a8 oxplained in the

note attachied to this statorent,
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. Senator WiLrLiams. Mr. Secretary, trying to get back to this fi-
nancing of the debt, it is the plan of the Treasury to concentrate as
much as you can of this debt 1n long-term financing, is it not, rather
than continue the concentration in short term as you have it now?

Secretary DiLLioN. T would think more sccurately in the interme-
diate ranges, as much as is feasible under present market conditions.

Senator WiLLiams. That gets back to the question, do you think
in order to have the flexibility of financing this debt which you as
Secretary need, it would be well for us to repeal the present limitation
on the ceiling on long-term interest? Payment of interest on long-
term bonds?

Secretary DirLoN. On that subject, Senator, we feel we have
flexibility now within limits that were set forth by the Attorney
General. However, we feel that complete removal of the statutory
ceiling would be desirable, since it serves no really useful purposs,
and its removal would clarify and simplify things.

We feel that we have this question of this particular debt limit
bill, which is so urgent that we did not feel it should be encumbered
by any anything that might be controversial, that would hold it up,
because it would bs a chaotic situation if action on this bill was not
completed this week. We have questioned the wisdom of trying to
include a provision of that type at this time in view of the past history
of extensive debate and controversy over this subject.

Senator WiLLiams. Well, I might say, I have no intention of delay-
ing this and I recognize its importance, but the reason we are acting
at this late date is your failure to come down to Congress with a
recommendation for an extension, because the House just passed the
bill yesterday and we are acting today.

I think that the House acted promptly at the same time. Perhaps
you do not know, but nevertheless, as I understand it, this ceiling, it
was recognized by all preceding Secretaries of Treasury, and I think
by you, yourself, the importance of repealing this cei'ling and the
ceiling was recognized as effective under the law until this Morris
decision of the Attorney General.

Now, as I understand the Attorney General’s decision, it is that the
4){ percent covers the amount of the coupon rate only on the bond, is
that your interpretation? '

hlSnecretary Dirron. That is correct. I would just like to correct one
thing. .

Previous administrations did not recognize that this was a legal
limitation. Secretary Anderson very clearly and publicly stated that
his interpretation:of the law was the same as the interpretation which
the Attorney General has made. But he felt that repeal would clarify
the thing and as he said, repeal would be merely affirming in a more
convenient form the basic authority granted by the Congress in 1942,
This is his testimony of 2 years ago before the Ways and Means
Committee. ‘ ‘

Senator WiLrL1ams. There were several of us who thought that was
more or less wishful thinking, unless it was willing to be repealed.
But if there is no effective ceiling, why did he waste the committee’s
time down here asking us to repeal a nonexistent law and why was
the committee’s time wasted to repeal the limitation on the E bonds.
I think you recognize there is a cgiling on E bonds.

Secretary DiLLoN. That is somewhat different. There is a ceiling
on effective yields on the E bonds.

H /
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Senabon Wu.x.mus If there»ns a celhn ‘on. E bonds whereb
cannot go beyond - an ‘effective rate, and I- understand';ﬂou' curr eéll
those other bonds at 80 to 90, or seli them at 50, under this: Attomey
General’s ruling if he so. desn‘es, is that.correot? . s T

Secretary DiLLon: That is -correct. I do- not. want to- gwe the
impression that we so desire, but that is correct. Tlé'E bond ¢
was set quite differently, fle lang; ﬁge thare very specifically e 151
about efg ctive yield and was quite differont. from .the language on a
other bonds. That is an effective ceiling of 4% percent now. “

Senator WiLL1AMS. You are not now: recommending the hmitauon
of & ceiling on E bonds and boosting of no ceiling on dthet, types.of

bonds, are you? . We are not Yutt.mg bonds on a less advantageous
posmon by saying there is a legal ceiling on: thOse butr no cellmg on
what ayou can pay, the magimum, .. vy
the interpratation bemﬁ (fut op thns new lmut? i
cretary ‘DiLLon, No, I & ehlpterprqta;lon is. that
there is an effective cenhuﬁ on E bonds. whxch does n i, emst n_ the
others. However, that ceiling is set at 3% peroen;. :autho) t,y or
the President _to. wmve ;t, u &%%mmmum of. }f Ipexcqnts yond
that, he cannot do so. o onds: have been selling quite suc-
cessfully, at an intereat ylel .of 3% percent. g.,S»o.lihm has gen. gort, of
a moot qug gon They are nowhere near 4}{ percqnb, 80 ih; has.not
Yy app ie oot
enator. W;t.nmus N ow, it these bonds pre, soid at 90, i lel mg F
4 -percent: coupon, a. 20-year. bond or whatever 1t m& the:10
points, appreclatlon be counte .88 an ?greclam fy Qap ,;su ject
to capital gguns, or mll it.-be interprete y the, ury . i)epa,::tmqnb
a8, & portion of mtqrpsb p '?rmen&s .and .therefore su ot;to, tax ab &

.regular tax;rate on interes will you. mt.erpret. ® appremanpn
of the bonds which you sell at a dxscount? USRIy

Secretary Dirron, I do not: want, to: pretend ;o be giving .an au-
thoritative legal opinion on, that, but that m rrect,. .. Howaver,

Iwould be gl %ad to furm?h the opinion of | tﬁma Bevqnue Service.
, Senato‘{ ILLIAMS, correot that wo dme niif you coptinue s.
yresent Attorney Genem 8 rufmg, you ,wou _be, exwgg to the
¥ buyers, (of , these: bcg{nds ong*term ‘bonds ye buying thaml at

jsconnt, & tachn tage. Whl, woui u be ex n

. the uyers of the E-bon s, is t at oorrecto, cause the E-bond. uyerp
ha.ve to pay regnlar income: t.a.:\: ou wﬁf’emm ioﬁ;thgu: .bonds.
R amta.rs?;Jr Dxu.ow he inf o{mm ; obtain from.the Internal
evenue vwe, hear,on wsu ject. e v s rogip
Senator WILLIAMS. It is a precxahon rom the 75 !to,J0,0,, ;Wiﬁeh

yepresents, mterestund.er the,xmtemre&&tlon, Iz oaantd i
cretary DILLON. Yes. (i il o) il

»1 Senator  WiLLiaMs. But th9 appreom& on. tixase‘ :Bw bon ds, ti

are going to inter gret as capital gains,;, &t»ls atax, vm&aga

wﬂlnot 8, 9 edt,q tnh e vt "t!“’fH

: cretary mr.on “As ha.vq g&ated,,l mll‘ be glnd m,geh an;qu,

thomtatlve opinion on that. Sr Rl
(Informption concernin tlna aubmot, ubmxtt»ede Y. Sem

of the Treasury after.the eanng;qaato QWR ) o> o s 10 b e H‘ ‘
' The .Gommissioner ¢f Internal Rbvenue has. advised me that. thé wumption

S L ationt 1o oedinary ool i S albanhi pn operssistion.
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Under section 1232 of the Internal Revenue Code of 1954 the amount of the
original. issue discount is fn;:general regarded as ordidary inocome.’ ' If & bond is
purchased, from’ thg.Tpeaslxiry .on ori&ntl issue for $90 and is redeemed by the
original purehaser at maturity for $100 the entire $l(i,,gain is treated as ordinary
{ncome. " I 'the bond is bought and dold.in the market, a pro fata share of the
original issue discount is attributable to each holdér. 'In the' case of ‘a bond
issued at $90, bought in the market after 5 years at $95, and redeemed at 10-year
maturity for $100, the $5 gain of the buyer in the market as well as the $5 gain
of the original purchaser is treated as ordinary income. If,- however, this bond

i

'were bought in the market after 5 years for 394, the 84 gain of the original pur--
¢haser would be ordinary fndome, 85 of the gain of the buyer in the market would

be ordinary income, and $1 would be eapital gain. =~ -~ -
....In short, the realization. of original discount by a bondholder is treated as.
-ordinary, Iilgtcome,f(‘)r tax purposes while appreciation attributable to market
fluctuations is treated as ¢apital gain. Where bonds are sold in the matket, each
seller is Aooordingly taxed on'his xﬁ«uxe share of original discount realized plus.
capital gain, if any, realized.::. - ', Lo L N
Senator WiLLiams. In order to’éliminate that, do you not think
it would be a better point of sound debt management for the Gov-
ernment always to sell thesé 'lo‘liﬁet,’erm' bonds at ‘?a{r, with a ‘coupon
rate which will command their sale in the market? =~
; Sec;?t‘uz Drvrion, T think that certainly that would be the sounder
policy.. Ab'thé thoment, we do nop have any idea of departing'from
that, with the ’échgtiOn*of‘thé'Géc nique of advance funding, where
We trade’one securi y:gq,r another, both of whish aré below pat
“*Senator Wrntrams! I appreciate that and I'do not think you have
such intentions. But I am pointing out the fact thati'ihder this
interpretation,’ you ‘are moving over into a’field -where we' will- be
adopting, ‘as d standard ‘practice, presumably; the sale of Government.
bonds at digocount rates, which may be _95‘boﬂaéy‘or‘90 ton::{row, and
tonceivably, they may' be st.a’rting selling at'75 and certainly, that is
not; as a‘'businessman, you would not make such & recommendation
that anyicorpordtion start that as'a practice, would you, for sound
management. ] R PRI RV B NN -; K e
- Secretary: DiLLoN. Well; the only'thing I would say to that is that
I would hesitaté to criticjze this, because this was action taken by the
Congress - in' 1942, when; in the Public Debt Act; they: specifically
3 ge&l'ed ‘the provision that bonds must be sold at par and guthorized
the sale of bonds at a discount.” 0 oo o0

‘- 1 do'not'know what the history of that is, why they did that, but
T just: heﬁitatg* to criticize an act of the Congress. - But'I'would not
s'ell"thbtn‘tp gelf at steh & discount, ' ' e Ly
~'fSen‘a§¢rf~ rLLiXMs. You- would’ prefer selling 'the Government
borids dt phr. - You would; as'T understand it, prefer to seé the ceiling
removed, the present legal ceiling, on the interest rates of these bonds,
i‘:sbat.c&*w ?:.\ SRS SR aliin ~‘z<;«,_l: -'i :l' A'-..‘.’..'.'!.U;'.n". LR T
Secretary DiLLoN. That is:crrect. - That is whet we'tated in my
letter, to the chairman. . e f st e
namtor Wintraus! And ¢ at*yomw?ulil’ Préfer to see that removed?
RE¥ ar o I TR S R
Se

’
pere

HAON ’l‘liat‘ righ‘tim 9151{4-_;.: . z-;t‘;}r i I;j_:‘,!:r,.:,;"l. s
nator WirLiams. I am going to say e are géing to fry to comply
With\‘yohl"“ﬁﬁg&‘ls"i i&rt gf,thgg«bmmﬁ ) SN KT S IR u,zp;'

: The CHAI qu‘z.,'Sepatqr Smathers? ‘.;’;;;?! 1o i:eg?nsirg_n_ Copth *
' Senutor SiataErs. 1'do'not hiave any qjestions at thid time." ' .
‘The CHAIRMAN. SenatttBénnett?: :!1: il -uil ol et to
1 Senator ‘BFNW My Chairmap,-I'have sst,}hroughéwq\‘lmbev“lof
hedrings ‘on'this dame busic-subject; raising tho debt limit, and-it
; e

ST AR e ligats Y

o/"
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always reminds me of a story. which I. would like to gontribute to
lighten up the’situation, one of ‘niy” father’s stories ‘& out tbe old

Thé x‘Oprietor is' déwn ut the chsh regxster the——"" " .

~ Senator Morron. Why would you with your backgmund bé* tell-
ing a story about an old saloon? . That is my gtory.

n?.tor Beinnerr. If you’ll let nje finish perhaps I can satxsfy your
curiosity. = " -

For years, before prohlbltlon, the littlé business that we operate in
Utah stood between two old saloons dnd the man who owned the
one on one sideé of the busmess was ashamed to go in i:o ect his
rent. 'So my father always had to go in and collect the andlord’s
rent, because it was all right for him to be'seen going in; bt gt the
other fellow.

The bartender yelled down to the ggopnetor, across the léngth ‘of
the bar, aud you will pardoh me, Mr. cretary, "Is Doug Dillbﬁ gbod
for a glass of beer?”

The proprietot said, “Ha hé had g R

The answer was “Yes.” “Well, then he s ood for 1t ot

Well, every year we come u here and ask if the United: Stateﬁ is
good to have a little extra credit extended for raising the debt ceiling,
and ‘thé 'question ‘always is, Have‘ ’the% pnshszﬁ the' dabt up to’ ‘the
ceiling pomnt where the cei Yg ‘has to 'be rm ~have they kiad the
beer—ind the answer is “Yes,” so théy are good for it. ' So we
make a little fuss and ask questlons, b‘ut we ~always Taisp the debt
ceiling, which we will do’ this txme

r. Secrotary, I am very much mterested i Xx ouf statenieht wheré’
you quote from the President, and I think ihy questions and my cob-
cern about this are also in the minds of othét members bf e com-
mittee.

“Your statément it to the effect that Federal revenues and' e:hpeindx-
tures should be in balance over the years of thi business cycle; Funtiig
a deficit in-years of recession when révenues décline and the m&ﬂg
needs the stunulus of additional expenditures and ‘rihnhing’ & ‘surplis

g ears of prosperity, thus curbing 1 mflation, reducmg the pubhc"d bt,

that is the poiiit at which I stop.

A8’ tead this statement, it is a statement of ‘policy, which, wohld
mdicate that over. sucaeedmg business cycle the level of the' public
debt, hould be reduced, and that surpluses should outielght dofieits
and thht we should expect to éontmue reduéing the, debt 'by.. ah m&unt

- hot mentioned

Yet, s the chq,u-man has. gomted ‘out, that lias not’ beeii‘the cne;
Wé hidve goné through four business ¢ cles since’ World Whi- II and
the debt has been higher than when 't 8t wai' endéd "' i

" You bémt out: * SR

by Presi it
policysf:me mt?in%x v’vre aved:ﬂ&g?:\?gy ele?rl.y outﬁqes our b\ld&im}' M@"Q
£

a.ssume you mean the present admlmstratlon and 1t Tma onIy bepn

}n % ;{mrt. .of the business .oyale when, 1t is aomehow
ashlonai)le to believe In deficits

Under the questnomn§ of ‘the olmrmpm and; Mr, thjx s, we f;&ve

;ﬁ what, you are going ta do.when Jtm ’gom to

snrp us 8 an&we asgume. th&t b ore we, gt anto, nqx&

‘tli.‘,i A Hx[ R N T NRLTTRNE TSR RINTY I TS R TR hEY :r AT
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% Wehtad bishr ikt
Eacalor WHich wil comby 1 it e diin e o of i
ddministration, bécause we have been in tha pattern— .

. Senator Bennerr. This is a prediction of thie Senator from Uteh

that if youl can deperd on the pattern of the last dozen years, we-will
haye a recession hefore January 1965. -. . o
_. Senator McCarrry. I thou lit you were giving us '8 years. . |
. Senator BENNETT. T cannot andle you both at on¢e.” Talking to
‘the Senator from Minnesota, I do not think .at 1th_is,f>o,inzt you have
ﬁgg' teal basis for hoping for 8 years. . I think that will be determined
ween what happens between now and 1965 and how You handle
the next recession. . 0 T o
. T am. yery mych interested in ‘_,f,hat,ﬂq,t, statement that over ‘the
busthéss cycle, and wé are just moving out of the trough to the. top,
with the prosgect of another-trough before 1965, this adminjstration
expects to reduce the total of the public debt. That is.the way I
read this statement, =~ = 7 To T T oy
- 18 that a fair reading, Mr. Secret&m? R N
.. Decretary Diutow. T am not sure the word “expoct’ is a fair read-
ing. " It is @ fair reading, I think, to say t 18t it is & basic policy goal
that what we should aim at over the ‘business cycle.is, a balance and
sae reduction in,the publicdebt, . ") .77 LT
. Naturally, because there are other- policy goals that have to be
taken into Acgount, 1o not think it is a prediction. ~That is why I
59y, the word “expect”’ would make it & prediction, S
- penator BexNerr. ‘Too gtrong? "
Secretary DiLLoN. Yes. C .
_: Senator BenNery. As the, Chairman has pointed out, we have
gone fow for more than 30 years and we have failed to do this, both
2, borms of the number. of surplus years and in terms of the way the
sie 11111; .,cqnbim:lgrfl_to cilmb.'qve;: every 9[){'016-‘.; R T TR PR S
. \The Sengtor from Utah would be delighted if, in thxg.gurr%lt cycle
in which we are’on the upward s,wjpgé,.wte could hope for a balance
budget ;and reduction of the debt. But in terms of the additional
expenditures that this Congress is making and in terms. of the addis
.ﬁi@@?ﬁ» mgrm%.whwh.wou referred. earlier I.don’t. see Liow you ¢an
oVer &5».9?9(m.a.lmmd.budse‘t» ..The President hag recommended 4
program which will write the temporary unemployment. program into
8, permanent law, 50, we can expeot that the cost, which we now seo as
temporary; unemployment, benefits is going to be.largely translated
Into & permanent, cost,of Government. ", U
cretary DiLLoN. No, sir; not unless longéterm, plxlgmploment
stays at a high level. If we are more prosperous and long-term un-
employment falls off, then ‘e‘xg'endigprgs‘jwi fall off, And also, in'the
future, that would be handled by a'trust fund which would-have,f;ull

i

self.ﬁnﬁhcing: i m;r it : e :.:s‘:*;‘f;:! Hes g o .
! ‘Senator BonnEtt. In'other wotds, Wwe are going to. take it out of
the public debh area. L "" cot "-""41‘-"5’3 4'.* ‘A.f;!";“ij‘r-"l,l
© ‘Beéctétary DitLon! ! Out of the budget ares; yes: -T: think it s per-
fectly ¢leny that there is somiething lacking in our unemployrentlegis-
lation; tompensation legislation; -re‘iar s particularly this lohg-term
unemployment, because in both of the last two dec nes—1958 and
! . ! )

e
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.
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now in 1961—Congress had to take exactly the same action and 8
specil tempdrary T tb take care of thoss who had been yiemployed
ovér a lohg period. = & 7 e it ) E
Senator BENNETT. I do ,not\’thin‘i{ it'is quite accyrate 0 say they
took exdctly the same action. 'Theié was a substatfia difference in,
the approach. One was the program which was financed gnd ;passed’
out. "Thé other set'a new pattern of direct Federal concentration.of
unemployment funds''this ‘and part of ‘the’ prcgram 1§ going 0 he
translated into the new funds. The Federal Government is going
to set the standards'mow, & Tt T IR B
Secretary DiLLoN. Setting standards is another question. .
Senator Bexwsrel Onoo that s dote, they ar going to set the
amotunt of money dnd the Statés are going to find the power to control
their local unempl?iyment situations very much reduced if thig'new
program is adopted. The 1938 patterndid not, interfere with the
right of ‘the States to set'their standards. * .~ =~ = " e
I, for one, would be happy to vote to remove the debt limit com-
pletely. I think it id fiction, a coftiplete fiction, and we . ‘o,;.tlh:éligh
the ritual'of coming up here and rai.s}‘,n‘g it every ‘yerr, , I,i;inp’a HQ real
effect on the programs of the admihistration or the 'dctions of the’
Congress in voting appropriations. 1It’dctudlly can’ be burdensoine
and difficult for the Treasury il operating its responsibility't6' manage
the debt.” Thé Treasury - does'not-créate the debt. It has no power
with that respect. ' ‘It just has to live with it after it is created,, .,
The debt limitation 18 supposed to be a brdkeé-on"the spending pat-
tern of Congress, but in the 10 years I have been in the Senate,; I havs
seen no evidence that it has had that effect. . But we solemnly raise
it to 1§i‘ve the Treasury a little more headroom every time.: -+ "+ -
I think we actually increase the difficulties of the Treasury rather
than minimize them. 'Yet emotionally, if we were to take it off,.
people out in the country who do not understand the problem, _woul(f
say we have eridorsed runawhaf' spending. - o oo
hat {s’dll T have to say, Mr, Chairman. =~ ' R
.. The CHAIBMAN. SQR@"ﬁ#SMccqnthy?.f. S ’
"Senator McCarTHY. Mr. Chair

<
)

(RS P

hairman, I am going to, I hope with
the'sug rt of the Treasury, propose an amendment which would: -
ilise’ the ‘debt ceiling as proposed but have the act terminated after
;year, " This may ‘answer the problem:of the Senator from’ tftah,:
Have the act expire-after next year. . .. .': ... . 1 oot sy oo oo b
The CratrmaN. The'wholeiextension isfor 1 year, is it not? = ' "
Sepreé?ry‘ DirroN. Through this particular legisldtion, we are
requestitig 4 té:riporary 1-year increase.
he CHAIRMAX. It 18 temporary now.
Senator:McCaRTHY: /I would have ‘the act which establishes the
perianént ceiling éxpirs after'l year. ., .
The CuAIRMAN. Oh, thé'petmidnert, " <o i= 2d) oftimoantl ol
’gbﬁﬁdéngﬁq thifik fft'ﬁ “:l?l’h‘t gegzﬁm{ﬁ;;‘ Plié“”“”tegf "
.- Secretary, DiLLon. I 'think that 1§ Something for tH6'committes ter
decide, although I;thmk,*:a&»h:é ‘heen_;vpointeﬁequt, Mr.-%ﬁati’mn—,«
the Treasury. itself has the -responsibility justiforimanaging the publi¢:
debt and mﬁnagmg'exqeﬁditu'res‘th;ah ;‘ &Yqz'ﬁ,a!reaay;‘.pger,i":f'jqp@msfgdf
by the Congress. do not think 'thé ceiling "has any effective
cotitrol ovec public spendifig, ;v o Co0 T T

bt e e A

Dhere it et ol s faate e

4,
o



34 stbbic besr Lt

' HoWbver, it does give an oppartunity to review on an overall besis,
publicly, the fiscal policy of thé Government as a whole once p year,
and_ [ think that has been a useful thing, . ., "

'?@\&gtor. McCagrry. Mr. Chairmagn, we can do that. without this
getion, v T A
"“The'ChatrMAN., You would not just consent’to making it fempo-
rﬁy,ﬁ ths whole thing? = Would you consent to making the whole $289
billion temporary? ~ .. . o o

“Sacretary D1iLoN. Oh, no.  We either have to have a permanent
ceiling or no ceiling at all. o ‘ o

‘Senator McCARTRY. You could make it temporary for 1 year with
thgi'iprovision‘ that .the act would expire. Then you would have no
celling, ‘ L : :

: c%etary DirroN. ‘No geiling thereafter. -~ o

' Phe CHATRMAN. Is that your suggestion, Senator McCarthy?

Senator McCartRY. That i$ my suggestion. ,
‘The CuAtRMAN. We will vote on that lateron. .~ .
‘Senator ButLER. Mr, Secretary, has a copy of the ruling of the

Attorney General beeri made a part of the record? L
 Secre a?ygl)u.t..b‘n,' I will be glad to make it .a part of the record.

* (The jnformation requested is a3 follows:) - . - .. .

_ R . Tas SRoRETARY or THB TREASURY, - . -

., ... Washington, April 7, 1961,

Hon. Ronerr F. KennEDY, o
Allorney Qeneral of the Unite &ala, e
Washington, D.C. * - - ~ ' :
. DmAR MR. ATToRNEY GENERAL: I would greatly appreciate your opinion as to
whether the Secretary of the Treasury has authority under sections 1 and 20 of the
Second Liberty Bond Act, as amended, to issue bonds bearipg a coupon rate not in
excess of 4)4 percent at a discount whfch would raise the investment yield or the
oost to the Treasury of the bonds above 4} percent. ' : R

§

While currently prevailing low interest rates may make the question appear
academic, and while no specific borrowing operation to which this opinion could
appl}v; is now contemplated, I believe your opinion would be timely in'twa respects.
In the first place, considerable interest in this Xroblem has been and is being
expressed b{ both the Congress and the press, ' dd&ional}y,‘ to request such an
opinion with respect to a specific proposal to issue-bonds for cash, exchange, or
an advance refunding would inevitably promote s culation and have-a generally
undesjrable effest on the market. Thus it woul ;}Ppear ap%ropriaw 1o obtain
your opinion pow so that if at gome future time the Treasury Department 8110013
propose to issue securities at a discount which would raise the investment ylel
or cost to the Treasury above 4)4 percent, the question would havé been resolved
and the integrity of Government securities maintained heyonad guestion. : - ..

Sineerely-yours,: . oo v e PPy IR
‘ . : .. Douaras DitoN. .

) . In
Lo P Lot . . 1-:;3‘,-5

ol .. iai 4 . l:Orrick OF *HE ATTORNEY GENERAL, |
., . Washingion, D.C., April 85, 1961,
The Honorable the SECRETARY oF THE. TREASURY.. @ . .; (. 5 'l
My Dxar MR. SzcreTARY:, This is in reply to your request for my: opinion as
to whether you ‘hav‘%gb,e, autl;élett#u‘;de' s%c% o'néY anm‘ 'c? &hq eqon{ &._ib;e_rty
B‘dnd'Act,tg, !squ: nds fot cash, 'e‘:;ar;snge, 6¥ on’ advaice re und;}n I 'where
such bonds bear & ebupon rate not: i excess of 4} percent but are issued at &
disoount which wo% raise.the effective rate or cost to the Tteasury.of the bonds
abova the rate of 4} percent.  ¥or t{m reasons, set forth hereinafter in detail I
concluda that you pessess suoh authority., ... ¢ - . :
ahat—————. . PP R PR I A S SR R TR A

1 Beo. 1 of the Second Liberty Bond Act of Septd 24, 1917, 40 Stat, amended, 31 U.8.C. orivas
the Becretary of . the 'l‘rusury? with the lpprg'i'al of the Pmdanﬁo‘%mw og' the credit %ﬁl&*%’nltzg
States for a numpber of purposes including *‘t phirchase, redemption, or refundiug, at or hefore maturllz
of any cutstanding bonds, notes, certificates ?t {ndebtedness, or bills of the United States ® * .

R Iy
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Seotion 1;af. the Seoond Liberty Bond Aob authorim the Secretary ot the
Treasurg with. the approval: of the. President, to borraw. on the credit-of the
United States and to issue therefor bonds of the United States which shall be
subject oo a ‘‘rate or rates of interest, not exceeding‘ W percent per anhum’t
andshall“beolfaredatnotlassthanpnr. R TN

Section 20 of the Second Liberty Bond Act, as- amended b gection 3 of the-

Public Debt Act of 1942 56 Stat. 189, 31 U. S C. 754b,3 provi es that the bbnde
authorized by seetion.1 of the act:..
“‘may be issued on an interest-bearin bssle, ona dmcount basis or on 8 ¢ombi-
nation interest-bearing and discount basis, at such-price or priees and with in-
terest computed in such manner and pa abie at such time or times as the Secre-
tary of the Treasury may prescribe; and any.such obligetione may-be offered for.
sale on a competitive or other basis under such regulations and -upon such terms.
and conditions as the Secretary. of the 'I‘reasury may. preecribe, and his deoision
with respect to any suoch issue shall be final

On May 1, 1958, my predecessor. concluded that the 1942 amendment of lection
20 had repealed the esrlier enacted requirernent set forth in seotion 1 that. bonds
issues thereunder shall ‘‘be offered at not less than par” (41 Op. A.G. No.: 62{
He based this opinion on the conclusions that the two sections are irreconcilab
and that the legislative history of the 1942 amendment of section 20 disclosed a-
conxresslonal urpose ‘‘to give the Secretary. of the Treasury greater flexibility in-
determinin e terms upon which Treasury ‘bonds, bills, notee, end certlﬁcates
of indebte ness may be issued.”’ . : : ot

That opinion, however, did not purport to consider whether the Secretar
the TreasurX is authorized to issue bonds, bearing a stated coupon rate o no
more than 4} percent, for cash, exchange, or on advance refunding, if, as the
result of a discourt at' which the bonds are iesued,eot for 'some related reason,
their effectivo-rate, investment yleld; ot oost to 'the Treasury should exceed the
statutory rate of 4% percent per gnnum:# ‘T base 'm {boonolus!on that you have
this power on the following.considerations: First, when ‘Con “uses the :term’
“interest’” in connection with bonds without further éxplanation,' it vefers to the
ocoupon or stated rate, the ususl meaning'of that térni, wnd ot to the aceéountants’
concept of effective rate; second, when a statuté limits only the coupon rate of
a security issue, and permits it to be offered at’less than par, it:authorises: lee
at an effective rate in excess of the maximum' wrmiaalble coupon rate; and thi
when Congress seeks to limit the effective ra of eeeurlt!es whleb may eold
at & dlseount, nt does so expressly. I . 5

As originally eneoted. seotion lof the Second Liborty Bond Aot provided that
the interest rate of the bonds should not exceed- 4} peroent per annum, and:that:
they should not be issued at less.than.pax. In visw.of the ldtter prohibition;, $hé
effective rate ocould mot - exneed the coupon raté, and it was.therefore u
t% de;%ermintee whether the 4}4 interest rate referred to the. boupon rate or o ﬁm
effective ra

' The 1942 amendment of ‘the Second leert ‘Bon t, while leavin, the ‘
percent 1 ?mitation on* interest? untouched y goAgn %n a dﬁ,-
oount basis, or on a combination intem&-ﬁeaﬂn md disoount ba.sis ‘In view.
of this amendment, it becomge material to aecertlin whethar the waords “'rate or

o I S )

rates of interest' in seotion 1 refer to he ra or to the effective rate.
The inent udioial ‘decisions indieate t tlternati ve is the go
one, ence, that A limitetlpn on. “intereot” __nq dlred on tti& e eqtlve

In Oltgr Co{gnd w}izt hC’o. K C’&mmiltetm :ielistzd U tg*th 652 (!93? tl‘lie Supreme "
was confron a8 ¢ one at hand, . A dorpor

which had sold its bondsu:t %rewfgn sought to deduct: the entire jntemt
menta on those bonds from its grods income for income tax pu Ve
emment claimed that this wae not, perm ble. becguse tluiae paymente lncb.g
in ‘the repayment of the pr oh oonstituted

o D A e oot the bond: - e tne. “lnterect”‘pnrmen

constituted in part ‘‘genuine interest’’ which was deduct;ble, and in part paymentd i

'Seo 20 was sdded to the Second Liberty Bond Act by sec. 14(s)(4) of the Gold Reserve Act of 1034, é8

Stat, 843.
1 H, Rept. 1876, 77th Cong., 2d sess., p. 4. Bee also 8. Rept. 11 77th Cong., 2d sess,, Publ!e
Debtolmz bearinsa befom the Comualttes on Finance, U.8, %eme’oa.'thona 2d sess, on?li'o& 1,p. 3

‘ In t 1ntemc of brevlty T shall use onl the term "eﬂecuve rate” when nlerrlng to the three related
~concepts of ‘‘effective rate,” ‘‘investment yleld,”” and “‘cost to the Treasury.”
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on a loan which could not be deducted. In a nutshell, the Government's position
was that where:bonds were sold at a premium, the effective rate of interest WRS,
lower than the coupon rate, and that the oxcesa df the coupon over the effeotive
rate did not conatitute deduotible intcréat but a re?nymentton*oapiml‘ (284 U.8,
5532, 589).% The Supremé Court held that when Congress uses the word *‘interest”
without further amplification it refers to the normal meaning of the word, i.e., the'
stated or ooupon rate, and not to the acoountants’ eoncept of the effective rate.
The Court sald (284 U.8. 860-861): * < e

“* ® * thg usual import of the term (interest} is the amount which one has
contracted to pry for the use of borrowed noney. He who paye and he who'
reccivea payment of thoe atipulated amount conceives that the whole is interest.

In the ordinary affaira of life 10 one atope for refined analysis of the nature of a

remium, or conaidere that the periodic payment urdversally ealled ‘interest’ is

n part something wholly distinet—that is, & return of horrowed capital. It has
remained for the theory of accounting to point out this refinenent, . We cannot
beliove that Congress used the word having in mind any concept other than the
uaual, ordinary, and everyday meaning of the term, or that it was acquainted
with the accountants’ phraso ‘eflective rate’ of interest and intended that as
the measure of the permitted deduction.” ‘ -

- ‘The holding in Old Colony that Congress and courta uso and interpret statutory
language accorditig to'ita usual meaning and not on the basis of account-ln%
theoriés ¢ does not constituth an exception to tlie goneral course of decizions,
The State courts also hold that the term “interest’” without explanation normally
refers to the coupon rather than the effective rate.t:

B . |

‘The limitation on the interest rate set forth in seotion 1 therefore refers ex-
olusively to the coupon rate of the bonds.. The-original prohibition on the
offering of those bonds below par, however, constituted a bar on their sale at an
cffegtive rate in excess of the coupon rate. - Indeed, it has been recognised by
students of publio finance that one of the functions of a statutory prohibition of
the sale of seourities below is to prevent their sale at an offective rate in
excess of the coupon rate. Thus it was atated by Dr. Love in his treatise on

“Federal Finaucing,” at page 310:.. -~ = ., FU

4We are. accordingly justified in thinking that the ever-present reetriction
againat sale below . par. is,in reality a logical teammate of the restriotion on the
nominal rate of intorest, and that it was only by combining the two that the
public’s wishes in respect to limiting the net yield on securities were carried out.”
It follows that prior to 1942, bonds authorised by section 1 of the Second

Liberty Bond Aot could not-be issued at an effective rate in excess of 4% percent
because the statute barred the sale of those securitiss below par. ‘When the
Public. Debt' Act of 1942 repealed that prohibition and expressly authorized the
sale of those bonds at a discount, the basis of the restriotion on the effective rate
of interest disappeared.® : . © - : S ‘

] . Briet for U
o e o
S The uﬁ“&ﬁ‘m‘%mwwimmmm to an advance refunding of bonds at an |
A i1 8 AN ine
‘ te whi to ntanta constitutes the fasue of the bonds at a discount.
TSR (T S A SN TR S P Pty S LT
. a ' &8 !, p 111
Acoountant 1n the:A of Taxation, 47 ol L R 377, 4 Mectons, - The Law of

" 062, .
ge, Dnirict ¥, v&";fi T84, B

Quated in 1t streesed that these considerations applied conversely w.

ttad Btates la No. 36, Qct, T. 1831, pp. &7, 10:14, 20-22 mma,&
3 .

9 (1933); Stanley v, Mayor ole. ¢

e ote. 3 ‘h of OBy,
of Reltimory, 146 Md. 377, 301-302, 128 At). 181, 100 (1eM}; Mﬁﬁ‘) v+ emo County, 108 Tan, 440, 190 un-
863 (1981); , 64 Or 308, 122 Paa 76 (1013). . 3« o ) ool
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In view of the fact that the limitation on the effective rate was tied inextricably
to the ban in sales below par, it would appear inappropriate to view the 1942
amendment of section 20 as being designed merely to permit greater floxibility in
finnncing 1° and therefore to conciude that Congress had no intention to modify
the then existing limitation on the effective rate.  As already explained, once ex-

ress permission had been given to sell the bonds issued pursuant to section 1 at a
{scount, there remained no legal basis for a limitation on the effective rate.
Moreover, the history of the Second Liberty Bond Aot and of ita amendments
revenls sophisticated awareness on the &)art of Congross that, if securities may be
sold below par, any limitation on the effective rate must be oxggress. ‘

Scotion 6 of the original Scoond Libery Bond Act (40 Stat. 291) authorized the
jssue of war savings certificates “‘on which interest to maturity inay be discounted
in advance.” There was no limitation In the interest rate of these certificates;
thus, it was not necessary to distinguish between the cou%on and effective rates.

Section 14 of the Gold Reserve Aot of 1934 (48 Stat. 343) added to the Second
‘Liberty Bond Act a section 20, the predecessor to the present section 20, which
authorized the Secretary of the Treasury to issue obligations having a maturlty
of less than 1 year ‘‘on a discount basis and payable at maturit?r without interest.”

A?ain, there was no limitation on the-interest these obligations could bear.

The problem created by the difference between coupon rate and effective rate
of socurities issued below par was first raised and dealt with in section 6 of the act
of February 4, 1935, 49 Stat. 21. That scotion added to the Second Libert,
Bond Aot a section 22, 31 U.S.C. 767¢, which authorized the issuing of U.S.
savings bonds.)! These bonds were to be issued ‘‘on a discount basis to mature
not less than ten nor more than twenty years * * *: Provided, That the issue
price of the savings bonds and the terms upon which they may be redeemed
prior to maturity shall be such as to afford an invesiment yield not sn excess of 3 per
centum per annum, compounded semiannually,” [Emphasis added.)

Scotion 3 of the Publioc Debt Act of 1941 (55 Stat. 7) amended and broadened
seotion 22 of the Second Liberty Bond Act. It provided in pertinent part:

“Savings honds and savings certificates may be issued on an interest-bearing
basis, on a discount basis, or on a combin tion interest-bearing and discount
basis * * * Such bonds and certificates may be sold at such price or prices,
and redeemed before maturity upon such terms and conditions as the Secretary
of the Treasury may presoribe: Provided, That the intereat rate on, and the issue
price of, savings bonds and savings certificates and the terms upon which they
may be redeemed shall be such as to afford an imag:nent yreld not sn excess of 8 per

um per annum, compounded semiannually.” mphasis added.}

In the following year the same Congress, which amended section 22 with ita
express reference to the investment yield, amended sestion 20 so0 as to permit
the sale of bonds below par. It is significant that when modiflying section 20,
Congress did not start out from the original version of that section contained in
seotion 14 of the Gold Reserve Aot of 1934, but that it followed almost verbatim
the language of the 1941 amendment of section 22, with the significant omission
of the proviso limiting the investment yield of securities issued &t a discount.!?

The act of April 20, 1957, Publioc Law 85-17, 71 Stat. 15, amended the proviso
in section 22 to read: ' T S
. “Provided, That the interest rate on, and the issue price of, savings bonds and
savings cerﬂﬂcates and the terms upon which they may be redeemed shall be
such as to afford an snvesiment yield not in excess of 3.26 per centum per annum,
compounded semiannually.” [Emphasias added.} . L

nally, section 101 of the act of September 22, 1959, Public Law 86-346, 73
Stat. 621, added a seotion 35 to the Second Liberty Bond Aot (31 U.S.C. 767c-1)
which is indioaﬂve of the full congressional awdreness of the difference between
interest rate anud investment yletd: - - .- . .. IR

N

1 Cf, supra, footnote 3, . ' Co C o

1 On the %g:d nnnncglmhmory ot’g.& savings bonds, see H, Rept. 1148, 86th Cong., 13t sess., PD. 2T;
""" T'he same 77t ﬁmagsm'sgg‘wod its awarencas of problems resulting from socurities soMd at.':ogn-
mium or a discount by enacting section 128 of the Revenue Act of 1042, 56 Stat. 822, which added & on
e B el nis At e SRS S Fak i et e
Ct, dmmmd&qo‘r&lgu'm.mm ‘ - i -
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“Section 25. In the case of any offering of U.S. savings bonds issued or to be
issued under section 22 of this act, the maximum limits on the interest rate or the
snvesiment yield or bolh may be exceeded upon a finding by the President with

ect to such offering that the national interest requires that such maximum
limits be exceeded: Provided, however, That in no event may the inlerest rale or
Lhe investment yield exceed 4Y per centum per annum.” [Emphasis added.]

The various sections of the Second Liberty Bond Act are in pari materia.
Sections 22 and 25 disclose the congressional awareness, at least since 1935, that
when used in that statute the term “interest’’ refers only to the coupon rate and
not to the effective rate. Consequently, I conclude that when Congress per-
mitted the sale at a discount of the boncis referred to in section 1 for cash, ex-
change, or advance refunding, without placing a limitation on their investment
yleld, it fully realized that such bonds could be s0ld or exchanged below par at
an effective rate, investment yield, or cost to the Treasury in excess of the
statutory coupon rate.

My interpretation of the legal effect of the 1942 amendment of section 20 is
not novel. Your predecessor testified before the Committee on Ways and Means
of the House of Representatives to the effect that ‘‘since March 1942 the Treas-
-ury has had the right to offer securities at a discount. It is permissible under
present statutory authority, therefore, for the Treasury to issue a bond with a
4)4-percent coupon rate at a price below par to yield any rate of interest to the
investor above 44 percent which may be required by market conditions.’’ 13

Secretary Anderson, however, did not wish to exercise that authority without
specific congressional leave because he did not consider it appropriate ‘‘to cir-
cumvent the 4% percent ceiling in this way.” # Considering that the 4}4 percent
ceilin% applies—as rec%mized by Secretary Anderson himself—only to the coupon
rate, the issue of bonds below par, as authorized by section 20, and bearing a
coupon rate of 4% percent, as authorized by section 1, does not “circumvent” any
con ional prohibition. The power to do so plainly exists, and I cannot see
anything inappropriate in exercising it if you believe that the circumstarices
requiresquoh alctlon. I therefore answer your question in the affirmative.

incerely, .
RoBerT F. KENNEDY Allorney General.

Senator BuTLER. I think it should be made a part of the record.
Then, will you explain to me how the United States—would the
United States borrow money by issuing bonds without consulting the
Congress, if the debt ceiling was removed or if the Attorney General’s
opinion was held to be a correct ruling? ~
Secretary DiLLoN. They are .two different subjects, Senator. The
»ﬁtt?]rney neral’s opinion has to do only with the coupon rate on
onas. . ' ' EEEE
Senator ButLcr. Only with the rate of interest and not with ‘the
principal amount of bonds? - _ o \
Secretary DiLLoN. No. : |
- Senator BuTLER. In other words, he does not interfere at all with
article I, section 8, g(l;ovision of the Constitution, that the Congress
.shall have power to borrow money on the credit of the United States?
Secretary DiLroN. No. . :
. Senator BurLEr. That will always be here.
- Secretary DiLron. Of course. o o
-Senator BuTtLER. And gpy, cot‘ﬁd always sell the bonds, as I under-
stand it, at a discount and come here and raise the rate of the ceiling?
Secretary DiLLoN. That is correct. St
————————— . . RO RO I ’ ] .
R U S R SRR
- 4 8uprs, .18, ' " ‘ )
ropoviad byt Hous Ways and Moans Copamit “‘fﬁ"n‘?ﬁﬂﬁ?ﬁéf’&‘f’&%’f&“‘" s
on the Secretary of the Treasury the authority to exceed the offective rate of 434 percent in certald circum-
. In view of Secretary Anderson’s statements, Co may have considered this legislation

stances. ngress
redundant. In any event a statu power remajns in effect until it is repealed, limited, or modifad,
Its existence is not affected by the fatlure to enact A ch repealing, limiting, or modifying legiahuon.
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Senator BuTLER. But you have one of the two things to do.

Now, Mr. Secretary, you refer to the deficit of $12.4 billion, 1959.
Do you have the original and successive revised estimates of the
deficits from budget 1959, which I understand resulted right after
the last recession we had? : _

Secretary DiLLoN. I do not have those with me, but I am certain
I can make them available. I am sure it was a very similar situation
to what we are facing now.

Senator BuTLER. I would like to have, if you can give it to me, the
date of the original statement and also the date of the revised estimate.

Sdcretary DiLLoN. We will be glad to do that; Yso:

Senator BurLER. And the final figure, and it is also my recollection,
Mr. Secretary, that that deficit of $12.4 billion which was quite
unexpected and we did not realize it was on us until it materialized.

Secretary DiLLoN. I do not think that is quite the case. I think
that there was some realization considerably earlier that it was going
to materialize, because spending in that Kear went up $9 billion.
‘There was a sharp increase in the public debt in this same legislation
that was enacted on September 2, 1958. So at some time in the sum-
mer of 1958, which is just about where we stand now, they had a
protty good 1dea that a sizable deficit was in prospect. '

Senator BurLEr. If you can, if you will supply the original state-
ment and then the dates of both. I refer to it because I am just
wondering, in connection with your statement, whether we will not
have somewhat a similar situation now, that we will have a much
larger deficit and it will be on us before we realize it.

ecretary DiLLON. I would not expect s0. I am led to believe that
there must have been a realization of this—maybe not the full size
of it, but the general order of magnitude—at least a year earlier,
because at that time, the public debt was increased by $8 billion by
congressional action taken on September 2. That was for the year
ending the following June, so there was a pretty good idea at that
time of the prospective increase in the deficit: .. - . .

‘But I will be glad to give you the specific information you request.

Senator BuTLER. I thank you, sir. PN o

(The information requested is as follows:) .

Budgct operations, fiscal year 1959 ‘Y
(In millions) . ' '

2o | Buiies [ ommen

Original estimate in budgst document, January 1958. ... ....... " §74,400 { . -t,ig.m ..
Revised estimate in review of 1950 budget, September 1958.... 67, 000 ,223 1. -12,228
Revised estimate in budget document, January 1989. . ........ 68, 000 80,871 ~13,871
U7 | A U apeemecpssanas . 8270 80,607 | .. —134%7
1Thess ngunés'hove not been adjusted to give eflect to in réportin&‘ iz effective July 1060, whereb
odrtain interfund transactiis (mainly lnm‘eln paymen vernment agencies on.thog

ts to b
borrowlings from Treasury) are deducted from budget receipts and expengimxes, with no effect on budget
‘sur‘pluslorde‘f‘ldt.‘ ) . ‘ e o E

- */The CHAIRMAN. Senator Hartke? - = @ .iwoivo SRR
Senator HARTKE. In regard to Senator Bennett’s' statement, ‘I

‘agree that the limitation serves no useful purpose.- -~ Is tHik not, though,

a limitation on the ability of the Treasury Departméh‘_tf to borrow

vies Ched A

rather than a limitation-on the debt itself?” = -

¢ Ly
R ¢
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Secrotary DiLLon. Well, Senator, it is a limitation of the total
-amount ofpublic dobt that can be outstanding at any one time,
That' affects the Troasury ‘because it cannot borrow money  that
‘exceeds that limit. : K

- Senator HArRTKE. It is not really a limitation on the amount of the
‘public debt in:any seuse, is it, because if tho revenues do not come in
or the expenditures exoced what were estimated, the debt has occurred,
there is no real meaning at all in the debt. Is this not & misnomer?

Secrotary DruLon. I do not think so, but what you are saying is—
-and- that is the fact—that if your rovenucs do not come in or your
exponditures are higher, you would cither have to find some complex
‘ways to circumvent this rulo—as was done 3 ycars ago when they
sold issues of FNMA in the public market, which are not subject to
the public issue, and FNMA then paid the dobts off to the Federal
Government and the Government came back and got it another
way—or get an increase in the ceiling.

- Senator HARTKE. There has been a lot of controversy about the
national debt and the total cost. = Assuming wo take out the cost of
-the war, as I look at the record, the increase in the debt ceiling from
. 1940 to 1945 is from $49 billion to $300 billion, which was an alltime
high, is that not right? .
ecretary DiLLon, That is correct. :

Sonator HARTKE. Then in the subsequent period from 1945 up
until 1954, the only change in the national debt limit was a reduction
of $25 billion, which ocourred in 1946. .

Secretary DiLLoN. That is correct.

Senator HArRTKE. Then the increase occurred. in subsequent years
from 1954, during the last administration, is that not true?

Senator BENNETT. The increases started after 1946. Thoy wore
not down to 275 in 1952, were they?
~ Senator HARTKE. I would like to just have this clarified for the
record. I am talking about the ceiling now. - =

Secretary DMLLON. I think what the Senator from Indiana says is.
-perfectly correci regarding the ceiling. o

Senator BENNETD. But not the total debt.

Secretary DirroN. Not the total debt. - SO

Senator HARTKE. If we can agree upon the total debt, let us take
the actual total debt and do that once. From 1940, according to
what I have here, the Economic Report of the President on Januar
1941, it shows the increase there was up from 1940 to 1145, whic
were war years, from $50.9 billion to $278.7 billion, or an increase of
$227.8 billion during the war years.

That is-where the big increase in the national debt occurred, is that
not true? . S o LTt

Secretaty DiLLoN. That is absolutely true; yes.

_Senator HARTKE. And this was in the defense of the United States
~'o§ erica, for preservation of our way of life, which is & pretty small
'p' ce.t- siy v b [N i . . T 1_7“ ’..

Now, from 1945 to 1953, there was the change in the wctual debt
from $278.7 billion down to $275.2 billion, or.a decrepse of $2.5 Lilljon,
is that not true?. ., . = .. . o e
Sel(:er:i .liu.wx.,.Yeg, although actual public;debt outstanding
reaq & L R DT I ) S

Sen?ator 1LL1aM8. What wasithe. cash on hand s of the different
years / ,

/
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Secrotary DiLLoN. There was a substantial amount, I think, of
excess cash on hand right at the end of the war, which reduced——

Senator WiLLiaMs, How much was that? -

Secrotary DiLLoN. I do not have that figure. I have the yearend
figures hore. The highest yearend ﬁﬁum was the end of 1946, $269
billion. Thereafter the public debt decreased. The next year, the

public debt decreased to $258 billion and there was only a surplus of
$750 nillion, so it must have been the reduction in cuslx balance that
brought that about.

Senator WirLiams. Will you furnish for the reoord the cash balances
in each of the years, becauso it is my understanding that cash bal-
ances dropfl od about $18 to $20 billion over that period.

Senator HarTke. This is true for 1 year but not true for the entiro
period from 1945 to 1953

Senator WiLLiaMs. No, between the periods. That is what I am
asking, the cash balances.

What wero the cash balances in this period?

Secrotary DiLLoN. We have that figure here. The highest cash
balance when the highest war debt occurred was February 28, 1946,
when the total debt was $279 billion, .

At that time, there was.a cash balance of Just about. $26 bﬂlnon.
At the end of 1946, that same—— .

Senator WiLLiaMs. What was it in 1953 that he was speaking of ?

Secretary DiLLoN. Wodo not have that figure. But the cash balance
at the end of an ordinary year runs about 35)( billion. For all these
yoars, you can assumo that.

b lbenutor WiLLiams. That is about a $20 bxlhon drop in. the cash
alance

Secretary DinLoN. Which would have enabled a reductmn from
$279 billion to $269 billion. .

Senator WiLLiams. $258 billion, ‘

- Senator HARTKE. That is right.

Mr. Secretary, to point out the fact of it, from 1945 to 1956 irom.
April 3 to June 26, there was an actual reductnon in t.he debt lumt. of‘
$25 billion? _

Secretary DILLON. That is right. -

I think maybe an easier way to put it is for the total yem after,
1046, running up through 1852, there was an overall surplus in the
Government’s operation, but not a very big oua. It. was & surplus of
about $4 billion, something like that. Y :

. Senator WiLrians, Would the Senator yleld? :

. Senator HARTKE. Yes

Senator WiLLiams. Would you repeat that. é)lease? I did not get xt

Secretary DivLroN. I said in taking th 1947 1948;
1049, 1950, 1951, and 1952, there was a surplus of about $4
That evaporated in 19563 with the Koresn deficit of $9 bllhon. .,;f

- Senator Winriams. If you will yiel tilu“ & moment.

Senator HARTKE. Oh, certainly. ink this is & fact whlch has
commonly been misstated and ahould be corrected.

Senator WiLrians, In 1947, what was the debt? B
, DrLLon. At the eud $258. billion.

Senst.or 1LLIAMS. What was your cash on hsnd-—whst. da.te was
that? The end of 19477

. Secretary DitLoN. These are the fiscal year’s end in 1947
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Senator WirnLiams., In 1947, it was $258 billion?

Secretary DiLroN. Yes, sir.

Senator WiLLtamMs. What was your cash on hand that same date?

Secretary DinroN. I guess I have that figure. General fund
balance on hand that date was $3.3 billion.

Senator WiLniams. Now, what was it in 1953, you say?

Secretary DinLoN. The close of 1952, the public debt was $2590
billion, $1 billion higher than it was in 1947, but the cash balance was
$7 billion, $4 billion, roughly, higher. So there was a net improve-
ment of about $3 billion over those yoars, ‘
b_l?_enator WiLiams. And your dobt at the end of 1952 was $259

illion.

Secretary DinioN. Yes.

Senator Curtis. Now, Mr. Chairman—were you through?

Senator HarTke. No; I was not. Iwas yielding to the Senator from
Deolaware.

Does he have any other questions?

What I was getting back to when I was interrupted, we show in this
thing a $227 billion debt in the war yoars and.a $3}¢ billion increase up
to 1953. Now, to come back to the incroase, from 1963 to 1961, that
raised again to $286.4, which made it & net incrcase of $7.7 billion.
This occurred entirely during peacetime. A

Senator BENNETT. Would the Senator like to put in the record the
year in which the Democrats took over the Congress?

Senator HARTKE. I would be happy to do that.

Senator BENNETT. That was the yoar 1954. - So this is the period
you are talking about in which we had a split administration, but the
power of the purse resided with your party.

Senator HARTKE. I am glad we eliminated that difficulty.

* Sonator MorToN, And $9 billion was cut out of the Truman admin-
istration by the 80th Congress at his request.

Senator HARTKE. I do not care what you want to argue about. I
want to tell you this, that the record clearly shows that during the
Truman administration there was a decrease in the debt of $3}¢ billion
and during the Eisenhower administration, there was an incroase in the
national debt of $7}{, billion. These figures are in the record and
cannot be refuted. : - :

Senator Curris. They can. "

Will the Senator yield?

Senator HarTke. Certainly. , -

Senator Curtis. Mr. Truman made the statement many times
that he reduced the debt more than any other President. What
happened? In the last bond drive in the war, the good people of the
United States way oversubscribed to bonds. We borrowe monef,
more money than we needed. The war ended. ' There was money in
the piimliné and that money was used to retire obligations of the
United States falling due and the debt was reduced with money that
we borrowed that it turned out we did not need, and it was not
reduced by surplus financing. I think the record will bear that out.

Senator HARTKE. I do not think the record will bear that out and
I would like to call upon the Secretary, if he has the figures there, to
show what I uhderstood you to say, that there was—— -

Secretary DrLron. I think ybur statement was correct. Certainly

s

the major.Téduction'in the debt from the high was due to this repay-
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ment, but there was a reduction, an improvement in the Government’s’
fiscal position, of about $4 billion over the years 1947 through 1952.

- Senator HArTKE. And that did not tike into account that thero
was a reduction in the cash surplus of about $26 billion and a réduétion
in tho national debt of $25 billion, which really demonstrates very
conclusively that this overall debt ceiling limitation is very misleading’
in trying to got figures, bocause we ean get a much worse picture of the
Eisenhower admunistration by using the debt limitation than we can
by using the actual figures themselves. o

Senator WiLniams. 1f you will yicld for a moment, your debt for
the fiscal year 1953, which bogins June 30, 1952, during the Eisenhowoer
administration, that increased tho debt $7%¢ billion over and above the
figures you are using, is that not true?

Secrotary DiLroN. Yes. Istated in the year ending June 30, 1953,
when expenditures renched a high point as a result of the Korean
effort, there was a deficit of $9)¢ bilhon, which is the biggest postwar
doficit wo have had, with the single exception of 1959. -

Senator Wiittams, That is true, but aven that deficit was lower
than the doficit was estimated to be by the Truman budget in 19527

Secrotary DrnLon. It may be. I would not know about it.

Senator HArTkr. The deficit occurred in 1959 as a result of the
1958 recossion, which was the largest poacetime deficit, is that
correct? "

Secretary Dirnron. That is correct.

Sonator HARTKE. Was this caused primarily by an increase in ex-
penditures or a docrease in revenucs?

Secrotary DiLroN. The rovenues in 1959 were actually slightly
below the revenues for 1958. They were about $600 million less, but
expenditures for 1959 were $9 billion in oxcess of expenditures for 1958,

onator HARTKE. Yes, but the real fluctuation here and: the real
cause—— ‘ :
b.l%ecremry DiLroN. Was expenditures. Expenditures went up $9
illion. S

Senator HARTKE. Yes, all right. I was interested in a statement
ll:{l the leading exponent of conservatism, outside of Congress, one

mund Dale, in which he followed the same pattern as some of the
conservatives in Congress today, which was written about 2 or 3 years
ago. I have forgotten the exact date. I was also interested in his
recent rebuttal in a publication, in which he said that his conclusions,
based upon his observations of the European economy were that the
approach which was adopted by the conservatives was one which
would lead to unemployment and a lack of economic growth.

Is this not true? Or do you want to agree? C
- Secretary Ditron, I think that is substantially what he said,
because I have seen Mr. Dale’s latest article and I think he was trying
g)ﬂcompare the European fiscal system with our own, which are quite

ifferent. ‘ o

Senator HARTKE. The truth of it is that at the moment, the Western
European countries are enjoying unprecedented growth in their
economies, with practically no unemployment, is that not true?

. Secretary DirLon. I think that. is generally true, except possibly
when we talk about growth in economies. .  For example the United
Kingdom, which has not been growing. ~~ . "~ oo

Senator HArTKE. I understand your recent statements, ull you are

saying is that if we follow the course of prudence, along with taking
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care of our housekee(s)ing here and lookim; to the future, this coming
recession which my dear friend from Utah predicts, docs not havo to
come and we can go forward with years and years of prosperity, too,
is that not right?

Secretary DiLLoN. That can be true, and wo hopo through the use
of wise policies to avoid another recession.

Sonator HARTKE. I say this administration is the optimistic one,
whilo tho members of the opposition are preaching the theory of gloom
and doom, not. alone for us all over the picture but ns far as the future
of the United States is concerned.

Senator WiLLiams. Would the Senator yield for just one moment?
I would like to correct one figure. Wo were figuring on the 1947
debt, which was $259 billion, and I think you gave us a figure of the
cash on hand as being about $7 billion.

Bused on the Treasury’s report, the cash on hand was $3.3 billion?

Secrotary DivtoN. That is ri%ht,, $3.3 billion in 1947, that is right.

Senator WiLriama. Instead of $7 billion.

- Secretary DiLLoN. I said $3.3 billion. That $7 billion was at the
end of 1952, ' :

nator WiLLiams. Yes. In othar words, at which time—we had
an increaso in cash at that time, did wo not? »

Secrotary DiLon. That is right.

Senator WiLrLiams. In 1953, it had gone back down again? _

Secretary DirLLoN. At the end of the fiscal year in 1953 it had gone
back down to $4.7 billion, yes. .

Senator Curtis. Mr. dhnirnmn, referonce has been made to West-
ern Europe. Has not recovery boen most in West Germany?

Secrotary DiLLon. That is correct. ; . .

Senator Curris. What has boon their financial policy, one of deficit,
spending or not? L :

Secretary DinuoN. Their financinl policy has: been one of heavy

vernmental expenditures, that are far higher than in the United

tates, They run about 33 to 35 lmrcent of their rovenues, their
expenditures, their income through their Federal budgets of one sort
gg another, whereas a comparable figure in the United States is about

v )t. : .\ R oy C . . L

. But with that, thoy have maintained generally balanced. budgets,
and have operated on—— L. e
. Seunator Curmis. And they. have held the value of the mark?

.. Qecretary DinLon, They certainly bave, . . . ¢
. Senator Cyrmis. Aud they have done it without deficit financing?,

Secretary DitLoN. They bave. . . . " " = .0

Senator Curris. Now, ip .comparing what the. parcent. of .their
gnilaa national product or income is Government, .expenditures,
under., their systean, more things are handled by the central Governs
ment—by the.central Government and fewer by the States, or what
we would refer to as States than in this country, is that not true?
. Secretary- DiLLon.. I do not:pretend to. be an expert on that.
think that in Germmany, the States the Laender, have greater authority
comparatively .than in M{hoth@r- E

uropean country and more nearly,

approach our States, but, they are not the equivalent, | . .. " .
%;mr Cugmis, At.any rsw.f;they.hav?mmmmed a‘hgzh level
of etipl t time, workers a;o in demand.

0!1

ployment where, at the pres

oo
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They have done ‘3o without deficit financing and they have main-
tained the value of the mark. , ‘ SR
Sceretary DinrLon. That is oorrect. o S
Senator Curtis. I read an article not long ago that the Germans
followed that course in direct opposition to the recommendations of
the American mission that was going to tell them how to do tliings
in their reconstruction days. I do not have the articlo before me.
Now, I would like to ask you, at what time of the year, the calendar
year, does the cash balance usually reach its lowest point?
Secretary DiLron. I think that is— - - a '
Senator Curtis. It is high at the time people are paying their tax?
Secrotary DiLron. That is right. To reach its lowest point, it
depends, of course, on what the Treasury does in the way of borrow-
ing, because if the Treasury rolplenishes the cash balance by borrowing,
then it would not be low. -I think it is probably more accurate to
say that at certain times it reaches its peak, like right now, when
wo have had these big tax payments coming in at the end or middle
of June, which is the biggest tax g:yment tine we have, rather than
to speak of time when it is at its bottom. - - S >
 Last yoar, just looking at the figures on our table, actually the
lowest balance we had on one of these dates of the 15th and the end
of each month, was the 15th of April, where we got down to a balance
which was mafly too low. But it was only for a day or two, becauss
"'i:] had ‘the big Treasury financing and tax oollections at that same
o. oo o , R o
_ Senator Curmis. Now, I want to state a hypothetical case which
I do not advocate and I think it would be a mistake to permit it to
happen. : . : = S
u Poso we had an absolute debt limitation of a certain' number
of dollars, but the Congress appbl:g)riated and the Executive spent
money far boyond and the United States owed bills—they owed
contragtors who are building roads, contractors who are building
missiles, and our employees like the State of Michigan, missed some
patv)days for their employees. . Lo T e
* Our actual debt would be the total amount we owed and not the
figure in the national dc;gt. ceiling, is that not correct? ‘ SERE
- Socretary DiLroN. I think that is correct, yes. - o
Senator Curtis, That leads me to my next question, then: What
causes nationdl débts? It is when the Congress appropriates and the
Exccutive spends more money than we take in, is not that right? - .
Secretary DiLLoN. That is absolutely correct. = = "7 .
- Senator Curtis. Yes. And now, while a debt ceiling: may have
& publicity value and:a moral restraint: when it is publicly reviewed
once & year the raising of the national debt ceiling in itself does not
create debts, is that not right? ' -~~~ . - S T
Secretary 'DiLLon. Yes, that is absolutely correct. * <~ =
Senator Curtis. Now, so the debt of the country, now and in the
future, is going to be determined upon how much taxes we levy and
how much money the Congress votes:and how much the Executive
spends, is that not right? -~ oo oot e T s ndd e s
"~ Secretary DiLLoN. That is correct. =': i it .
Senator Curtis. Now, with few exceptions, is the Exeocutive
legally' bound to spend qh the money the Congress appropriates?:~
o I N S T L R R S S F AT
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Secretary DiLLoN. I am not enough of a lawyer to answer that.
Certainly I know the President has the right or has exercised the right
to impound some apevroﬁriations, but that is always a small amount.

Senator Curtis. Well, it is conceivable that an agency could
?cox.lo?mize, spread the work, and spend less than was appropriated

or it?

Secretary DiLLoN. That is correct.

. Senator CurTis. And do it without violation of the law.

Secretary DiLLoN. Oh, yes. There is nothing that requires us to
spet‘lid the'entire appropriation. If we can economize and do the job,
we do 1t. '

- Senator Curtis. The amount of Government spending is deter-
mined by our philosophy of government and what is a proper function
of the Government, is that right?

-Secretary DiLLoN. That is correct, yes. .

.. Senator CurTis. I do not intend to draw you into a controversy
about housing. That is an illustration. Frankly, I am opposed to
public housing of all forms. I have gone along with the financing of
private housing, insured loans, and so on. But one of the things that
the Congress has to face right now is proposals for housing at public
expense for middle income peotﬁle. , : o L ’
. Now; it is conceivable that the homeless and the distressed and the

ople. who have no place:to go for shelter may have a claim-on
q;ve,rmnent, for housing, but it seems to me as we extend the socialistic

ilosophy, taxing the people or increasing the debt to provide housing

or people who admittedly are not classified as distressed, we have to

realize that this is going to determine our level of expenditures and
may determine the course of our national debt. ‘

- Would you agree? - - . -

. Secretary DiLLoN. I would agree; yes, sir. . o
.. Senatar CurTtis. Now, in the figures that have been quoted about
the national debt, has that been confined to the direct debt, or has it
included any .eecondary. or contingent - obligations of the Federal
Government? . o : R

‘Secretary. DiLLoN., No, sir. . This just includes the debt subject to
the legal limitation, which,is the direct debt.” . . e
a Serim?tor CurTis. And it:does not include future direct obligations,

008 it?.. v . e

...:.Now, for instance, by way of illustration,:if we insure & loan on &
house, the man pays off his loan, the Government Joses no money on
it, other than probably some administrative costs. Co
.. .S0 we do-not know whether or not.the Federal Treasury is going to
suffer, unless we know there is 8 loss on that transaction. But if we
vote . a benefit for mlht.arg retirement, that is going.to pyramid in

ears to come, there is nothing continfent about that unless we repeal
it, that is going to be a diract obligation? Co
-.‘Secretary, DiLLoN. - That is correct. - Co e e

. Senator Curris. Now, do theae figures that you have quoted as to
receipts and expenditures include trust funds? «

Secretary DiLLioN. No, they do not. C S
. Sex(lim' Curtis. But in the Treasury’s cash balance sheet, they are
inclu O ST 1S PR . »

Secretary DiLLoN. We have tp take account of tbem in our cash
balance in figuring our overall debt, that is right. ‘

/
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Senator Curtis. In other words, in the field of social security, we
might happen to have collected more social security taxes than paid
out in a particular year in social security benefits, and so far as the
cash Q?udget is concerned, that shows as an item on the plus side, does
it not _

Secretary DiLLoN. Yes.

Senator Curris. Even though the benefits that we have voted,
for a year from now, or 5 years from now or 10 years from now, may
be tremendous. o

Here again, I am not asking you for comment. I j~it want to
express for the record a problem that has worried me. I think our
budget system, our financing system, is very hard to understand for
the people back home. We have trust funds, we have a cash balance,
we have accrued obligations, we have this and we have that.

As a general rule, most taxes are levied and collected on a calendar
year basis, are they not?

Secretary DiLLON. Yes, that is so. , _

Senator Curtis. Some concerns may elect a fiscal year?

Secretary DiLLoN. That is right. o .

:Senator Curtis. But the rates are on a calendar year basis and our
spending is on a fiscal year basis? _ S »

Secretary DiLLoN. That is correct, and that is the reason for this

188. . il
. Senator Curris. So if a Member of Congress. or an interested
citizen asks the question, is the Government living within its means
right now, there has to be a lot of transposition to give the answer?
Secretary DiLLoN. Yes, there is a thing called the income and
product account, which is very complicated. o
Senator Curtis. Yes, and I do hope that can be simplified. I
think it would be very helpful to Members of Congress and also to
building public opinion for sound financing in the country if all these
transpositions were not necessary. ' _ o ‘.
Is 1t not also true that the Congress can vote an expenditure or an
authorization which in the first year of operation does not.cost very
much, but in a period of a few years, it is a tremendous program even
if they do not add to the legislation? . -~ .. . ...~ T .
Secretary DiLLoN. That is perfectly possible. . . | . = .
Senator Curris. So it is possible for a spendthrift Congress.to come
to the end of the year and say, here we ended up with a cash balance
of so. much, but their votes callin% for future expenditures, which
probably legally could be canceled but morally they create an obli-
gation and an expectation of the part of the people—such a C?olil ess
conceivably could be a very expensive Congress, is that not true? , |
Secretary DiLLoN. That is right. S R SR
Senator Curtis. I agree with the expression made around: this
table that the debt ceiling in itself does not hold down our debts. It

i8 fictitious, . I do think it serves a public purpose in this regard, that

once & year, or however long we extend it, 1t docs call attention to the

Executive and to the Congress and the country of our position and.the

financial direction in which we are headed. = =~ . .
Does that not have to be taken into view? - ,

. Secretary DiLroN. That is certainly correct. . ~ = .. . | .
Senator Curtis. I think that is all the time I want to take. =

3 .
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. Senator MorToN. I just want to associate myself with those who

said that the debt ceiling does not limit the expenditures which are

afforded by the Congress, voted by the Congress and subsequently

spent by the administration. I think this is a useful exercise to some
ee,

efrfeel sorry for the Secretary of the Treasury, not only this one but
his predecessors and those who'will follow, having to come up and
go through this exercise when they do not have anything to do with
controlling the expenditures and we on the Finance Committee have
little to do with them. ' : : IR '

-T think next time we have this operation up, we ought to yield to
the Appropriations Committee and let them ask the questions. -

- That is all; Mr. Chairman.' - S

Senator Curris. Mr. Chairman, may I have 10 seconds?

I would like to make an observation here. I am very fond of the
Senate, but I did serve 16 years in the House, 10 years on the Ways
and Means Committee, which is the oldest committee in the country,
it is older than the Republic itself. It was created by the Con-
tinental Congress. ' . '
*"And for many, many 'gears, the Ways and Means Committee
handled appropriations. So the same committee that levied the
taxes determined how much money would be spent. And, of course,
the workload has gotten so big that it was impractable, but it does
add to all this confusion that we were mentioning a moment ago of
taxing on a calendar year, spending on a fiscal year, trust funds,
future obligations, and 'so on, that it is not a simple matter to deter-
mine the exact financial atatus of the Government. ‘

. That is all, Mr. Chairman. | ‘ L

‘Senator BurLer. Mr. Chairman, may I ask one question? .

" Mr. Secretary, you have the right under the law to issue bonds and
borrow on the credit of the United States up to the legal limit as set
by the Congress. : :
- ‘Secretary DiLLoN. Yes.

“Senator BurLEr. Now, it was suggested by the Senator from
Minnesota that we now can put the limit up and then let it expire
within the year, then the Congress would have no control whatever
over the expenditures other than the appropriation of the money.

Secretary DiLtoN. That is correct. : Lo
" Senator Burrer. And they would have no control whatever over

our imbalance in social security, for instance, as pointed out by the

nator from Nebraka. 4 ‘ s :

~If-you take less in than you pay out, you just issue bonds of the
United States. ‘If you collect more in taxes and pay less in balances,
you have a credit balance from which you issue a bond and put it in
the Treasury of the United States. : ' o

‘! Secretary Divron.  That is right. I o
" Senatof BurLER. So the Congress now has no control'over that type
of ,ﬁr‘mné_ih‘ﬁl.' - Has theé question ever been raised in view of article I,
section 8, that the Congress shall'have the nght 'to borrow money on
the credit of the United States—if such bonds are {llegally issued?

Senator Curtis. Those bonds within the limit.” __— '

Senator BuTLER. I am:talkit}’g‘abqut after the limit is removed.
Where do you'gé? © '~ S

!
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Secretary DiLLoN. That is up to the Congress if the Congress de-
cides it does not want to have a limit. I presume they can do so if
they want to.

" Senator BuTLER., What I am getting at is this: You come up every
ear to have the limit renewed. You would come up every year to
Kave financing reviewed. ~
Secretary DILLON. I do not think ﬁyou would have to if a law was
assed to make it clear there was no fixed limit, but I would certainly
think it would be a useful procedure.

Senator BurLER. If the law was a simple abrogation of a consti-
tutional provision and the Congress said you can borrow any amount
ou want, we are not interested, then you would not have to come up.
ut you have to come up for two purposes: To have the debt ceilin
?djust,ed or to have the specific financing authority you asked approv

or.

Secretary DiLLoN. You certainly have to have the authority of
Congress on that. ' o

The CHalrRMAN. If the debt was to be extended, is it not true that
you would have to have the consent of Congress? S

Secretary DrLrLoN. That is true. ‘ :

hThe CuAIrRMAN. That was repealed in 1915, somewhere along in
there. : ,

Secretary DirroN. I would take your word for it, Mr. Chairman.

The CHAIRMAN. And Congress substituted then a ceiling, instead
of approving each specific issuance of bonds. N,

The CHAIRMAN. Any further discussion? ' Senator Long?.

Senator LoNg. Mr. Secretary, I believe you have over in your
Department—if you do not, the Federal Reserve Board does—certain
comparisons of the national debt as it compares to the gross national
product and as it compares to personal income. I have seen refer-
ences made to those relationships, taking into account constant dollarg
and things of that sort, which indicate that our national debt today,
as compared to our national incomé—that is, thé personal jncome—
is?o_tas:greatasit,wpsin 1948. g T Ty

am not trying to'endorss the effect of inflation that has occurred
and things like that since that time. I would ‘just like t0 have made
available those studies for this record if you can provide some of thiose,

Secretary DiLLoN. I will be very glad to do that, sir. ' :

(The information requested is as follows:)
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Public debt related to grcss national produel and other measures of economic growth

End of fiscal | Gross na- Personal | Ratioof debt | Ratloofdebt| Real J’" :
. year debt |tional product| 1income to GNP to personal | capita debt?
fllons of | (billlonsof { (billionsof | (percent) income ?dollm)
dollars) | 11ars) dollars) (percent) "
260, 4 210.7 170.3 127.9 150.3 2,291
258.3 24.3 181.8 110.2 134.8 1,874
252.3 259. 4 210.4 97.3 119.9 1,671
252.8 258.1 208.3 97.9 131. 4 1,662
257.4 284.6 228.8 90. 4 112.6 1,648
255.3 329.0 56,7 77.6 9.4 1,490
259.1 U170 273.1 74.7 4.9 1,452
266. 1 365. 4 288.3 72.8 9.3 1,460
7.3 363.1 289.8 74.7 3.6 1,453
4.4 307.8 310.2 69.0 88.8 1,452
w8 419.2 3329 65.1 81.9 1,397
20.8 42.8 351.4 6.1 77.0 1,314
276.3 444.2 360.3 62.2 76.7 1,287
284.7 4832.1 383.3 59.1 74.3 1,287
286.3 503. 2 404.2 58.9 70.8 1,256
289.0 518.0 8 56.1 8 E‘)
200.0-292,0 535.0 ' 52.3-52.8 ¢ 9

t Ratios compare debt at end of each fiscal year (June 30) with GNP and other measures for the calendar

year including that June 30.
: gubuo debt divided by consumer price index (1947-49==100) and then divided by total population.

rojected,
¢ Not’eacuuahle.

Senator Lonag. I would like to see what they look like.

As you know, Mr. Secretary, there have been some phases of admin-
istration spending which I have not endorsed and vigorously onosed.
I think you were more aware of that when you were in the Depart-
ment of State. I have thought that those who are voting on the
higherside of spending in some cases should vote for taxes to pay for it,
but I do not think we should try to tell you that we are not going to
give you the monef to pay the bills after the majority vote has voted
on spending it so I think we are going to have to go along with you
on this. '

Secretary DiLLoN. Thank you.

The CHAIRMAN: Any other questions?

Thank you very much, Mr. Secretary. We will see you tomorrow
morning at 10 o’clock on another bill.

(Whereupon, at 12:25 p.m., the committee proceeded into executive

session.) o
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II. GENERAL STATEMENT

The present permanent limitation on the public debt, provided by
the Second Liberty Bond Act, as amended, is $285 billion. (This
permanent ceiling first became effective June 30, 1959. The prior
permanent ceiling of $283 billion was established in 1958.) In addi-
tion, for the period from July 1, 1959, to June 30, 1960, there was a
temporary l-year addition to the statutory debt limitation of $10
billion and for the period from July 1, 1960, to this June 30, a tem-
porary 1-year addition to the debt limit of $8 billion. As a result, in
the fiscal year 1960 the statutory debt limit was $295 billion, in the
current fiscal year is $293 billion, and on June 30, 1961, but for this
bill, would revert to the permanént limitation of $285 billion. Table 1
shows the permanent and temporary debt limitations since 1945.

On June 30, 1960, the debt subject to the statutox(-iy debt limitation
amounted to $286.1 billion and it has been estimated by the Treasury
Department that the Public debt on June 30 of this year will amount
to about $289 billion," :

The Secretary of the Treasury in his appearance before your com-
mittee stated:

* * * ] believe that a temporary increase in the debt limit
to $298 billion is essential to the orderly and economical
management of the Government’s finances, and I earnestly
recommend its prompt approval by the committee.

TaBLE 1.—Slatulory debt limstations

{In billions)
Statutory debt limitation
Calendar year of change
- Permsnent | Tem Total
sdditional
1048, .cceecnccecncnstncncscnacecancsacnacesasecnssnsassaansnann $300 |eeceeanrcnanae $300
1046, ceesessmassamnastatesansstteatteteseescarananemastene b 113 A aaB
D PPN a5 $ 281
1088, ccaccconeicocasncaceonsastoncstasssnaresessoncncscanconan 278 3 278
1087 cccecccocansoncncscntenarsecracncccrsnncnsencnncccnvenansse 275 [-cmeccacncanas 25
1048 secosnessseccssrncannacensnconnsonann 233 5 288
1950, - 10 205
1900 - - 285 8 o)
1961 (proposed). 285 18 298

Norz.—For details ses table in app. A.

There are several factors which need to be taken into account in
setting the statutory debt himit: the seasonal variation in the timi:lg
of receipts and expenditures, the annual surplus or deficit in the bal-
ance o budﬁetary revenues and expenditures, the size of the cash
balance,* and the leeway allowed to cover contingencies. The esti-
mates, or.assumptions, made by the Treasury with resrect to each of
these factors are shown in table 2 and are discussed below. The last
column in table 2 shows the minimum debt limit needed, based upon
the assumptions as to the four factors, - It will be noted that the maxi-
mum required debt limit is expected to be reached on January 15,
e TR S, S e L T et
B Opeeating balance Ia Federal Resecve banks and dgpositories (excluding free gold).

. . / .
1} ' . ’

.
—
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1962, when the level is forecast at $297.9 billion, or approxlmatel_y
the $298 billion,-which is $13 billion above the permanent debt limit
of $285 billion.  Chart 1 shows the anticipated statutory debt for the
fiscal year 1862 in comparison with the actual statutory debt for the

past 6 years.

TaBLE 2.~Forecast of public dcbl outatandmg, &cal year 1962, based on constant
A _operalsng cash balance of $3,600,000, (excluding jree gold)

_ [Based on sssumed budget deficit o!“.m.ooo,ooo] !

[ Dbillions) H
Operating
bajance, Allowanoe to
Federsl Re- { Public debt | provide flex-|  Total
serve sub!ect to ibllity in mie debt
and depoal- tation financing tation
taries (ex- and for red ?
%)&u contingenciesi =

l%l—guﬂe ¢ TP,

| seppmeremmer e
§§§§§§§§§§§§§5§§§§§§§§§§§,
:::::z:gzzzz:::z::::::::‘: 1
§§§§§§§§§§§§§§§§é§§§?§§§§

l Aasumes timated budget revenues of $81,400, 000.000 and estimated expenditures ot $85 loo.ooo.ow
m Jaiy 1, 1960, t0 Jube jost, the statutory debt Limit s $263,000,000,000. ‘Tbereadter, but for this

"'"m&?'&m i balance on June 30, 1961, is expected to be 36.500,00) 000, t.he pub!icdebt
subject to Jimitation Wil Pe sbout $280,000,000,000 on that date. o

Source: V.S.mmxyncmnt
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Onmaxr 1
__MONTHLY RANGE OF PUBLIC DEBT SUBJEGT TO LIMIT
£

m I TPTY FETTON U PO FOY PV

’ 1958 1959
195 1957 iR

° ' ‘ Ak of $37 Milica, &35 bien
Wlﬂﬁwﬁgw Sominoally; sssumirg

Wi o 9o hovsy ¥ & ey "It

1. Seasonal variation.—The seasonal variation in the size of the
debt is attributable to differences in the timing of the receipt of
revenues and the making of expenditures by the Federal Government.
The greater vanatlon in this respect occurs in the tumnﬁ of revenues,
a8 dxsprogortxonate y large portion of which are received in the fore-

part of the calendar year. Table 3 (last column) shows the variation
m receipts which have occurred in the current year. Although for the
fiscal year 1961 the b inning debt of $288.6 billion and anticipated
ending debt of $289 billion are only $400 million apart, the debt on
Februar 15, 1960, was $290.5 billion, or $1.5 billion above the an-
tlcx ate dmg balance. Even on May 31 the debt. still remained
11110!1 above the expected closin ﬂﬁ For the fiscal year
1962 a seasonal variation of $4.8 billion is mcluded in the Treasury
estimates. 'This is shown in the last column of table 2 which reflects
a debt for January 15, 1962 ($297.9 billion), $4.8 billion above the
ending balance of $203.1 billion.
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TasLe 3. —Actual cash balance and public debt outstanding, July 1960-May 1961
{In billions]

Federal | Public debt
Resorve subject to
banks and ltmitation

B PO 1= 0 £ 90 08 50 SR DO P8 o 5% 90 4 90 7 P 3 %
OV IOXWIWa IO = ORRNO =
E L LR P P
DWW WNOWNNONVOOVRORVRDW AR

Norz.—~From July 1, 1 to June 30, 1061, the statutory debt limit is $293, 000, Therealter, but
for this bill, 1§ woul vario $285,000,000,000. v 000,000, '

Source: U.8, Treasury Department.

2. Deficit in revenue-expenditure balance.—The Secretary of the
Treasury in his appearance before your committee estimated that there
would be a deficit for the fiscal year 1962 of $3.7 billion, assuming all of
the revenue and expenditure estimates of the President are enacted.
This figure is reflected in the debt limit forecast in table 2 in that the
ending debt of $293.1 billion is $3.7 billion above the be%innix debt
of $289.4 billion. The $3.7 billion deficit is based upon the following
estimates of budgetary revenues and expenditures:

Billion

ExXpendItUres. e e e e ceeeccccccacanccencsaccnananencaemnnana—- $85. 1
ROVONUES. e e cecsaacccecccnccenancanaaes reesanmcunnn SRR 81. 4
Defioit. e e cceccrccccacaae meeeceecemccemcecescemcesen-a~ 3.7

Table 4 shows the more detailed expenditure estimates on which
the above expenditure total of $85.1 billion is based. This table
shows the estimates appearing in the budget presented on January 16
by the last administration, together with the two revisions made by
the present administration in these estimates. The $85 billion, shown
in table 4 as the current expenditure estimates, excludes any amount
for the expansion of the civil defense program as recommended by
the President. Therefore, the administration representatives in-
creased this $85 billion by 8100 million to reflect the expenditure
requirement of this program, as well as other contingencies. The
expenditure figures presented above assume the enactment of the
President’s recommendations with respect to postal rates. If this is
ggt‘?dgi%, it is estimated that the doficit will be $4.4 billion rather than

) ion.
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TaBLe 4.—Budgel expendilures by major agency for the fiscal year 1968

[In millions)
Depertment or sgency Jan, 16, 1061, | Mar. 28, 1061,] May 25,1081,| Total
estimate estimate Increases
Legislative branch and the judiclary......cccaceens $203 [ 7.1 7 ) T $207
Executive Office of the President................... 92 [ 23 IS 02
Funds appropriated to the President:
g&&gﬂ sscurity—economic and contingencies.. 1, S;g 1, ?;g 5 1, ?i"g
Indefendem offices: .
tomic Commissionl....ceenevacccnacns 2,680 670
Federal Aviation Agency....coccccaceercancann 70 43
Natlonal Aeronautics and Space Administrs-
B0 aee cceeieercorecscarcmnascnncscassansone 965 1,380
- Small Business Administration 98 186
U.8, Informsation Agency 138 148
Veterans' Administration... 5, 360 8,404
Other....cccvceeeevnncnnnnnn 43 4%
General Services Adminis 406 408
Housing and H Financs 738 942
Department of Agriculture 5,783 6,440
Department of Co 700 566 633
Department of Defense (military): -
Military funetions. .....ccccecaccccencccnnnnens 42,810 43,800 100 43,000
Military assistance.....c..cconavacces esae 1,750 1,850 50 1,700
Department of Defense (4vil)eccceeccannesn cone 084 1,091 feccncnoccnaces 1,021
Department of Health, Education, sod We| oo 4,008 4,798 [ceecacancnnaan 4,708
Department of the Interior 873 [ . 3 908
Department of Justice. ...... 20¢ 208 |ienorennnnesa 206
Department of Labor.....c.ccacoenarnceaccsenenas aee 223 654 a0 "
Post OMiod Department.....ceccccnccacncasccccsnas (] [ 7 [, 63
Dopanmeln): ol Shte.‘ ...... 43 381 {eecrcecnnacian 351
nt:
Interest......ccccceenccicncansonccccncasannanas 8,508 [, +~ 3 [ 8,603
essemverctsereane st drtnssessnsstsasaansnes 1,008 1,190 |eecceanncnnane 1,12
District of Columbla. ....cccceeccnarcacecacccnnans 08 [ 3 IR [
Allowance for contingencies. .....ceonecanacancaaacs 100 100 [oceccacecannen 100
Bubtotal.......ccceeinncncenniacaconncacecena 81,532 84,926 ™4 85,650
Deduct interfund transaotions. . c.c.ccaaccaconaens 667 (.7 ORI €67
Total..... crsans -~ . 80,885 1. 84,250 T24 84,083
‘ . I . Norzs
1, Mu.ﬂsnsu:es include recstimates of espenditures under the Jan, 16 program s well a8 new proposals
of Breu! ::t‘ sdministration, ) pro

uduamounthnxmlonotdvﬂdomgmcmm. :
3. fﬂx'cel:xd« certain small modifications proposed by the President between Mar, 28 and May 35 which
will 1962 expenditures by s smalier amount than the allowance for contingencies, :
4. Detall may not add to totals because of rounding. R .

Bource: Bureau of the Budget.

- The Secretary of the Treasury in his appearance before your
committee indicated that the receipt level of $81.4 billion for the
fiscal year 1962 was this low primar I because it still will reflect the
recession, although recovery 1s y underway. This is expected
to occur because the corporste tax revenues which will be available in
the fiscal year 1962 will be based upon corporate profits of the present
calendar year which includes the lowest point in the recession. To a
lesser extent this is also true of individual income tax collections, to
the extent they exceed collections from withholding and payments
with declarations of estimated tax. | ‘

For the-fiscal éeﬁr 1961 the Secretary of the Treasury indicated
that a deflcit of $3 billion is now expected. This is based upon:-
. . N ! s .,'1' e o . . IR P i b o ' "m
‘ i ;
Expenditures. ... .o cocccccaaccaiilatocaaannaan hemeecememccee—- . $81.2
Ré\'elllleﬁ--.‘.'--,.~..'.i..’.‘-‘#-‘.‘;,-a-a‘;-_-‘.-i-u..--a.‘&-..---.-;,‘.. --------- - 7&2
DEBCH . o -eoememn e emeememieneemnnneemmmeneananananan N Y
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Table 6 shows the more detailed .estimates upon which the above
ex?enditure total of $81.2 billion is based. This total is about $500
million above the estimated total previousluresented to the House.

ditional Department of

PUBLIC. DEBT LIMIT

This $500 million is largely attributable to
Defense expenditures now expected.

" TABLE 5.—Budget expenditures by magor agency for the fiscal year 1961
(In mlilions} S

Mar. 28, 1081, revision

]

‘, Ageney

gl

Revisions in
Flomte
gram

Administra-
dpses
changes

Total

tslative branoh and the Judiclary....ccecccueees

}E‘i‘ecuuve Officq of the Pru,;t!ient .................

-Funds appropriated to the President: :
Mutual security—economic and contingencles..

escosavecunase

o

© a
~

:
g
i
13
g‘g..
§E
g
»

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

<
]
B
:
]

cecvvecssncncnnsecncsnnnne

B881StAN08.cacueeccucccancnnacncnananne
Department of Defense

Department of Health,

Department of the Interior
Department of Justice. ...
Department of Labor.....
Post Office De,

:-‘:-ﬁ ’ I R ‘
38| o3E ESSMINCEZ ZRBSESEd 8E ad

»

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

..........................................

(-]
—
-

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

8
g8

........................................

81,193

Notx.—Detail may not add to totals becauss of rounding.
Source: Bureau of the Budget.

For the fiscal year 1963 the Secretary of the Treasury looks for a
sharp rise in revenues, as has occurred in other recovery periods,
with the ‘“* * * reasonable expectation that we will be able to
present a budget for the fiscal year 1963 in which receipts exceed
expenditures.”  He pointed out that this is in accord with the state-
ment of the President in his message on budget and fiscal policy of
March 24, 1961:

Federal revenues and expenditures * * * should, apart from
any threat to national security, be in balance over the years
of the business cycle—running a deficit in years of re-
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cession when revenues decline and the economy needs the
stimulus of additional expenditures, and running a surplus in
-years of prosperity, thus curbing indation, reducing the public
debt, and freeing funds for private investment.

3. Cash balance.—In arriving at the statutory debt limit proposed,
the cash balance was assumed by the Treasury to be at the level of
$3.5 billion throughout the year. In this respect it was suggested
that this actually is a rather low working balance for an operation as
large as that of the Treasury and subject to such sharp fluctuations
in receipts and expenditures. It was pointed out that such a balance
would cover only a little over half of an average month’s budget ex-
penditures, which represented a lower ratio of cash holdings to expendi-
tures than is maintained by most business corporations.

Table 3, which shows the cash balances at half-month intervals, for
the fiscal year 1961 indicates that this balance has ranged from $7.5
billion down to $1.7 billion but has averaged closer to $5 billion than
to $3.5 billion. :

4. Leeway for contingencies.—A fourth factor is the leeway required
for contingencies. The Treasury estimate makes allowance for $3
billion to cover contingencies, such as variations in economic levels,
which can have an important effect on either the revenue or expendi-
ture side of the budget. This $3 billion margin for contingencies is
the same as was used in the estimates presented last year. In addition
to covering various contingencies, this will provide greater flexibility
in debt management, since it will remove the necessity of waiting
until obligations are matured before new issues intended as replace-
ments are issued. ‘



1. APPENDIX

Debt limitation under sec. £1 of the Second Liberty Bond Act as ammded—-—Hutory

legislation
Sept. 24, 1917; . A

40 Stat. 288, sec. 1, authorized bonds in the amount of .
40 Stat. 290 sec. 5 authorized certificates of indebted-
edness outstandmg (revolving authority) . . cc oo,
April 4, 1918:
0 Stat. 502, amending sec. 1, increased bond suthonty
40 Stat 504, amending sec. 5, increased authority ior cer-
tificates outstandin 7+ NP S :
July 9, 1918: 40 Stat. 844 amending sec. 1, increased bond
authority t0. -« _ccn i ccmiciceccccnccmcdebacan
Mar. 3, 1919:
40 Stat. 1311, amending seo 8, increased authority for
certificates OUtStANAING 0 - oo - oo oo oo i
40 Stat. 1309, new sec. 1 added authorizing notes in the
amount of o e ececcrcrceecccceneen
Nov. 23, 1921: 42 Stat. 321, amending sec. 18, increased note
au thonty to outstandin% (establishing revolving authority).
June 17, 1929: 46 Stat. 19, amending sec. 5, authorized bills
in lieu of certificates of mdebtedness, no change in limito-
tion for the outstanding. - oo v oo eceeeee
Mar. 3 1931 46 Stat. 1506 amending sec. 1, increased bond
S T O
Jan, 30, 1 34 48 Stat. 343, amending sec. 18, increased au-
- ghorit Q:fi%r notes outstandmg 0 e ccacmnc e
e
4(5 Stat. 20, amendin v§nsec 1, limited bonds outstanding
(establishing revol autfxority) 7+ J
49 Stat. 21, new sec. added, consolidating authority
for certiﬁcates and bills (sec. 5) and authority for notes
(sec. 18). Same aggregate amount outstanding._ ...
49 Stat. 21, new sec. 22 added, authonzmg U.S. savings
bonds within authority of sec.
May 26, 1938: 52 Stat. 447, amendmg secs. 1 and 21, con-

187, 538, 945, 400
$ 4, 000, 000, 000
112, 000, 000, 000
1 8, 000, 000; 000
1 20, 000, 000, 000
1 10, 000, 000, 000

17, 000, 000, 000
7, 500, 000, 000

2 10, 000, 000, 000
128, 000, 000, 000
1 10, 000, 000, 000

3 25, 000, 000, 000

* 20, 000, 000, 000

: solidatmg in sec. 21 authonty for bonds, certificates of

indebtedness, Treasury bills, and notes (outstanding bonds
hmitdei(ll] to $30,000,000,000). Same sggregate total out-
July 20, 1030: 53 Stat, 1071, amending sec. 31, removed
limitation on bonds without chnngm total authorized out-
standing of bonds, certificates of mdebtedness, bills, and

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

June 25 1940 54 Stat. 526, amending sec. 21, adding new
para
%(13 In addition to the amount authorized by the

ceding paragraph of this section, any obligations aut. or- '

ized by sections 5 and 18 of this Act, as amended, not to

exceed in the aggregate $4,000,000,000 outstanding at

any one time, less any retirements made from the special
fund made available under section 301 of the Revenue
Act of 1940, may be issued under said sections to provide
the Treasu%y with funds to meet an nditures made,
after June 30, 1940, for the nationa de ense, or to reim-
burse the general fund of the Treasury therefor. Any

such obligations so issued shall be designated ‘National
Defense Series’.! . o e iccccrccmcceacmcna———-

Bee footnotes at end of table, p. 10,

1 4, 000, 000, 000
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Dedt limitation under sec. 21 of the Second Liberty Bond Act as amended—History
of legislation—Continued

Feb. 19, 1941: 55 Stat. 7, amending sec. 21, limiting face
amount of obligations issued under authqrity of Act. out—
standing at any one time to- - L. .. ..o __._._---. 1 $65, 000, 000, 000
Eliminates separate authority for $4,000,000,000 of
* 'National Defense Series obligations.
Mar. 28, 1942: 56 Stat. 189, amending sec. 21, inoreased lim-
itation 1o ... 1 1285, 000, 000,000

Apr 11, 1043 57 Stat. 63, amending seo. 21, inoreased lim-
............................................ 3 210, 000, 000, 000

tation
Jmie 9, 1944' 58 Stat. 272 amending seoc. 21, inoreased limita-
............................................... $ 260, 000, 000, 000
Apr 3, 1945 59 Stat. 47, amending sec. 21 to read: “The o
face amount of obligations issued under authority of this
Act, and the face amount of ob nfai,iona guaranteed as to
prinoipal and interest by the United States (except such
aranteed obligations as may be held by the Secretary of
t 0 'l‘neuury). all not.exceed in the aggregate $300,000,-
outstanding at any one time.” ________.___._...__. ? 200, 000, 000 000
June ée 1046: 60 Stat. 316, dmending seo. 21, adding: “The
ourrent redemption value of an bligation {ssued on a dis- -
count basis which is redeemable prior to maturity at the.
‘option of the holder thereof shall be considered, for the lpm'-
poses of this section, to be the face amount of such ob. igA- :
“tion.”” and decreasing limitation to.. .. ... ... ... ..... 1 275, 000, 000, 000
Auz% 28, 1954: 68 Stat. 895, amending seo. 31, effective Aug. .
1554 and ending’ June 30, 1955, temporarily inoreasing .
Himitation by $6,000,000,000 to_ .- .. - _ oo 3 281, 000, 000, 000
June 30, 1955: 69 'Stat. 241 amending Aug. 28, 1954 act by
extending until June 30, l956 increase in limitation to---- 1 281, 00, 000, 0000
July 9, 19 6. 70 Stat.-519 amending act of Aug. 28
temporarily increasing limitation by $3,000, 600 ior
period beg{nning July 1, 1956, and ending June 30 1857, ’
................................................... 1 278, 000, 000, 000
Eﬂective July 1, 1957, temporary increase terminates and
limitation revorts, under act of June 26, 1846, to.... .. . 3 275, 000, 000, 000
Feb. 26, 1958: 72 Stat. 27, amendins sgo. 21, effective Fob. 26,
1958, and ending June 30, 1959, temporarily increasing
limitation by $5,000,000,000___ . .. _ .. oo, 3 280, 000, 000, 000
Se{i) 2, 1958 72 Stat. 1958 amending sec. 21, increasing
mitation to $283,000,000,000, which, with temporary in- :
orease of Feb. 26 1958, makes Hmitation. . ................. s 288, 000, 000, 000
June 30, 1959: 73 Stat. 156, amending seo. 21, effective June
30, 1959, inoreasmg limitation to $385,000,000,000, which,
with tem inorease of Feb. 26, 1958 makes limitation
on June g D e eaciccdcccetamemmecesammecmeo—maaa 1 200, 000, 000, 000
Amendi 00& 8e0. 21, temporarily inorewn limitation by
810 000,000 for period beginning July 1, 1959, and
ding June 30, 1960 which makes limitation beginning
Jul 1, 1959 i accncrceaciemne—an 1 295, 000, 000 000
June 30, 1960 74 Stat. 200, amendin sec 21, for a period be-
ginning on July 1, 1960 and en June 30, 1961, tem-
porarily increasing nmuauon by $8,000,000,000...... .- 1 293, 000, 000, 000

? Limjtstion on mlmmimuau.
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TEMPORARY INCREASE IN PUBLIC DEBT LIMIT UNDER
SECOND LIBERTY BOND ACT

JUNI 16, 1961.—Committed to the Committee of the Whole House on the Stah
- of the Union and ordered to be printzd

Mr. MiLts, from the Committee on Ways and Means, submitted the
followmg

REPORT
{To acéompany H.R. 7677)

The Committee on Ways and Means, to whom was referred the bill
(H,R. 7677) to_increase for & 1- Lar period the public debt limit set -
forth in section 21 of the Second iberty Bond Act, having considered
the.same, report favorably thereon without amendment and recom-
mend that the bzll do pass.

L SUMMARY OF BILL

H R. 7677 prondes for a temporary addition of $13 billion in the
dgbt limitation. The present permanent statutory debt limit is $285
billion. In ‘the last.2 fiscal years, however, there have been two
temporary. 1-year additions in this debt of $10 billion and $8. b:lhon,
réspectively. This bill provides a temporary. addition of $13 billion
for-the period from: July-1; 1961;-to June-30;- 1962.- The recent and

proposed debt limitations can be summerized as followss -«
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%}x vt mmopmr ;NCREASE:&?W PUBLIC DEBT LIMIT
| - I, GENERAL STATEMENT

'The present permanent limitation on the public debt, provided b
the Second Liberty Bond Act, as amended, is $285 billion. (This
permanent ceiling first became effective June 30, 1959. The prior
permanent ceiling of $283 billion was established in 1958.) In addi-
tion, for the period from July 1, 1959, to June 30, 1960, there was a
temporary 1-year addition to the statutory debt limitation of $10
billion and for the period from July 1, 1960, to this June 30, a tem-
porary l-year addition to the debt limit of $8 billion. As a result, in
the fiscal year 1960 the statutory debt limit was $295 billion, in the
current fiscal year is $293 billion, and on June 30, 1961, but for this
b would revert to the permanent limitation of $285 billion. Table 1
9. .8 the permanent and temporary debt limitations since 1945.

On June 30, 1960, the debt subject to the statutory debt limitation
amounted to $286.1 billion and it has been estimated by the Treasury
Department that the Public debt on June 30 of this year will amount
to about $289 bihion.

.. The Secretary of the Treasury in his appearance before your com-
mittee stated: ‘

* # * ] believe that a temporary increase in the debt limit
to $298 billion is essential to the orderly and economical
management of the Government’s finances, and 1 earnestly
recommend its approval by this committee.

TasrLe 1.—Slatutory debt limitalions

[In billions)
' Statutory debt limitation
Calendar year of cha
nee Fermanent 'I"odm Total
1043 $300 |-coveacacaaans $300
1048, . cicvrerinncntanncsnccncacsornasesscornenuen B <. ) P (]
I0B4.cccceccnrcoccucccnccancnnccnnencssancsccancncnnsaconcnanee b1(] 8 281
1088....cccercecvaanvenconccaras ns 3 a8
18T .c.ccicacctccncaacacatruscnacnecossancsnoncsncnasasansansad b (- 3 b1l
1088, .. cicctccttcceccnansanccancnccensnenannccanes 283 ] 288
1960 - P 10 208
1900....c000nesee 235 li £
1981 (proposed) 85| €08

Nors.~For detalls gee tadle in app. A, -

There are several factors which need to be taken into account in
setting the statutory debt limit: the seasonal variation in the timi alg
of receipts and expenditures, the annual surplus or deficit in the bal-
ance of b tary revenues and expenditures, the size of the cash
balance,® and the leeway allowed to cover contingencies. The esti-
mates, or assumptions, made by the Treasury with respect to each of
these factors are shown in table 2 and are discussed below, The last
column in table 2 shows the minimum debt limit needed, based upon
the assumptions as to the four factors, It will be noted that the maxi-
mum required debt limit is expectdd to be reachéed on January 15,
1962, when the level is forecast at $297.9 billion, or approximately
T e, e S S
{°s Opecsiing balance o in immmmmm’ : (excluding free gotd)j - - C 7T

}

)



TEMPOBARY INCREASE IN PUBLIC DEBT LIMIT 8

the $298 billion, which is $13 billion above the permanent debt limit
of $285 billion. Chart 1 shows the anticipated statutory debt for the
fiscal year 1962 in comparison with the actual statutory debt for the
past 6 years. g

TABLE 2.—Forecast of public debt outstandsing, fiscal year 1968, based on constand
operating cas};lubalancc of 88,600,006,000 (excluding j‘;ee gold)

[Based on assumed budget deficit of $3,700,000,000) 1

{In biliions)

Operating - |- :
balance Alowance to
Federal He- | Public debt | provide fler-

serve banks ﬂxnlﬁjoctto ibility In. | publie debt

- ‘ . and deposi- tation financing limitation

; . tarles (ex- and for required §

: cludlt;grree ) oontingencies .
goM) :

8.3 9382864 $.0 - $2800.4

s 2886 30 2.8

a3 280.6 . 30 202.6

33 280.9 80 - 2029

3.8 2901 3.0 © 2001

35 09 30 2040

.88 288.2 3.0 . W2

E Y] - 2007 30 .7

35 222 80 206.2

35 230 30 208.0

L ¥ ] 2038 30 - 298.8

s . 2049 30]: - 2919

38 M4 3.0 ¢ 2084

38 4.9 801 il 2079

33 2040 80| 207.0

t ¥ 041 0 B ﬁ.l

38 208.2 ‘ 0 € 3

38 12 30| B

s 293.4 80 2004

3.3 07 30 208.7

33 202.0 30 9.9

1 ¥ N3 30 206.3

18 936 30 - 9986

t ¥ ] 290.1 80 T 2931

' estimated budget of $81, 000 and estimated expenditures of $85,1

o 95“ %Imfu. 'uly'd 1, 198, to :wmﬁ“ e Seatatiry Sabt Tl e e 00 TS o 88 100,000 000, ta

rev m ¢

L] the actual operating balance on J 1961, is to be considerably larges thany §3,500,~
005,00, the pubtio bt sabect 10 ImItation Wil 14 Aot KSH00N 00800 ou trer assa. )

Boures: U8, Treasury Department.
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TEMPORARY INCREASE IN PUBLIC DEBT .LIMIT 3

1. Seasonal variation.—The seasonal variation in the size of the
debt is attributable to differences in the timing of the receipt of
revenues and the making of expenditures by the Federal Govern-
ment. The greater variation in this respect occurs in the timing of
revenues, a disproportionately large portion of which are received in
the forepart of the calendar year. ble 3 (last column) shows the
variation in receipts which have occurred in the current year. Al-
though for the fiscal year 1961 the beginning debt of $288.6 billion
and anticipated ending debt of $289 billion are only $400 million
apart, the debt on February 15, 1860, was $290.5 billion, or $1.5
billion above the anticipated ending balance. Even on May 31
the debt still remained $1 billion above the expected closing balance.
For the fiscal year 1962 a seasonal variation of $4.8 billion is included
in the Treasury estimates. This is shown in the last column of table
2 which reflects a debt for January 15, 1962 ($207.9 billion), $4.8
billion above the ending balance of $293.1 billion.

TaBLe 3.—Actual cash balance and pubdlic debt outstanding, July 1960-May 1961
(In billions] )

Timore
Federal | Public debt
Reserve sub)

banksand | limitation

deposl

exclud]
(rnu lolg)‘

g

it

g

Nors.—From July 1, 1060, to J 1061, the statutory debt Mmit is 000,000, Thereafter
foc this bill, it would revert m'i,no%oa?'mood. tory $390,000,

Source: U.8. Treasury Department.

2. Deficit in revenue-expendilure balance.—TLe Secretary of the
Treasury in his appearance before your committee in executive session
estimated that there would be a deficit for the fiscal year 1962 of
$3.7 billion, assuming all of the revenue and expenditure estimates
of the President are enacted. This figure is reflected in the debt
limit forecast in table 2 in that the ending debt of $293.1 billion is
$3.7 billion above the beginning debt of $289.4 billion. The $3.7
billion deficit is based upon the following estimates of budgetary

revenues and expenditures: Bilkion
Expenditures. e cnccncnccccmcenancancaacucanmsnecccensaassrecanane $85. 1
VENUES.cencecmencmncananannanannen deesemaamcemscmesamearcnasna 8L 4



3 TEMPORARY INCREASE IN PUBLIC DEBT LIMIT

Table 4 shows the more detailed expenditure estimates on which
the above expenditure total of $85.1 billion is based. This table
shows the estimates appearing in the budget presented on January 16
by the last administrationzto%fther with the two revisions made by
the present administration in these estimates, The $85 billion, shown
i table 4 as the current expenditure estimates, excludes any amount
for the expansion of the civil defense program as recommended by
the President. Therefore, the administration representatives in-
¢reased this $85 billion by -$100 million to reflect the expenditure
requirement of this program, as well as other contingencies. The
expenditure figures presented above assume the enactment of the
President’s recommendations with respect to postal rates. If this is
not done, it is-estimated that:the deficit will be $741 million larger
than'that shown. - These figures also assume the enactment of all of
the President’d' revenye requests, including those relating to jet fuel
and the hi%hway program. These figures further assume the con-
tinuation of the tax rates pravided by the tax rate extension bill of
1961, " If these rates are not continued, the deficit shown for the
fiscal year 1962 would have to be increased by about $2}¢ billion.

TaBLE 4.—Budget expendilures by major agency for the fiscal year 1962

{In millions])
‘ Department or ageno; Jan. 16, 1961, | Mar. 28, 1061,] May 25,1961,] Total
) W heency esuxsﬁate '| Vestimate. | increases
Legislative branch and the Judiclary. . ....oeeee... $203 " 207
¥meu‘tivo Office of the Pres’ldont...y.......;.; ...... ‘ /] ”g;
appropriatead to the President: : -
%&&uu security—economic and contingencies. .| - 1, B;g l,il);g
Pacenncccsecscnccssasencsesinnssnnninandnas - 1 -
Indzxendent offices: :
tomic E Commisslon. ccceccecneancaciae 2,680 2,670
Federal Aviation Agency......icoocaociooaaoaas 730 743
Naiuonsl Acronautics and Space Administra. 088 1380
8mall Business Kdministration.....-.. 1. 101! -1 "188
U.8. Information Agency....... 138 148
. Veterans’ Administration....... 8,369 5,404
| beemmescmecoeana . 436 456
Services Administratton.:.-.oomemeneeoso. 496 4®8
(] 728 042
5,782 6,440
Department of COMmMOrce. . ...ccoceocceecionacennes 568 833
Dopdartment of Defense (military): Ces
. Millitary functions. ......... diesaceeracnacemean 42,010 43,900
© . Military assfstance. ...c.aececeanaccacaansn 1,750 1,700
g:puunent of Defense (civil) - 1,021
partment of Health, Educsation, and Welfare.... 4,005 798
Do tment of Jaatipa orreo T b %0
ent o .
BeEar et o Lavar 2 ot
Post Office Department - - 63 63
Department of State. . .cocecermecccacacanccnnnans 3435 351
Treasury Department: .
. S veeegececcqibonncanmacamannane . 8,563 8,603
o Mot ia u - adend| ’1,082 1 1@
Jaazinrien P el INERRRE 1 B 100
. e M F SO 31,532 35,650
Deduet futerfand transactions........... Canmmmamaan { L 667
U (1 TS L U SOOI S o 80,808 84,083
" 1,-Mar. 28 figures inctude reestimates of axpenditures ander the Jan, 16 program as well 88 pew proposals

ogesentadm!nlatmtlon. .

- 4. Excludes amount for expansion of civil defense Brogram - :

udes certain sma'l modifications proposed by the President between Mar, 28 and May 25 which
-1962 expenditures by a smaker amount than the allowanoce for contingendcies. S

. &' Detail may not add to tatals because of rounding.. T

.. ource: Buresu of the Budget. ¢

e e S s Mrm st et e A mme e s e e e e e

?



TEMPORARY INCREASE IN PUBLIC DEBT LIMIT 7

The Secretary of the Treasury in his appearance hefore your
committee indicated that the recexpt, level of $81.4 billion for the
fiscal year 1962 was this low prim dy because it still reflect the
recession, ‘although recovery 1s already underway. This,is expected
to occur because the corporate tax revenues whic ‘will be available in
the fiscal year 1962 will be based upon corporate profits of the present
calendar year which includes the lowest point in the recession. - To a
lesser extent this is' also true of individual income tax collectxons, to
the extent they exceed collections from thhholdmg and payments
with declarations of estimated tax. ‘

For the fiscal year 1961 the Secretary of the 'I‘reasury indicated
that a deficit of $2 5 billion is now expecbed ThJS is based upon:

_ . Biis

Expendxtures ......... ---'_-..--.-»...-'_..----.-,-...A---..---.....-_---...; ...... . $80. 7
Revenues_ oot iiaaaanas S S temdmcanne 182
‘Defict. . .ooeeo.. SR S iemaniemeaie 2.8

Table 5 shows. the more detalled estimates upon whlch the above
expenditure total of $80. 7 billion is hased. . e

TaBLE b ——Budget czpmduurea by ma,;or agency for lhc ﬁacal yca~ 1961

In mnuons]
T (88 o ; ESA Y RSEREAl
Mar. 28, 1061, revislgn . . -
gy s e sens in Admibistrs- |
es ré- 5
i ‘ o ?sumstes for .tglb sctions | Total
: ‘D ro- program s
, o :xl’np changes !
. S .1 M ¢ ' ¥ L
B t!“veoﬂic‘ohlatggg:dd?nt .-..-.-;'.1;-:5" y | 6:l ‘ Th‘s? e
Xecutive Oios of the rresaens........ O T L T I By O ‘ i[evavapeapsncnes
Mu:unour’:tybog:ommgnd ﬂncenclea. 1,675 v -Ho. o 1 1::
oon 1. . NN ..
otber....... 8 =10 )RR "8
Inde ndentomoas mu 2,600 : HREER A 2.

KR [ PR inannennsoce]prronnacnnpmian ‘
Fodenﬂ AvxmfmA ...................... . Teo]” sy oumninil SRS
N onal Asronsuties and 8pacs Administra- : A . .

tlon. ... . 70 ~80 |ecerencncacnan . 0
t Snfall BuMness AdMINIstration .. ooooeesoeen- B ¢ . v
U.8. Information Agency. 125 1., . . 125
Veterans’ Administration...ccecceccrnceccacacas 5,314 -+86 -5, 400
L0371 - 468 +18 1-3( 507
QGeneral Services Administratlon. ...ceccecaneaceane. 42 ~42 20 420
Housing and Home Finance Agency...cceceecccens 544 -~30 411 525
Department of Agriculture.. 85,739 -343 +411 5,807
Departgeng gg gg}nm o itz eesasan [131 —ee 511
Depa,r en Chi
Military fun: Ions.. v 41, 500 +761 +239 42, 500
Military assistan eae 1,700 =200 Jocececonnacen 1, 500
Department of Defense el 71 ) . 980 +14 +15 1,018
Department of Health, Education, and Welfare. .. 8716 [eeeeacanannse Ias 3,744
Department of the Interior.caeecancecnccacncnnannn. 785 -10 10 785
Department 0f JUStIO®..ccnceceacnanancaneancncanaan -7 . N, 285
partment of LADOT. . ccccencenacmccancnccnancenns 205 +-33 +564 892
Pos 08 De ent.. - 788 F140 ennanmiaicannn 028
Dopmtmegt’ Of 8tat0. ccacnucranunacoacccnacascanens 200 200
...................... 93 1. 903
......... cene . 8'063 &966
Dlstrlct of Oolumbia.......caneccacracaceccancanans 48 =8 laceeanaccanan 42
Allowsanoe for contingencles. .c.c..cevanenecacncanan 7. 3 IR I, -
..................................... 821 -+401 +1,347 81, 380
Deduct !nterfund 7ANSAOHIONS. . eevemmnns o oemmnnnon bt =7 It O e 076
Total. R, . 78, 945 +401 +1,347 80, 663

Nore.—Detail may not add to totals because of rounding.
Source: Bureau of the Budget.



8 TEMPORARY INCREASE IN PUBLIC DEBT LIMIT

For the fiscal year 1963 the Seeretarz of the Treasury looks for a
sharp rise in revenues, with the ‘“* * * reasonable expectation that
there will be a balanced budget, if not a surplus * * *” He pointed
out that this is in accord with the statement of the President in his
message on budget and fiscal policy of March 24, 1961:

Federal revenues and expenditures * * * should, apart from
any threat to national security, be in balance over the years
of the business cycle * * * running a deficit in years of re-
cession * * * and running a surplus .. years of pros-
perity * * “

3. Cash balance.—In arriving at the statutory debt limit proposed
the cash balance was assumed by the Treasury to be at the level of
$3.5 billion throughout the Year. In this respect it was suggested
that this actually is a rather low working balance for an operation as
large as that of the Treasury and subject to such sharp fluctuations
in receipts and expenditures. It was pointed out that such a balance
would cover only a little over half of an average month’s budget ex-
penditures, which represented a lower ratio of cash holdings to expendi-
tures than is maintained by most business corporations.

Table 3, which shows the cash balances at half-month intervals, for
the fiscal year 1961 indicates that this balance has ranged from $7.5
billion down to $1.7 billion but has averaged closer to $5 billion than
to $3.5 billion.

4. Leeway for contingencies.—A fourth factor is the leeway required
for contingencies. The Treasury estimate makes allowance for $3
billion to cover contingencies, such as variations in economic levels,
which can have an important effect on either the revenue or expendi-
ture side of the budget. This $3 billion mm;igin for contingencies i3
the same as was used in the estimates presented last year. In addition
to covering various contingencies, this will provide greater flexibility
in debt management, since it will remove the necessity of waiting
until obligations are matured before new issues intended as replace-
ments are issued. The $3 billion margin can also be used to cover
national emergencies, especially any which arise in periods when
Congress is not in session,
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IIl. Appendix "~ R A
Debt limitation under sec. 21 of the Second Liberty Bond Act ag amended—History

. of legislation ‘
Sept. 24, 1917: - , o
40 Stat. 288, scc. 1, authorized bonds in the amount of__ 1 $7, 538, 945, 400
40 Stat. 290, sec. 5, authorized certificates of indebted-
edness outstanding (revolving authority) ...._.__..._.. 4, 000, 000, 000
April 4, 1918:
40 Stat, 502, amending sec. 1, increased bond authority o
£ 1 Sy femmmcaccm—an- ©.. 112, 000, 000, 000
40 Stat. 504, amending sec. 5, increased authority for cer- )
tificates outstanding to_ . __ ... oo oo o... 2 8, 000, 000, 000
July 9, 1918: 40 Stat. 844, amending sec. 1, increased bond : ’
authority tQ. .- ..o i ceeceaean ...~ 120,000, 000, 000
Mar. 3, 1919: .. .
40 Stat. 1311, amending sce. 5, increased authority for

AR NN

certificates outstanding to_ . ... _______._. . .. 1 10, 000, 000, 600
40 Stat, 1309, new seo. 18 added, authorizing notes in the S
amount of . o iceiccaanaa- 1 7, 000, 000, 000

Nov. 23, 1921: 42 Stat. 321, amending sec. 18, increased note .
authority to outstanding (establishing revolving authority).  ? 7, 5§00, 000, 000
June 17, 1929: 46 Stat. 19, amending sec. 5, authorized bills ‘
in lieu of certificates of indebtedness; no change in limita-
tion for the outstanding . . .. oo oo oo iecaceann 3 10, 000, 000, 000
Mar. 3, 1931: 46 Stat. 1508, amending sec. 1, increased bond : ’
authority to_______.__. e e eememememmememmeme————— 1 28, 000, 000, 000
Jan. 30, 1934: 48 Stat. 343, amending sec. 18, increased au- ‘
thority for notes outstanding to.................._..... ?10,000, 000, 000
Feb. 4, 1935: ‘
49 Stat. 20, amending scc. 1, limited bonds outstanding
(cstablishing revolvin autl’xority) | 7 TS 3 25, 000, 000, 000
49 Stat. 21, new sec. 21 added, consolidating authority
for certificates and bills (sec. 5) and authority for notes oo
(seo. 18). Same aggregate amount outstanding...... * 20, 000, 000, 000
49 Stat. 21, new sec. 22 added, authorizing U.S. savings
bonds within authority of sec. 1.
May 26, 1938: 52 Stat. 447, amending secs. 1 and 21, con-
solidating in sec. 21 authority for bonds, certificates of
indebtedness, Treasury bills, and notes (outstanding bonds
limited to $30,000,000,000). Same aggregate total out-
standing. .. liiacaioooaos t 45, 000, 000, 000
July 20, 1939: 53 Stat. 1071, amending sec. 21, removed
limitation on bonds without changing total authorized out-
standing of bonds, certificates of indebtedness, bills, and-
notes_ ... ..... e e e imame e 1 45, 000, 000, 000
June 25, 1940: 54 Stat. 526, amending sec. 21, adding new
paragraph: )
“(b) In addition to the amount authorized by the pre-
ceding paragraph of this section, any obligations author-
ized by sections 5 and 18 of this Act, as amended, not to
exceed in the aggregate $4,000,000,000 outstanding at
any one time, less any retirements made from the special
fund made available under section 301 of the Revenue
Act of 1940, may be issued under said sections to provide
the Treasury with funds to meet any expenditures made,
af ter June 30, 1940, for the national defense, or to reim-
burse the general fund of the Treasury therefor. Any
such obligations so issued shall be designated ‘National
Defense Series’.” . . . e ieeicaiaann 3 4, 000, 000, 000
Feb. 19, 1941: 55 Stat. 7, amending sec. 21, limiting face
amount of obligations issued under authority of Act out-
standing at any one time to. ___ ... _ .. _____.____.... 1 65, 000, 000, 000
Eliminates separate authority for $4,000,000,000 of
National Defense Series obligations.

Seo footnotes at end of table, p. 10.

71070—61——-2



10 TEMPORARY:, INCREASE. IN - PUBLIC: DEBT: ‘LIMIT

Debt limitation under sec. 21 of the Sscond Liberly Bond Act as amended— History
of legislation—Continued

Mar. 28, 1942: 56 Stat. 189, amending sec. 21, increased lim-
ftation Yo ... iiceae.. s $126, 000, 000, 000
Apr. 11, 1943: 57 Stat. 63, amending sec. 21, increased limi- : ‘
tatlon to_ _ .. eeaaaaa. 3 210, 000, 000, 000
June 9, 1944: 58 Stat. 272, amending sec. 21, increased limi-
tation to. .. idaeaaa.. 1 260, 000, 000, 000
Apr. 3, 1945: 59 Stat. 47, amending sec. 21 to read: “The
face amount of obligations issued under authority of this
Act, and the face amount of obligations guaranteed as to
principal and interest by the United States (except such
guaranteed obligati3ns as may be held by the Secretary of
the Treasury), shall not exceed in the aggregate $300,000,-
' 000,000 outstanding at any one time.” . ______.___...__... $ 300, 000, 000, 000
June 26, 1946: 60 Stat. 318, amending sec. 21, adding: “The
current redemgtion value of any obligation issued on a dis-
count basis which is redeemable prior to maturity at the
option of the holder thereof shall be considered, for the pur-
poses of this section, to be the face amount of such obliga-
tion.” and decreasing limitation to_...__.________.__. _.. 1 2785, 000, 000, 000
Aug. 28, 1954: 68 Stat. 895, amending sec. 21, effective Aug.
28, 1954, and ending June 30, 1955, temporarily increasing
limitation by $6,000,000,000 to. .. __.__< v« ___._.._.... 3 281, 000, 000, 000
June 30, 1985: 69 Stat. 241, amending Aug. 28, 1954, act by
extendingeuntil June 30, 1956, increase in limftation to.__. 281, 000, 000, 000
July 9, 1956: 70 Stat. 519, amending act of Aus.ooz& 1954,
temporarily increasing limitation by $3,000,000,000 for
grlod beginning July 1, 1956, and ending June 30, 1957,
.................................................. 1 278, 000, 000, 000
Effective July 1, 1957, temporary increase terminates and
limitation reverts, under act of June 26, 1946, to. .. . 1 278, 000, 000, 000
Feb. 26, 1058: 72 Stat. 27, amending sec. 31, effective Feb. 26,
1968, and endin&)dlune 30, 1959, temporarily increasing
limitation by $5,000,000,000. . __.__._..__. e —cemeeaa 1 280, 000, 000, 000
Sept. 2, 1058: 72 Stat. 1758, amending sec. 21, increasing
imitation to $283,000,000,000, which, with temporary in-
crease of Feb, 26, 1058, makes limitation..._..___.___._. 2 288, 000, 000, 000
June 30, 1959: 73 Stat. 166, amending sec. 21, effective June
30, 1959, increasing limitation to $285,000,000,000, which,
. with temporary increase of Feb. 26, 1958, makes limitation
“onJune 80, 1989 . ..o e eieeeas £ 290, 000, 000, 000
Amending sec. 21, temporarily increasing limitation by
$10,000,000,000 for period beginning July 1, 1959, and
ending June 30, 1960, which makes limitation beginning
July 1, 1089 _ o aaeaa t 295, 000, 000, 000
June 30, 1960: 74 Stat. 200, amending sec. 21, for period be-
ginning on July 1, 1960, and ending June 30, 1961, tem-
porarily increasing limitation by $8,000,000,000__ ________ 2 293, 000, 000, 000
1 Limitation on issue.

3 Limitation on outstanding.
¢ Limitation on {ssues less retiremeats,
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IV. SEPARATE VIEWS OF THE MINORITY ON H.R. 7677 .

On January 20, 19681, the American people were adinoﬁished:

Ask not what your country will do for you— ask what you
can do for your country. ‘

This utterance occurred 4 days after President Eisenhower sub-
-mitted his last budget message to the Congress. Nothing has occurred
since January 20 in Federal fiscal affairs—or, indeed, in any other area
of Government affairs—that would suggest that these hope-inspirin
words were anything but an empty expression, devoid of purpose an
destitute of meaning. : :

These minority views on H.R. 7677 will be devoted to a considera-
tion of the fiscal experience of the past 5§ months which has found the
only things asked of our citizens are (1) impaired purchasing power of
earnings and savings because of inflation and (2) higher taxes—for the
most part to be imposed not upon ourselves but upon succeeding
generations—because of mounting public indebtedness. Considera-
tion will also be given to the grave gscal implications. involved in the
compulsive and unrestrained spending practices of the Kennedy
administration that have necessitated a record peacetime debt ceiling
recommendation of $298 billion for fiscal year 1962.

The above-mentioned Eisenhower budget measn.ge of January 186,
1961, was for fiscal year 1962, and contained budgetary -estimates
involving receipts of $82.3 biliion, expenditures of $80.9 billion, a
surplus of $1.5 billion, and a public debt at the end of the fiscal year
of $283.4 billion. That budget was neither penurious nor neglectful
in recommending the timely performance of essential responsibilities
of the Federal éovernment. S

President Eisenhower in submitting his budget message said that
his recommendations “will meet the essential domestic needs of the
Nation, provide for the national defense, and at the same time

reserve the integrity and strength of our Federal Government’s
nances.” President Eisenhower went on to say that his budget
proposal recognized ‘‘national priorities” to “help foster noninfla-
tionary prosperity at home and strengthen confidence in the dollar
abroad." In presenting his recommendations to the Congress, he
warned: - .

* "‘d*do%‘r drestiurces will go_t be un(}ixtx)lited. _I;Tlew and
expanded Federal programs bein, ed by special grou
are frequentlﬁr appeahg;xrg, but, a%d‘gf to existir:jg comrmxzi
ments, they threaten to swell expenditures beyond the avail-
able resources.

The Federal Government cannot reasonably satisfy all
demands at the same time. We must proceed first to meet
those which are most pressing, and find economics to help
pay their costs by reappraising old programs in the light of
emerging priorities. e must encourage States and locali-
ties to increase further their participation in programs for
meeting the needs of their citizens. And we must preserve

1
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and strengthen the environment in which individual initiative
and responsibility can make their maximum contribution.

Thus did President Eisenhower describe his budget and its under-
lyirg principles. Urforturately, Fresident Kennedy- did not agree
with respect to either dollar nagnitudes or fiscal objective. The
Kepnedy adm inistration in 5 months’ tire has changed surpluses to
deficits ard has abardoned any sen blance of concern for a balanced
budget. The administration has vainly atterpted to substitute big-
ger Gover mwent spendix‘% for effective leadership as it has tew porized
with crises at homre and abroad. The present admrirnistration now
estilmrates fiscal year 1€62 will involve receipts of §81.4 billion, ex-
penditures of §85.1 billion, a deficit of $3.7 billion, and a public debt
of $290.1 billion.

‘There follows a comparison of the estimated budget projections of
the Eisenhower admrinistration (as of Jan. 16, 1961) and the
Kennedy administration (as of June 15, 1961) for fiscal years 1961
and 1962. In submitting these data caution is urged in recognizing
that expenditure estimates may be lower than experience will prove

to be the fact. .
: TaBLE 1.—Budget lotals
[Bltlions of dollars)
Fiscal 1961 Fiscal year 1062
Budget item yoar Y

Jan. 16, 1961 | June 15, 1661 | Jan. 16, 1661 } June 15, 1961

Eepebattares o RS B3 kX 1

Surplus (+) ot deficit (=)..e-cemeuvn.n- . 1 —2.5 +1.5 —a7
New obligational authority...cccoaee.ccann.n... 82.1 8.1 80.9 87.6
Debt 8t end Of Fear toneeenmmnenennernsennnnns 284.9 |__ m.o‘ 283 4 200.1

t The change in public debt is not the same as projected budget surplus or deficlt because it refects
changes in Treasury cash balances, etc. o e

It is evident from table 1 that the Kennedy administration has re-
quired only 5 months in which to increase recommended budgetary
expenditures by a total of $6 billion for fiscal years 1961 and 1942.
And in all likelihood this is only the beginning unless Congress im-
poses the fiscal restraint and responsibility urgently required for sus-
tainable national progress. The spending policies of this administra-
tion are largely responsible for converting fiscal year 1962 from a
year of debt reduction to a level of $283.4 billion, as forecast by Presi-
dent Eisenhower, to a year of debt increase to a level of $290.1 bil-
lion. The annual cost of interest alone to carry this $6.7 billion
addition to the total debt level projected for June 30, 1962, over the
Eisenhower estimated debt level is $268 million, assuming an interest
rate of 4 percent.

The increases in budgetary spending and budgetary deficits re-
ferred to above do rot reflect the only increases in cost of government
recommended by the Kennedy administration.

Other nonbudgetary spending affecting the cost of government in-
cludes trust fund expendifures, which are currently proposed, for
fiscal year 1962 at $1.5 billiop higher than recommended by the pre-
vious administration. In regard to deficits in trust fund operations,

’
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President Kennedy recommends, for fiscal year 1962, that a projected
oven balance be allowed to become a $1 billion deficit. Trust fund
expenl%i;lzxres will be in the magnitude of almost $27 billion for fiscal
ear .
Y A second nonbudgetary area of spending is concerned with what has
been descriptively characterized as “backdoor” spending. The pri-
mary budget prepared by the Eisenhower administration sought to
avoid any new ‘backdoor” financing as well as to redirect existing
“backdoor” programs to the regular appropriations process. The
Kennedy administration advocated a shift from ar appropria-
tions proggdures to “backdoor” financing on the area redevelopment
legislation. This was followed by two other huge administration
st(nipported “backdoor” financed programs. The first is the Kennedy
administration foreign aid bill which contains $8.8 billion in “back-
door” spending for loans for underdeveloped ‘countries. The secon
is the $8.8 billion called for in ‘‘backdoor” financing in the adminis-
tration’s housing bill. When these programs are added to the admin-
istration’s education program, it becomes evident that the Kennedy
administration has endorsed or proposed approximately $20 billion
in additional ‘‘backdoor” spending in the first § months of its exist-
ence. There is reason for genuine concern over the extent to which
the “backdoor’’ spending mﬂ become a ‘‘front door’’ demand on the
Treasury because of unrealistic optimism over the recoupment
potential in the Kennedy admimstration proposed ‘backdoor”
programs. , : :
e full impact of Federal operations is demonstrated by a consid-
eration of total receipts from and payments to the public. These
statistical data combine receipts and payments from the budget,
trust funds, and Government-sponsored enterprises. Under the
Kennedy administration a January estimated surplus of $1.1 billion
in combined operations would be converted to a June estimated
deficit of $1 billion for fiscal year 1961, and the comparable figures for
fiscal year 1962 would be a January estimated surplus of $1.3 billion
and a June estimated deficit of $4.8 billion. The Kennedy adminis-
tration has recommended an increase in payments to the public in
fiscal years 1961 and 1962 totaling $6.9 billion. The data in table 2
set forth the budget, trust fund, and cash budget information dis-
cussed above.
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T.mw 2.—Principdl fiscal tolals in Federal budgels, fiscal yo(m 1961 and 196‘2l

\ ' [Bnuomo(doum]
' ' * | Difterence, JFR
1061 1962 mﬁggggﬁv :
Janu January {° o .
budgst | JFK | budger | JFK | 198t | 1002
Budgot TO0RIPES. « - eeeeaennnn teeaanann 0.0 78.2 8.3 814 -0.8 -0,
Budget expenditures_._{.22211 789 807 80.9 81| 417 +4,
: Budget surplus’ (+)ordenclt (=)rf  +1] 28] 418} -37] ‘28 -53
Truat fund recelpts. .- .coee.-.. . 2.2 %8| 252 25.7 i.o_ 4.8
Trust fund expenditures. - ooITIITIIINI 21| s | 252 27 4.4 41
" Trostfundsurphus (Foedeett (<):| 1| 3| 10T 42T -re
lieeelptsﬁ’omthopubl!ol'..' ........ - Coeof ga 1031 1023] .5 ~.8
Paymients to the publlo®. [T ¢ wne | 8| oLg| o dorif 4uef  4a3
T Excess of recelpts (+) orpa- N ' ’ R o
: O iR | +11 =10} +L3| —48| .-21|. =61
N0wobl!gubnalmthorlty.-....4..-:...-. & w1l wof eref -+ ,+'u

3 lol&t and 1062 estimated in Eiscahower budget dooument in January agd Kennody reyisions n March

and
3 Budxec and trust fund totals éombined, mints intregovernmental transaetions and: mlnor ueml
Nou.--Dmn mthhandmbsequont tables maynoudd to tocah becdmoolroundlna

Ib is proper to mqmre the extent to whlch t!ns mcrea.sed spendu;g
that is being spent today and presumably paid for at an undetermin
future time may be for essential items involving major. national
security or is: for items. of possibly a more dxscret.xonary nature
Table 3 relates to thm oonsxderatlon. > o .

e : i

. i TaBLE 3 -—-N ew oblagalwnal aulhonty by ‘mafor funclum
: [Fiscal year1062; dollar ngum in billions)

! anual‘{' v Current Difference -
budge . budget i
Total new obligational suthotity. , 0.9 | $7.8 Ty
Maljor national security.-..... mestecceamasrances 46.3 . 8.8 428
Othj:rrpmﬂp%aeundtgouoml - .6 - 9.0 Iu

1 Includes such items as increases for agriculture, education, housing, and space proposals.
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Of the total increase of $6.7 billion in new obligation authority
proposed during the course of 5§ months by the Kennedy administra--
tion over and above the $80.9 billion recommended in the January
budget, 34 percent ($2.3 billion) is for major national security items.
and 66 percent ($4.4 billion) is for other purposes and functions of the
Federal Government. -

The allocation of the increased obligational proposals between de--
fense and other functions as revealed in table 3 suggests a serious

uestion as to the propriety of the Congress acting at this time on the
ull $13 billion increase in the debt ceiling. Not a single depart~
mental appro(i)riat.ion bill for fiscal year 1962 has as yet cleared the
Congress; and still undetermined is the disposition of recommended
programs involving literally billions of dollars in “‘back door" spend-
ing. It might be that the Congress should now act to approve a
lesser increase in the debt limit pending a determination as to- the
willingness of a majority in the Congress to subscribe to the spending
proclivities of the Kennedy administration largely in support . of
pressure %roup programs not generally urged or desired by the Ameri-
can people. , S ‘ o

‘An indication of estimated budget expenditures proposed for fiscal
year 1962 (excluding Department of Defense military expenditures)
dependent upon new authorizing legislation or new obligation author--
it?r is set forth in table 4. An examination of this table suggests some
of the areas of proposed spending that should receive careful study by
the Congress in terms of deciding priorities and:the justification,
if any, for engaging in deliberate deficit financing. :
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new author-

TapLe 4.—Estimated bwug&et expendilures in fiscal 1962 dependent upon
as new obligational authority) [n;cludmg Department of

szing leyislation
Defense, military

{In millions)
Estimated expenditures, 1962
Promm or posal
pro Jan, 16, 1961, Revisions
budget sinca Jan, 20, Total
1061
Judiciary: Ju 43 ) R #“ “
Funds a{»pmggmef to the President: Mutusal security pro-
. 3“ and oontln:encles ........ $639 75 614
fm tiglmgy OCommission: Plant acquisition and con- 2 "
" Oivil Bervice OCo Gominission: Payment to oertain retired
un yees. widows, and wldowm from trust fund
thun appropriated funds for certain. benefits en- " "
_r Hom i eeveccnnannaas
rate increase for member banks (equivalont reduo-
tion in t for investment in stock)........ -164 ~164
'National Aeronautics and Space Adminmnuon Annual
suthorization. ......... 87| 415 953
Vezusm"Admm'J:s:uon @an 1d oon-
nno o ve increases ln eu?nns oo::enntlon rates. e 6.2 TS
Vi evelcacacocnconns -
noudnc and Home Finance Agency:.
Low-oo8t S (] (1]
'.Dopotm?em othﬁmcm" ture: . “ “
8pecial milk program.......... 4 9 103
Sugar A“thm ......... g T [ ]
reserve program. =10 feeeerncnancags
¥arm houdnx loans . 40 40
“Department of Cornineres: Area redeveloptaent program i0 43 53
Department of Health, Education, snd Weltare: oo
Ald to lodonlly impacted school distriots. .....c... 60 -5 88
l’rmzxgmn‘m and further development of voentioml . .
Afd to elementary and secon Kg{fﬁﬁ&ﬁéﬁ:::::: veeevenneneene] 500" 500
Natfonal Defense Eduution . 18 15
Aid to higher od . n 21
M od ceesacavecnsenns . [} 9
Health:
Environmental health activities. 3 I 3
Community health activities. . 9 9
wa&w and air pollution control eee 13 1
Medical bmeﬂuhkr &x’n od. (Jmmusry budget pro- 2 25
Poul atrust fund proposal)..ce.caae.oa.. -] I
Afdto do%en ’ ...... ?.'.o ................................. 218 218
Eﬂm on dgct of liberalisation of old-age,
r% 00 Program . -7 -7
Deportmont ol Ius ce: Judauhi [:31) SR RRY I escecnasran 1 1
Mtnmmm mge Iedslauon .............................................. 4 4
Tralning, retraining, and increased worker mobllity pro- ® "
rocz fice Department t: Postal rate I0CTOR808. - oonveenronnnes] 1 7T 741
partment of State:
uisition, operation, and maintenance of buildings 12 . "
payment' Kt'iﬁiﬁiprmo """ WAr GAIMAZS CIAIT 8. o0 meeoroonoce - I 9
Depertment:-Internal - R‘egv‘eauo Service (soclal
security numbers for taxpayers’ aocounts - 7 7
Total. 467 1,568 3,035

1 Revised from $843,000
require a smaller loghhﬁv'goi%mau in postal rates.

to take account of administrative and otber actions since January which
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Thus, we find that the present administration has taken the Eisen-
bower budget of January 16, 1961, made only token gestures to cut
back any of the budgetary recommendations contained therein, and
has built thereon a new maze of Government programs involving the
expenditure of added billions in deficit financing to feed the fires of
inflation and to burden the coming generation of taxpayers with our
obligations. Involved in this budgetary transition is more than a

uestion of dollars, as grave and serious as that question may be.

here are also involved basic (ﬂ:gstions of fiscal policy and budgetary
hilosophy that have far-reaching implications for the relationships
get.Ween our citizens and their governments and for the strength and
character of our frée enterprise system. There exists a dangerous
trend toward (‘gre‘ater reliance on public_gxpenditures gompared with
rivate expenditures 'and on Federgl-ifitervention than 61-State and
ocal action in meeting so-called-€ssential needs. This tendenqy to-
ward bigger Central Governmefit as the solution to all ‘problems may
serve to impair our nationa}Strength at a time yWien. world condition
dematid ‘'of us maximum gccomphshment., As\we evalugte what we
expect of Government, Wé mist remepaber the
is mescaphbly‘com?uté as a prige”in t¢
We miist inquire of oufselves as

spending .is in the ngtional intersstr
accept blindly the bufigetary recommends
instead Congress is ‘gbligated to exercisg
ment a8 to’}pﬂpxitiij?pro 18 Rt
country. i of o o
The sighatories ‘10| these sepdrats view
wheéther ‘or not 'the hill, H.R. {677; s ‘Be |
unitéd'in’j@ssertin‘g"t‘é the -pal %é f the 4
for' s 'debt limit ncréase of $13 billion: cantot-
commitinent ‘of 'ag‘?ro" 41 of 'the’ spehding jirépoN;
administration. . We are\also united in the conviction thht the’admin-
istration’must immediatelk address itsélf to the urgeént task of bringing
ordor to our fiscal affairs instead of creating pro s and then vast]y
compounding them by massive spending programs that causg-an
alarming state of fiscal affairs.
' Noar M. Masoxy:
0 A Y, ; TNES.
Howarp H. BAKER
TrHomas B. CurTis.
Vicror A. Knox.
James B. Urr.
JacksoN E. Berrs.
BRUCE ALGER.
STEVvEN B. DEROUNIAN.
HerMaN T. SCHNEEBELI.



V. MINORITY VIEWS OF MR. UTT AND MR. ALGER ON
H.R. 7677 o

While we joined as signatories to the separate —-iews of the minority
members, we are impelled to extend these views to include some
gracbical facts which should be brought to the attention of the Mem-
‘bers of the House and which should receive public consideration.

The Congress has annually indulged in the.fiction of temporarily
increasing the permanent debt ceiling.- Experience has proved that
nothing is more permanent than a ‘“‘temporary” tax or a ‘‘temporary”
increase in debt ceiling. They are simple gimmicks to lend an aura
of responsibility to what is ﬁscall‘y irresponsible.

The debt ceiling has had absolutely no restraining effect upon the
starting of new domestic programs nor in restricting the expansion of
those programs salready in existence. The Budget Bureau is never
deterred by a debt limit. The Congress itself 18 not restrained in
authorizing and appropriating in excess of the debt limit.

We should acknowledge these facts to ourselves and to the public.
We should follow the honest and straightforward course of either
repealing the debt limit outright or, more desirably, of living within
the limitation of our willingness to tax. If we cannot follow the
course of fiscal prudence by the observation of self-dis¢ipline, it then
becomes evident that a statutory limitation will not take the place
of self-restraint. It is suggested that a constitutional limitation on
the power to tax, spend, and go into debt may be necessary to com-
pensate for our shortcomings in the vital area of fiscal restraint.

James B. Urr.
BRuUCE ALGER,

O



