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$450 BILLION DEBT LIMIT

MONDAY, FEBRUARY, 28, 1872

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

The committee met, pursuant to recess, at 10:06 a.m., in room 2221,
Ne\gdSenate Office Building, Senator Russell B. Long (chairman)
presiding,

Present: Senators Long, Anderson, Harris, Byrd of Virginia,
Nelson, Bennett, Miller, Jordan of Idaho, and Fannin.

The CuarrMAN. The hearing will come to order.

This morning, the committee meets to hear the Secretary of the
Treasury and the Director of the Office of Management and Budget
state the case for the administration request to increase the debt
limit. The debt limit at present is $430 billion—made up of a per-
manent limitation of $400 billion and a temporary additional ceiling
through June 30, 1972, of $30 billion.

H.R. 12010, which passed the House of Representatives on February
9 by a vote of 247 to 147 would increase the tem orary limitation b
another $20 billion throu%h June 30, 1972, making the debt limit
$450 billion on July 1. Unless Congress takes further action the debt
limit would revert automatically to $400 billion.

The debt subject to the limitation on February 23 was $427.2
billion. I note the acting chairman of the Committee on Ways and
Means pointed out during their hearing on the House side on January
ii)ill lithat the debt subject to the limitation 5 days earlier was $427.1

on.

. In looking at the statement to be presented this morning, I am
1mlpressed by reference to the “full employment budget.” It is my
belief that one of the obstacles which this Nation faces in achieving
full employment is the difficulties which our labor-intensive industries
are e:.?)eriencing in competing with forei%n products. It seems to me
that if we are ﬁo'mg to achieve full employment any time soon, we
must stop the decline in our labor-intensive industries by stepppin,

up our exports or limiting our imports, or by some combination o

the two. In this respect, it is unfortunate that the administration
was unable to gain any trade concessions from Canada and only token
modifications from the European Economic Community in the
followup to the Smithsonian currency revaluation talks. This commit-
tee had understood that meaningful concessions would be required
as a condition to recommending that Conﬁress change the price of
gold. It can fairly be questioned whether the Canadian or European
talks produced such concessions.

It 1s unfortunate and perhaps ironic that the single most impor-
tant action this Nation has taken since the end of World War II to

(1)
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look after its own interest—he IO-Percent surcharge—has now been
suppressed, and we apparently got little in return for the suppression
in the trade area.

In light of this situation, the committee would be particularly
interested in hearing the Secretary describe for us how the administra-
tion plans to achieve full employment while our labor intensive indus-
tries are driven out of the countr%.

Let us print at this point in the record the bill, H.R. 12910; our
press releases concerning this hearing; and the staff memoranda
related to H.R. 12910 and the President’s 1973 budget.

(The material referred to follows:)
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IN THE SENATE OF THE UNITED STATES

Fesruany 9,1972
Read twice and referred to the Committee on Finance

AN ACT

To provide for a temporary increase in the public debt limit.

Be it enacted by the Senate and House of Representa-

tives of the United States of America in Congress assembled,

~ That during the period beginning on the date of the enact-

ment of this Act and ending on June 30, 1972, the public
debt limit set forth in the first sentence of section 21 of the
Second Liberty Bond Act, as temporarily increased by sec-
tion 2 (a) of Public Law 92-5, shall be further temporarily
increased by $20,000,000,000. |

Passed the House of Representatives February 9, 1972,

Attest: W. PAT JENNINGS,
~ Clerk,

I



FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
February 18, 1972 UNITED STATES SENATE
Further information: John Steen 2227 New Senate Office Bldg,
(202) 225-4623 Washington, I!'y C, 20510

DE3T-LIMIT HEARING CANCELLED

Chal;'man Russell B, Long, I-La,, of the Senate Committee on
Finance, announced today the indefinite postponement of a one-day hearing,
originally set for Monday, Feb, 21, on H\ R, 12(.)10, the Administration
bill to increase the debt limit by $20 billion to a total of $450 billion,

The Chairman sald the Cornmittee was advised that John B, Connally,
Jr., the Secretary of the Treasury, and George P, Shultz, director of
the Office of Management and Budget, are unable to attend Monday,

"In view of the Administration's urgent request to lay aside H. R, 1
to proceed with the debt-limit bill, I had assumed they would be available
when the hearing could be acheduled,! Long said.

"The grave fiscal situation confronting this nation requires we have
the best witnesses the administration can present," Long added, ''Appar-
ently the matter was not as urgent as I was led to belleve, Unfor tunately,
I was in error, " |

The Chairman sald the Committee will return to executive session

on H, R, 1 on Tueaday, Feb, 22,

#4



PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
February 22, 1972 UNITED STATES SENATE
2227 New Senate Office Bldg,

Public Debt Hearing Announced

The Honorable Russell B, Long (D., La,), Chajrman of the
Committee on Finance, announced today that the Committee would
hold a one~day hearing on Monday, February 28, 1972, to enable Adminis-
tration witnesses to present the case for H, R, 12910, a bill which would
increase the debt limit from the present level of $430 billion to $450
billion through June 30, 1972, At that time, the debt limit would auto~
matically revert to $400 billion,

The Chairman reported that the Honorable John B, Connally,
Secretary of the Treasury, and the Honorable George P, Shultz, Director
of the Office of Management and Budgot would present the Administration
case for raising the debt limit,

The hearing will be held in Room 2221, New Senate Office
Building, on Monday, February 28, 1972, and will begin at 10:00 a.m,

PR #1



February 17, 1972

MEMORANDUM

TO: Members of the Committee on Finance
FROM; Tom Vail, Chief Counsel

SBUBJECT: H, R, 12910

H, R, 12910, which pagsad the House of Representatives on February 9,
1972, by a vote of 247 yeas to 147 nays, would increase the Federal debt limit
hy $20 billion through June 30 to provide for a "temporary" debt subject to 1imit
of $450 billion, Under the House bill, the "permanent" debt 1imit remaine at
$400 billion,

DEBT LIMIT

1
Present Lavr‘./-- The ceiling on the Federal debt is presently $430
billlon, This is made up of two parta:

(a) A "permanent' limitation of $400 billion, and
(b) A "temporary' limitation of an additional $30 bhillion through
June 30, 1972,

House Bill , <~ The House bill would leave the "pormanent' debt 1limit
at $400 billlon and increase the "temporary" debt limit from $30 to $50 billion
through June 30, 1972,

Administration Request , ~= The Administration requested an increase
in the temporary debt limit from $430 billion to $480 billion which was estimated
to be sufficlent ''to carry us through the balance of the current fiscal year and to
about this time next year,"

BUDGET

FY 1972 , ~~ The projected "unified' or "consolidated" budget deficit
of $38, 8 billion for FY 1972 is substantially higher than the $11, 6 billion of 1ast
January, This adverse swing of $27,2 billion is due, in substantial part ~-
$19, 8 billlon of it ~~ to a shortfall in eatimated revenues, Some of this short-
fall =« $6,9 billion ~~ reflects tax changes not originally contemplated in the
budget year, The main cause, however, was overly optimistic forecasts of
GNP, personal income and corporate profits, As a result of these factors,
individual income taxes were $7,2 billion less than anticipated last January,
corporate income taxes were $6,6 billion less, and unemployment taxes and
contributions were $3.8 billion less than anticipated.

On the expenditures side, the original estimates of $229, 2 billion were
exceeded by $7, 4 billion,

1/ The Congress acted in Maxch of 1971 to ralse the pern.anent debt from
$380 billion to $400 billicn and the temporary limit from $15 billion to
$30 billion through June 30, 1972,



Memo to Members of the Committee
Page 2
February 17, 1972

The original 1972 budget message contained $3, 75 billion for "revenue
sharing" and $502 million for start-up costs on the Family Aseistance Plan,
Mr, Shultz indicated before the Ways and Means Committee that the Administra«~
tion i{s st!ll carrying about $2,25 billion in the 1972 budget for revenue sharing
so that the inaction on revenue sharing and welfare reform saved the Government
approximately $2 billion for 1972,

On a "full employment budget' basis, the Administration now estimates
that the outlays that would be made would exceed the revenues that would be
collected at "full employment" (4 percent unemployment) by $8, 1 biltion in
fiscal 1972,

FY 1973 Budget ., ~~ The current estimates for the FY 1973 budget are
ae follows!

Federal Funds Deficit - $36. 2 billion
Trust Funds Balance + 10, 7 billion
Uniffed Budget ~ $25, 5 billion

The 1973 budget assumes an increase of 9-1/2 percent in GNP (from
$1, 047 billion to $1, 145 billion) of which 6 percent would represent "real" growth
and 3~-1/2 percent represents inflation,

Thoe unemployment rate is estimated to be about 5 percent by the end of
1972, It {s now hovering about 6 percent,

) If these forecasts prove to be optimistic, as they were last year, it
could mean another shortfall in revenues and a larger budget deficit for 1973,



January 26, 1972

MEMORANDUM
TO! Members of the Committee on Finance
FROM;3 Tom Vail, Chief Counsol
SUBJECT: President Nixon's 1973 Budget

The 1973 Budget suhmitted to the Congress by the President contains
a number of items and assumptions of interest to the Committee on Finance,

'Federal Fund Budget . ~- In fiscal year 1971, the Federal fund budget
(comparable to the earlier "Administrative Budget') showed a deficit of $29,9
billion, The size of the deficit 1s expected to increase, vising to $44.7 billion
in fiscal year 1972 and $36.2 billion in fiscal year 1973, as shown in the
following tablet

FEDERAL FUND BUDGET
(dollars in billions)

FY 1971 FY 1972 FY 1973
Raceipts $133,8 $137.8 $150,6
Expenditures 163,17 182,5 186, 8
Doficit - 29.9 - 44,7 - 36,2

Consolidated Budgot . ~~ The consolidated or unified budget, which "
includes trust fund recelpts and expenditures, is also expected to show higher
deficits in flscal year 1972 and 1973 than in fiscal year 1971,

CONSOLIDATED BUDGET
(dollars in billions)

FY 1971 FY 1972 FY 1973
Receipts $188,4 $197,2 $220.8
Expenditures 211,4 236.6 246.3
Deficit - 23,0 - 38.8 - 25,58

Full Employment Budget . ~~ The President's budget Message indicates
that on a full employment basis, the budget would show a surplus of $700 million
in fiscal year 1973 and thus would be a balanced budget, The full employment
budget reflects the amount of Government réceoipts that would be generated and
Government expenditures that would be incurred if the economy were oporating
on a full employment basis,



FULL EMPLOYMENT BUDGET
(dollars in billions)

FY 1971 FY 1972 FY 1973
Full employment receipts $214,1 $225,0 $245,0
Full employment outlays 209,2 233,1 244,3
Full emplesyment surplus
or de‘lc‘t 4. 9 - 8. 1 oc 7

Tax Increase Legislation . == The flscal year 1973 revenue estimate
of $220,°8 billion under the consolidated budget includes the following tax changes
under proposed legislations

(1) An increase in the social seturity tax base from
$9, 000 to $10,200 effective retroactively to
January 19723

(2) A reduction i5i'the combined ethployee sbdcial
security tax from the 11,3 percent in present
law for 1973 to 10,8 percent, as in H, R, 1; and

(3) Additional highway taxes of 2¢ per gallon on diesel
fuel (present law levies a 4¢ petr gallon tax), plus
a shift from the present fixed-rate use tax on heavy
trucks to a graduated scale based on weight,
Soclal Security Legislation , ~= In addition to'the increase in the tax
base mentiched aiove, the budget makes allowance for the enactment of the
social security provisions of H, R, 1, This includas a'5 percent benofit increase
as well an various provisions affecting the Medicare program,
Welfare . == The 1973 budget shows another large increase for welfare
expenditures, with the largest increases (as in the past) in Medicald and Ald to
Families with Dependent Children, Total Federal and State Medicaid expendi-
tures under prekent law are expetted to rise from $5.9 billion in 1971 t5 $7,9
billion in 1973 =« a one~third increase in two years, Legislative measures
included in H, R, 1 are expected to reduce Medicald expenditures $700 million,

The number of reciplents of Aid to Families with Dependent Child. an
is expected to rise from 9,3 million in 1971 to 11,1 million in 1972 and to 12,6
million in 1973, Welfare costs in fiscal 1973 are assurtied to be $400 million
lower than they otherwise would be because 3f a number of administrative actions
designed to reduce payments té'ineligible peYsons and dy tightening up the
definition of social services for which 75 percent Federal matching would be
available,

‘The welfard'budget also containea $1 billlon advance against the enact~
ment of rovenue sharing legislation, described as follows (appendix to the
budget, page 451);
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"Recogrizing the fiscal pressures already being borne
by tho States for public assistance costs, an advance payment °°
of $1 billlon will be mada in 1972 to help ease the fiacal ptessure
of 1972, , . + The advance will be rep#id during thé course of
1973 from the extra State revenues Fenerated by more-taptd
economic growth and proposed congressional action for perma~
nent Tiscul relief -~ such as enactment of welfare reform and
general revenue sharing,"

Welfare Legislation . == The budget assumes enactrient of thé Family
Aspsistance Plan; $450 million has been included f6¢ fiscal year 1973 for thie
legislation, This amount is intendéd primarily for administrative start-up costs;

paytents to recipients under the proposed legislation would not begin until fiscal
year 1974,

Other Social Security Act Liegislation not Included inH, R, 1 . »= Tke

budget assumes enactment of three legislative proposals fiot included inH, R, 1:
(1)' subetitution of*'social secarity payroll tax financing for Medicare's Supplemen=
taty Medical Insurance program in 1idu of the present monthly pramium paid by
enrolloes; (2) extension of the authority for project grants for maternal and

child health in lieu of the transferring of this money to State health agencies;

and (3) the Family Health Insurance Program for low incoine familles.

National Debt . -~ The debt ceiling is curtently set at $430 billion
until June - 30, 1972; beginning July'l, 1972, the permanent ceiling will drop to
$400 billion; The budget, however, estimates that the debt subject to the limi«
tation will rise to $446 bdillion by June 30 of this year, and to-$482 billion by
June 30, 1973, In this respect, the Administration has just recomrnended that
the $430 billion limit on the public debt be raised to $480 billion through June 30,
1973,

Revenue Sharing , == The'budget intludes allowance of $2,25 billlon
in flacal'year 1972 and $5 billion for 1973 for expenditures under the Administra~
tion's propdsal for distributing a portion of Federal tax revenue to State and
local governmentu.

Tariff Commission’s == ~The budget provides funding for a 23 perceat
increase {n the total ni'mber of permanent positions of the Tarif{f Commission,
from 285 in fiscal year 1972 to 352 {n 1973,
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The CuAIRMAN. Mr. Secretarv, we are glad to have you here. I
u}:lld%rstand it is a very auspicious day for you. We certainly wish you
the best.

STATEMENT OF HON. JOHN B. CONNALLY, SECRETARY OF THE
TREASURY, ACCOMPANIED BY PAUL A. VOLCKER, UNDER SEC-
RETARY FOR MONETARY AFFAIRS

Secretary ConNALLY. Thank you, Mr. Chairman.

If T may, Mr. Chairman, I shall proceed with the reading of my
statement. But before I do, I would like to present to the committee,
someone who you all know, but I want to be sure the record reflects
it. Under Secretary Volcker, of the Treasury Department, is here with
me. .

You have alrea%y, of course, indicated that Director Shultz is here,
and on his left is Caspar Weini)erger.

We are all delighted to be here. Director Shultz can speak for
himself, but I want very clearly to indicate that it is always a privilege
to appear before this distingiushed group. Because I know that there
are a lot of things that you will want to cover, I shall keep my state-
ment as brief as possible.

You have already pointed out, Mr. Chairman, that the temporary
debt limit is now $430 billion, which the Congress provided last year.
Now, that ceiling is going to be in jeopardy very soon, and our leeway
is going to be exhausted. In anticipating the need for an increase in
Treasury borrowing, I appeared on January 31 before the House
Ways and Means Committee to request that the temporary debt
ceiling be increased by $50 billion to $480 billion through June 30,
1973. On the basis of our projections, this increase would have been
adequate to meet our requirements through early 1973.

But as you know, and as you pointed out to the committee, a
moment ago, on Fef)ruary 9, the House passed H.R. 12910 which
Erovides for a $20 billion temporary increase in the debt limit to $450

illion through June 30, 1972. Althou%h the House of Representatives
did not anrove our request for the larger $50 billion increase, H.R.
12910 will meet our estimated needs through June 30 of this year. It
is therefore a satisfactory resolution of the current need, assuming
the Congress wishes to deal with this matter again before midyear.
We therefore specifically request that your committee and the Senate
act as a matter of urgency to approve H.R. 12910 as passed by the
House, raising the temporary debt limit to $450 billion through
June 30, 1972.

We, of course, felt that we were justified when we asked for the
$50 billion increase originally that would carry us through all of this
year and early next year. But since the Ways and Means Committee
in the House has responded as it has, we frankly feel that the interests
of the Government would be best served by this committee, if, in
its wisdom, it can do so, would take the same action that the House
has taken and raise the debt limit by only $20 billion. This would
preclude the necessity for a conference and would result unquestion-
ably in more expeditious handling.

o are delighted to come back before this distinguished committee
prior to June and go into the matter further. We want to make it
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clear that we think we shall have to be back, that we have to have an
increase in a debt ceiling again before June 30 of this year. But it will
give us an opportunity again to review the economic situation, where
we are, and we shall be delighted to do it.

As a background for this request, which we are making to you,
the President’s budget projects, on the unified budget basis, a deficit
(l)g 7$38.8 billion for fiscal 1972 and a deficit of $25.5 billion for fiscal

3.

These are obviously huge deficits and no one can be happy about
them. However, Federal budgets must be analyzed in the context of
economic conditions and national objectives. The pace of our economic
growth, while now substantial, has not been fast enough to produce
the desired reduction in unemployment. Qur objective therefore is
to stimulate economic growth—sustainable economic growth—in
order to reduce unemployment, while at the same time continuing to
brake inflation.

We believe that the spending and taxing decisions set forth in the
budget are appropriate in the light of present circumstances and
objectives. Moreover, if this plan is carried out with discipline and
determination, it will help lead to an improved budget position as
we achieve our national goals.

Our fiscal 1972 budget deficit, projected at $38.8 billion, is sub-
stantially higher than the original estimate of $11.6 billion made in
January 1971. The ﬁ%ures represent an adverse swing of $27.2 billion.
The maiior portion of the change—$19.8 billion of it—results from a
shortfall in estimated revenues. Some of this shortfall, $6.7 billion,
reflects tax changes not contemplated in the budget a year ago. But
apart from the consequences of l}egislation, our economic forecast for
calendar 1971—on which the fiscal 1972 budget was based—was
simply too optimistic. Total GNP, personal income, and corporate
profits were all significantly below forecast. As a result, tax collections
are falling short in most categories including thé big items: persona!
and corporate income taxes. ,

On the expenditures side, we are projectinF in the current fiscal
year expenditures of $236.6 billion or $7.4 billion above the original
estimate.

For fiscal 1973, we are estimating outlays of $246.3 billion, only 4
percent higher than this year. At the same time, revenues are antici-
pated to rise to $220.8 billion, which results in a unified budget deficit
of $25.5 billion.

This budget will return us to a “full employment” balance. In other
words, budget expenditures are set at a level which is about equal to
the revenues our present tax structure would produce at ‘“full employ-
ment”’ of our economic resources. While actual full employment is
not a realistic expectation for fiscal 1973, if expenditures can be held
on this path, the deficit will shrink as the economy grows, and will
disaﬁpear when we fully achieve our goals.

The size of the debt ceiling increase needed is determined not only
by the results of the unified budget but also by the amount of Treasury
debt held by the Federal trust funds and other Government agencies.
Since the trust funds are in substantial surplus and therefore acquiring
Treasury debt, the necessary increase must be in excess of the size of
the unified budget deficit. Changes in the debt are more closely re-
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flected in the so-called Federal funds budget—which excludes the
operations of the trust funds.

As the budget documents shows, the Federal fund deficits for fiscal
1972 and 1973 are now estimated at $44.7 billion and $36.2 billion
respectively. These forecasts can be translated into estimated Federal
debt subject to limitation. On the assumption of a constant $6 billion
cash balance, our ?f&k fiscal 1972 level is $450 billion.

For this reason, H.R. 12910, setting a new temporary debt limit at
$450 billion for the period through June 30, 1972, is fully acceptable
to us. It should be recognized that this ceiling provides no allowance
for unanticipated contingencies, and will meet our requirements only
through June of 1972.

I shall not belabor the consequences for the Nation if the Treasurf’s
borrowing capacity should be exhausted. A failure to obtain an in-
crease in the debt limit will in a very short time force us to move to
costly and uneconomic exFedients to meet our obligations, and then
to an abrupt cutting off of Government expenditures. As responsible

ublic officials, we do not wish to contemplate such a possibility.

herefore, as our projections indicate, it is essential that the Senate
take action to lift the debt limit in time for us to meet our early
March borrowing requirements.

In the context of this review of our debt situation, I would also like
to emghasize the importance of setting an effective limit on budget
expenditures. It is the firm policy of this administration, as enunci-
ated by the President in his budget message that ‘‘except in emergency
conditions, expenditures should not exceed the level at which the
budget wou'd be balanced under conditions of full employment.”
This concept of a full employment balance was central to the budget
decision for fiscal 1973. Its meaning is simple. If one adheres to that
objective, our deficits will disappear as the slack in the economy
disappears.

Success in this effort is essential if our Xrogress against inflation is
not to be jeopardized. The result can and will be achieved by exer-
cising vigorous restraint on spendin%. Our deficits must be reduced.

I believe a tight, effective, overall limit on expenditures binding on
bot{l the executive branch and the Congress would help assure that
goal.

Mr. Chairman, as in previous years, we are furnishing your com-
mittee with updated statistical tables which relate Federal debt to
GNP, private debt, population and prices.

M}Il‘ Chairman, that concludes my statement, and I thank you very
much.

(Tables referred to above and tables attached to Secretary Con-
nally’s statement follow:)

74-187 0 - 72 - 2
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TABLE I

PUBLIC DEBT SUBJECT TO LIMITATION

FISCAL YEAR 1972
($ Billions)

Public Debt

Operating Subject to
1971 Cash Balance Limitation
ACTUAL
June 30 8.7 399.5
July 15 7.3 407.3
July 30 7.1 406.6
August 16 4.6 410.8
August 31 9.4 415.9
September 15 5.5 416.2
September 30 9.9 413.6
October 15 4,6 413.9
October 29 6.5 413.3
November 15 4.1 416.5
November 30 4,2 416.0
December 15 5.2 422.2
December 31 11.2 425.5
1972
January 17 7.4 426.4
January 31 11.1 424,2
February 15 6.4 425.,7

ESTIMATED
(Based on constant minimum cash balance of $6,0 billion)

February 29 6. 426.1
March 15 6.0 433.6
March 31 6.0 431.6
April 17 6.0 440.3
April 28 6.0 432.3
May 15 6.0 440,8
May 31 6.0 442,1
June 15 6.0 450.0
June 30 6.0 443,4
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TABLE II

ESTIMATED PUBLIC DEBT SUBJECT TO LIMITATION

FISCAL YEAR 1973
($ Billions)

Debt with With $3.0 margin
1972 $6.0 cash balance for contingencies
June 30 ' 443 .4 446.4
July 17 450.0 453.0
July 31 453.0 456.0
August 15 457.5 460.5
August 31 461.1 464.1
September 15 462.3 465.3
September 29 457.9 460.9
October 16 461.0 464.0
October 31 462.1 463.1
November 15 466.3 469.3
November 30 ) 468.7 471.7
December 15 . 469.7 472.7
December 29 469.8 472.8
1973
January 15 470.8 473.8
January 31 470.6 473.6
February 15 475.3 478.3
February 28 478.1 481.1
March 16 483.1 486.1
March 30 482.5 485.5
April 16 484.5 487.5
April 30 478.2 481.2
May 15 483.8 486.8
May 31 A 486.8 489.8
June 15 486.0 489.0
June 29 479.3 482.3

January 19, 1972
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TABLE III

Budget Receipts, Outlays and Surplus or Deficit (-) By Fund

: ¥iscal Year
Dlm gz L 9m3
:(actual) : (estimated)

: (In 511 Tions)

Receipts
Trust Funds 66.2 73.2 83.2
Federal Funds 133.8 137.8 150.6
Deduct: Intragovernmental Receipts -11.6 -13.1 -13.0
Total Unified Budget 188.4 197.8 220.8
Outlays
Trust Funds 59.3 67.2 72.5
Federal Funds 163.7 182.5 186.8
Deduct: Intragovernmental Outlays -11.6 -13.1 -13.0
Total Unified Budget 211.4 236.6 246.3

Budget Surplus (+) or Deficit (-)

Trust Funds +6.9 5.9 +10.7
Federal Funds -29.9 -LhL,7 -36.2

Total Unified Budget -23.0 -38.8 -25.5
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. TABLE IV

Unified Budget Receipts
Outlays and Deficits (-)

($ billions)
Fiscal Year 1972

*January * Change to ' September ' Change to * January °* bhange to
* 1871 °* September ° 1971 * January ° 1972 ° January
‘estimate* 1971 * estimate 1972

* estimate’ 1972 over

* estimate ° estimate ° *  January
* * ) b 1971
Receipts 217.6 -13.1 204.5 -6.6 197.8 ~19.8
Outlays 229.2 + 2.8 232.0 +4.6 236.6 + 7.4

Deficit -11.6 -15.9 -27.5 -11.2 -38.8 -27.2
(-) .

dffice of the Secretary of the Treasury January 19, 1972

Office of Tax Analysis

Note: Figures are rounded and may not necessarily add to totals.



TABLE V

Changes in estimates of Fiscal Year 1972 Peceipts from January 1971 Budoet Nocument

($ Billions)

:Jamuary: Change to September Ecstimate :September:

Change t0 January 1972 Bud)&_ Januar

¢ 1971 :Econgmic and:Legis-: s, s 1971 :Economic and:legis-: 2 : 1972
Sudget : re-estimate1ation:O T ;T pofinate: re-estimateslation: ST iTO% huager
y y
Individual income t&X .e.eesseces 93.7 -2.4 -1.3 +0.7 -3.0 90.7 -1.1 -0.6 -2.5 -hk.2 86.5
Corporation income tax e.eeece.eee  36.7 -4.6 -2.2 -- 6.8 29.9 -2.0 +2.2 --  #0.2 30.1
Employment taxes and contributions 50.2 -0.8 -1.7 -~  =2.5 k7.7 ~0.k -0.9 --  -1.3 4.4
Ucemployment INSUTANCE ee..ssssees 4.2 - - - - .2 - - +0.2 +0.2 b
Contributions for other insurance
and retirement ce..cccecececsces 3.2 - - - - 3.2 - - +0.2 +0.2 3.4
Zxcise taxes c.eecc.... essveressees LT.5 -0.1 -2.2 -  =2.3 15.2 +0.3 ~0.3 -- -— 15.2
Estate and gift taxes ..c.cvevcecee 5.3 -0.1 - -  ~0.1 5.2 -— - - - 5.2
Customs AQuties c..cccecceecnncans . 2.7 -0.1 +1.7 - +l.6 k.3 +0.1 -1 -- -1l.1 3.2
Miscellaneocus receipts ........ ees B -- - - -~ 4,1 - -0.2 -0.4 -0.6 3.5
Total budget receipts ....... 217.6 B3 5.7 F0.7 -13.1 205.5 <3.1 “1.0 <2.5 6.6 197.8
Underlying Income Assumptions - Calendar Year 1971
© GNP teeecinnccconccnconscaneas 1065 104
Personal inCome eceeuceveesseee 868 35;
Corporate profits before tax . 98 o 8 3
OfTice of the Secretary of the Treasury Tenuary 38, 1972

Office of Tax Analysis .

Y Change in capital gains tax est lwats.

& Before the effect of ADR.

J After the effect of ADR. Befare the effect of ADR, thbe estimate would be $85.9 billion.

Note: The figures are rounded :=nd may not necessarily add to totals.

81
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TABLE VI

Comparison of Fiscal Year 1972 Receipts -- as Fstimated in
January 1971 and in January 1972

($ billions)
sJanuary: Change to Jenuary 1972 Bud.ct:January
¢ 1971 :Economic ““&’Legis"other"rotal’ 1972

sbudget : re-estimate;lation: : budget

Individual income taX sesessconnss 937 -3.5 -1.9 -1.8y «T.2 £4.5
Corporation 1ncome taX e.eeevseeee 3647 -6.6 . - «6.6 30.1
Buployment taxes and contributions 50. 2 1.2 «2,6 - 3.8 W54
Unemployment iNSUrence se..eesssse U2 - - 40,2 40.2 b b
Contributions for other insurance

and retirement s.cvcvcorncesssse 3.2 - - +0.,2 0.2 3.4
Excise taXeS cisevesirssasasnsosss LTS 40,2 «2.5 -~  =2.3 15.2
Estate and gift taXe8 ...sveeeeees 5.3 0.1 - e =0.1 5.2
Customs Quties ......ccevevvvinanes 2.7 . 0.5 - H0.5 3.2
Miscelleneous receipts seveveesess Mol -0:.2 .04 -0.6 3.5

Total budget receipts ,...... 217, 6 IT" o B v O 1< 1y B Vv

B

Undeﬂying Income Assumptions - Calendar Year 1971
GNP svveervusvssasnssssesassess 1065

Personal iNCOME ssseconrersses 868 13‘;;
Corporate profits before tax . .98 2 . 85 ¥

Office of ﬁne Tecretary of the Treasury
Office of Tax Analysis - January 28, 1972
3/ Change in capital gains tax estimate.
2 Before the effect of ADR.
_ J After the effect of ADR. Before the effect of ADR, the estimate would be $85.9 villicr.
Note: Tue figures are rounded and may not necessarily add to totals.
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PRIVATELY HELD FEDERAL DEBT RELATED TO GNP
[Dollar amounts in billions)

Gross  Privately Ratio of debt Gross  Privately Ratio of debt
national held to GNP national held to GNP
Dec. 31 product 1 debt 2 (perceit) Dac, 31 product ! debt (percent)
$96.7 $16.0 16. 338.2 193, 57.1
83, 15,8 19. 361, 196. 54.5
66. 17.7 26. 4 0. 200. 85,7
56. 19.4 34, 379. 204, 53.8
60. 21.9 36. 09, 204, 50.0
68.6 28.0 40, 433, 199, 4 46.0
7.4 32,0 41, 438. 198, ¢ 45,4
86. 3.3 40, 469, 204, 43,6
87. 36.6 41, 496. 14, 8 43.2
87. 37.9 43, 503. 4 12. 4 42,2
94, 40.1 42, 542, 17. 40,1
107. 42.6 39, ¢ 574, 22, 38.8
138, 54,0 38, 611, 23, 36.6
179. 95.5 53, 4 654, 21, 34.7
202.4 142.9 70.6 19, 25, 6 31.4
217.4 193.1 88.8 770, 21. 29.5
196. 228,2 116.4 825, 4 37. 28,7
221.4 206. 1 93.1 898, 38, 26.6
245, 199.1 81.3 - 952, 32. 24.4
261, 192,0 73.5 (1970 1,004, 39, 23.
260. 197.7 75.9 1 1971, estimate. .. 1,089, 55. 7 23.
311, 196.6 83.2

Uimplied level of fross national product, Dec. 31.
2 Borrowing from the public less Federal Reserve holdings, unified budget concept.

ESTIMATED GRO3S GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES
[Dollar amounts in billions]

December 1946 December 1960 December 1969 December 1970
Percent Percegt Potcen;t Percen;
o 0
Amount  total Amount total Amount total Amount total

Federa) debt:
Public. ... ... $259 58 $290 29 $368 19 $389 19
Federal agency................. 144 [0 634 1 14 1 124 1
26018 58 29634 30 382 20 40134 20
16 4 72 1 136 7 148 7
10934 24 365 37 889 45 968 46
60 13 263 26 556 28 583 28

446 100 9%6% 100 1,963 100 2,100% 100

1 Less than 14 of 1 percent.
Source: Office of the Secretary of the Treasury, Office of Debt Analysis,
Note: Detail may not add to total dus to rounding.
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ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES
[Dollar amounts in billions]

Private Federal

Percent
Corpo- State Foderal
Dec. 31 Individual rate! Total and local Public  Agency Total Total of total
$72.9  $102.0  $179.9 $17.8 $16. 3 sl $12.5  $215.2 8
1.8 102.4 79.2 g 16. . 12.3 215.4 8
64.9 100.3 65.2 A 17 19, 203.8 9
87.1 9.1 83.2 9. 20 .2 22,0 194.9 11
51.0 92,4 43.4 9. 23. 5 25, 188.2 13
49.; 90, 40, 4 9,2 28,5 4 33 192.9 17
49, 89, 39.5 9, 30. 6 36.2 195.3 19
80.6 90,9 1.5 9. 34,4 40. 201.4 20
51.1 90. 41,3 9. 37.3 43, 204.0 21
50.0 86. 36.8 9, 39.4 45, 202.2 22
60.8 86, 37.6 20. 41, 3 48, 206, 5 24
53.0 89. 42.0 20. 45, 52, 214, 4 24
55.6 97. 53,1 20, 57, 85, 238.7 27
49,9 06. 56. 2 9, 108, 5, 313, 289,1 39
48.8 10. 59.1 8, 165. i, 348,2 49
50.7 09, 59.7 7. 230. 233, 410.4 57
54,7 99, 54,2 6. 218. 279, 9,8 62
69.9 109, 69, 2 6. 259, [ 260. 6.0 58
69, 4 28.9 98.3 7, 256, 257. 473.4 54
80. 6 39. 4 20,0 9, € 252, 253, 493.4 51
90, 4 40.3 30.7 2, 257, 257, 51 ? 50
04, 167.7 72,0 25, 56, . 257. 555, 46
14,3 91,9 306. 2 28. 259, 4 260, 594.4 44
29, 4 02. 332.3 3l 267.4 [ 268, 631.6 42
43.2 12 356.1 35, 75. 3 276, 667, 41
57,7 17. 374.8 40, 278, A 279, 694. 40
80. 53. 434.9 46. 280, .4 282, 763, 3
95, 77, 472.8 50, 276. . 278, 801 35
07, 295, 503.4 54, 274, .2 278. 836, 3
22, 12 534.9 60.4 , 282, .4 285. 380. 2
45, 41, 4 586.4 66.6 290, .7 296, 949, 1
263. 365. 628.4 2.0 290. .4 296. 6 997. 30
84, 391 676.3 71.6 296. 6.8 303, 1,056. 29
11, 421, 733.4 83.4 303, .8 311 1,128, 28
45, 457, 802.2 89.5 399. 8, 1 312.4 1,209, 26
380, 4973 877.4 95.5 317, 9,1 327.0 1,299 25
416, 551, 968.0 103.1 320. 9.8 330.7 1,401, 4
466. ¢ 617.3 1,084.2 109.4 3.3 14,0 343, 1, 536, 2
480. 672, 1,153.5 117.4 344.7 20.1 364.8 1,635 2
520. 14, 1,294.9 127.4 358.0 15.1 373. 1,795, 1
556. 888.9 1,444.9 136.0 368.2 13.8 382, 1,962 9
582, 968. 1,650.3 148.0 389.2 12,5 4016 2,100, 9

@ ® ® ® 4241 11.0 435,2 ® ®

Office of the Secretary of the Treasury, Office of Debt Analysis Jan. 31, 1972,

1 Includes debt of federally sponsored agencies excluded from the budgeswhich amounted to $700,000,000 on Dec. 31,
97!4‘ 330, "2[300, 00 on Dec. 31, 1969; and $38,800,000,000 on Dec. 31, 1970,
ot available.

Source: Commerce and Treasury Departments.



TABLE 1. —ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT 1929 TO PRESENT

Government debt Private debt
Amounts outstanding
Amounts outstanding (pillions) Per capita 2 (billions) Per capita 2 Total Go:atemm and
private
Individual Individuval ——— ————— g
and non- and non- Amount
State State Corporate  corporate  Corporat  corporate outstanding Per
End of calendar year Federalt  and local Total Federal  and local Total  business3 business business business  (billions) capita
$17.5 $17.8 $35.3 $143 $145 $288 $107.0 $72.9 $874 $595 $215.2 $1,757
17.3 18.9 36.2 140 153 293 107.4 7.8 868 581 215.4 1,742
19.1 19.5 38.6 153 157 310 100.3 64.9 805 521 203.8 1,636
22.0 19.7 417 176 157 333 96.1 57.1 767 456 194.9 1,555
25.3 19.5 4.8 201 155 355 92.4 510 733 404 188.2 1,493
33.0 19.2 52.2 260 151 411 90.6 49.8 714 392 192.9 1,520
36.2 19.6 55.8 283 153 437 89.8 4.7 703 339 195.3 1,529
40.3 19.6 59.9 313 466 90.9 50.6 707 394 2014 1,566
43.1 19.6 62.7 333 151 484 90.2 51.1 697 395 204.0 1,576
45.6 19.8 65.4 349 152 S01 86.8 50.0 665 383 202.2 1,549
48.8 20.1 68.9 3n 153 524 86.8 50.8 660 386 206.5 1,569
52.2 20.2 72.4 393 152 545 89.0 §3.0 670 399 214.4 1,615
65.6 20.0 85.6 489 149 638 97.5 85.6 721 413 238.7 1,779
113.7 19.2 132.9 837 141 978 106.3 49.9 782 367 289.1 2,128
171.0 18.1 189.1 1,242 131 1,374 110.3 43.8 801 355 348.2 2,529
233.6 17.1 250.7 1,678 123 1,801 109.0 50.7 783 364 410.4 2,947
279.6 16.0 295.6 1,987 114 2,101 9.5 54.7 707 389 449.8 3,197
260.7 16.1 276.8 1,825 113 1,938 109.3 59.9 765 419 446.0 3,123
257.6 17.5 275.1 1,771 120 1,891 128.9 69.4 886 477 473.4 3,254
253.8 19.6 273.4 1,715 132 1,847 139.4 80.6 942 545 493.4 3,334
257.9 22.2 280.1 1,713 147 1,860 140.3 90.4 932 600 510.8 3,393
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Debt levels estimated by the Bureau of Economic Analysis, Commerce Department.

Details may not add to totals because of rounding.

and including armed forces

securities.
nning 1959 and Hawaii beginning in 1960.

o

on of the conterminous United
ed agencies excluded from the budget.

lati
begii

S Includes debt of federally sponsor:

4 Not available.

by the p:gu

1 Total Federal securities, including public debt and Budget

2Debt divided b:

overseas. Alaska is includ
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TABLE 11.—~GROSS GOVERNMENT AND PRIVATF DEBT RELATED TO GROSS NATIONAL PRODUCT

Ratios of debt to gross national product (percent)

Gross
national State Individual
rtoduct and an
End of calendar year (billions) 1 Federal lo¢al Corporate noncorporate Total
$96.7 18.1 18.4 110.7 76,4 222.5
83.1 20.8 2.7 129.2 6. 259,2
66.9 28.6 9,1 149.9 97.0 04, €
56.8 38.7 4,7 169.2 100, 43,
60.3 42.0 2.3 153.2 84, 12,
68.6 48,1 8.0 132.1 72, 80,
77.4 46.8 5. 3 116.0 64, 52,
86.5 46. 2.7 105.1 58, 32,
87.6 49, 2.4 103.0 58. 32.
87.6 52, 2.6 99,1 517, 30.
94,8 1.2 91.6 53. 217, 8
107.6 48 8.8 82.7 49, 99,
138.8 47, 14.4 70,2 40, 72,
179.0 63, 10.7 59,4 27. 61.
202.4 84, 8.9 54,5 24, 72.
217.4 107, 7. 50,1 23, 88, 8
96.0 142.6 8. 50.8 21.9 29,
221.4 1172.8 7 49.4 27, 01, 4
245.0 105, 7. 52,6 28,3 93, 2
261.2 97. 7, 53.4 30.9 18,9
260.5 99,0 8. 53.9 .7 96.
311.2 82, 8. 53.9 33.5 78. 4
38, 2 76. 8. 56. 33.8 75.
1.0 74, 8. 56.2 35.8 15,
360. 8 76. 9, 59, 39, 84,
379.8 73. 0. 57.3 41.4 82,
409.7 68. 1 62, 44,0 85.
433.2 64. 1. 64, 45, 84,
438.1 63. 2, 6. 47.4 90.
.2 60. 2. 66. 47, 87.
496. 8 59, 3.4 68. 49, 90.8
503.4 58, 4, 72, 52. 97.
.8 55. 4. 72. 52. 94,
574.7 54, 4, 13, 54, 96.6
611.8 51, 4, 74. 56. 97,
654.0 50, 4, 76.0 58. 99.
719.2 46. 4, 76.7 57, 95,
172.6 44, 4 4, 79.9 60, 4 98
825.4 44, 4. . 8. 2 98,
898.3 41, 4, .2 57.9 99,
952,0 40.0 4, 93.4 58.4 206,
1,004.6 40.0 4, 96.4 58.0 209,
1,089.0 40,0 [0 ®) [0} ®

1 Implied level end of year, calculated as the average of the 4th and 1st calendar quarters at seasonally adjusted annual
rates for the years 1939 through present. Prior to 1939, averages of 2 calendar year figures are used as the best approx-
m’aﬂor'l of ll)leﬁmb“ 31 levels.

ot avaltable.

Source: Office of the Secretary of the Treasury, Office of Debt Analysis, Jan. 31, 1972,
Note: Debt levels estimated by the Bureau of Economic Analysis, Commerce Department. Details may not add to totals
because of rounding.

ESTIMATED NET GOVERNMENT AND PRIVATE DEBT OUTSTANDING ,BY MAJOR CATEGORIES

December 1946 December 1960 December 1969 December 1970

Amounts  Percent Amounts Percent Amounts Percent Amounts  Percent
in billions  of total in billions  of total in billions  of total in billions  of total

Federal debt.... ... ..._. $229.5 §7.9  $239.8 27.4  $389.3 16.8  $301.1 16.4
State and local debt.__..____ 13.7 3. . 7.4 131.4 7.6 143.3 1.8
Corporate debtt. ... __.__. 93.5 23,6 306.3 35.0 746.0 43.3 812.9 44,2

59.9 15.1 263.3 30.1 556.0 32.3 582.8 3.7
396.6 100.0 874.2 100.0 1,722,7 100.0 1,840.2 100.0

! Includes debt of privately owned federally sponsored agencies.
Note: Detail may not add to total due to rounding.
Source: Office of the Secretary of the Treasury, Office of Debt Analysis,
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ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES
{Dollar amounts in billions)

Private State Percent
and Federal
Individual Corporate t Total local Federal Total of total
$36.3 $40,2 $76. .5 $1 2 1
38.7 43,7 82. 4 4, 7 L5 8
44,5 47.0 91, 3 1.5 18
43.9 53.3 97. , 28.3 20
48.1 51.1 105, [ e 36.7 7
49,2 57, logu . 3 36, 7
50,9 58. 6 09, /. 40.2 6
53.7 62. 16. 3 468.7 5
55.8 67. 23, , 4 53, 4 4
59.6 12, 32. X 5 162 2
62,7 76.2 38, . , 169. 1
66. 4 8l.7 47.¢€ 17, 0
70, 86. 6. 86, 9
72. 88. 61, ] 91 9
n. 98, 161. ] 16. gg 9
64 83. 48, 4 3 3 0
57 80. 37. 1 75. 2
51 8. 27, 24 68. 4
49 5. 25, 3 30. 4 11, 8
49, . 24, 34.4 75,0 20
50 76. 26, 3 37. 80.6 1
51 75. 26.9 3 39, 82. 2
0 13, 23.3 16. 40. 79, 3
50, 13 24.3 16. 4 42. 83. 3
83 75, € 28, 6 6. 4 4, 89. 4
65. 6 83.4 39. ( 6. 56. 211. 4 7
49, ¢ 91,6 41. 5 5, 4 101 258, 6 39
48,8 95,5 144, 3 14.5 54, 4 313.2 49
50.7 94.1 144, 8 13.9 11, 370.6 §7
54,7 85.3 140. 13.4 52, 405, 62
59, ¢ 93.5 153. 4 3.7 29, 396. 58
69, 4 109.6 179, 5, 21, 415, 53
80. 6 118.4 199.0 7, 218, 3 431, 50
90, 4 118 209, 19, 17,6 445, 49
104.3 142, 247, 21, 17. 4 486, 45
114.3 163. 278, ] , 16. 519, 42
129, 4 172, 301, 21 21, 550, 40
143. 180. 34.1 30. 226. 581, 39
157, 184, 341.3 35.5 29, 605, 38
180. 215, 395.1 41, 29, 665 35
195. . 429.6 44, 224, 698. 4 32
207, 249, 4567 48, 223. 128, 31
22 262, 484.9 §3. 31 759,
2 287 532.0 59.6 41, 833, 29
2 6. 3 569,6 64.9 874, 27
2 328. 3 613.1 0. 46 930. 27
31 353.5 5. 4 77, 53 996. 25
345, ] 729.5 83.9 257 1,070.
380. 417 797.2 90. 4 1,151, 6 23
416, ; 879.3 98, 4 s 21
446, 517.8 964.7 104, 271 1,341.4 20
480. 562, 7 1,043.3 112, 286 1,442, 20
520, 649, 5 1,169. 8 122, 291, 1,584.5 18
556, 0 746.0 1,302, 0 131. 4 289. ,122.7 17
582 812.9 1, 395, 143, 3 301, 1,840.2 16
na na n na 326.9 na na

t Includes debt of gzlvatealdy owned, federalg sponsored agencies excluded from the budget which amounted to $7,000,-
000,000 on Dec. 31, 1947; $30,500,000,000 on Dec. 31, 1969; and $38,800,000,000 on Dec. 31, 1970,

Source: Commerce and Treasury Departments,



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

Government debt Private debt
Total Government
Amounts outstanding Per capita 2 Amounts oitstanding Per capita 2 and private debt
State Individual and

End of and State Corporate noncorporate Individual and Amount
calendar Federal t .. local Total and business 3 business Corporate noncorporate  outstandi Per
year (biltions) (billions) (billions) Federal local Totat (billions) (billions) business business (biﬂnon‘g capita
$1.2 $4.5 $5.7 $12 $44 $56 $40.2 $36.3 $391 $353 $82.2 $300
7.3 4.3 12.1 70 46 116 43.7 38.7 420 372 94.5 903
20.9 5.1 26.0 199 49 248 47.0 4.5 48 425 1725 L1
25.6 5.5 311 282 52 294 53.3 43.9 S04 415 128.3 1,213
23.7 6.2 29.9 220 58 278 §1.7 48.1 §37 47 135.7 1,262
23.1 7.0 30.1 211 64 275 51.0 49.2 522 450 136.3 1,247
22.8 2.9 30.7 205 7 2n 58.6 0.9 528 459 140.2 1,263
21.8 8.6 30.4 193 76 269 62.6 53.7 554 475 146.7 1,298
21.0 9.4 30.4 183 82 264 67.2 55.8 584 485 153.4 1,334
20.3 10.3 30.6 174 88 262 27 59.6 623 511 162.9 1,397
19.2 1.1 30.3 161 93 254 76.2 62.7 639 526 169.2 1,419
18.2 12.1 30.3 152 101 253 81.2 66.4 678 554 177.9 1,485
1.5 127 30.2 144, 105 243 86.1 70.0 711 578 186.3 1,538
16.5 13.6 30.1 135 111 246 88.9 72.9 726 595 191.9 1.567
16.5 18.7 31.2 133 119 252 89.3 7.8 12 581 192.3 1,555
18.5 16.0 34.5 149 n 8.5 64.9 670 521 182.9 1,468
21.3 16.6 37.9 170 12 302 80.0 57.1 638 456 175.0 1,39
24.3 16.3 40.6 193 129 32 76.9 51.0 610 404 168.5 1,336
30.4 15.9 46.3 240 125 365 75.5 49.8 595 392 171.6 1,352
4.4 16.1 50.5 269 126 395 74.8 49.7 585 389 175.0 1,370
37.7 16.2 53.9 293 126 419 76.1 50.6 592 394 180.6 1,405
39.2 16.1 55.3 303 124 427 75.8 51.1 585 395 182.2 1,407
40.5 16.1 56.6 310 123 434 73.3 50.0 562 383 179.9 1,379
42.6 16.4 59.0 324 48 73.5 50.8 559 386 i83.3 1,393
44.8 16.4 6L2 337 461 75.6 33.0 569 39 189.8 1,429
56.3 16.1 72.4 420 120 540 83.4 55.6 622 414 2114 1,576
101.7 15.4 117.1 749 113 862 91.6 49.9 674 367 258.6 1,903
154.4 14.5 168.9 1,122 105 1,227 95.5 48.8 694 355 313.2 2,275
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TABLE |1.—NET GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT

g;ossi Ratios of debt to gross national product (in percent)

nationa

End of rroduet State and Individual and

calendar year (in billions) 1 Federal local Corporate noncorporate Total
$96.7 17.1 14.1 91,9 75.4 98, 4
83.1 19.9 17. 107.6 86.4 34,7
66.9 21.7 23, 124, 97. 73.4
56.8 37.5 29, 140. 100, 308.1
60.3 40.3 27. 127. 84 79,4
68.6 44,3 23 110. 72 50,1
11.4 44,4 20. 96. 64, 26. 1
86.5 43.6 18, 88, 58, 208.8
87.6 44,7 18.4 86. 58, 208.0
87.6 46.2 18.4 83. 57, 205.4
9.8 4.9 17.: 7 53, 93.4
107.6 41.68 15.2 70, 49, 76.4
138.8 40.6 11. 60. 40, 2.3
179.0 56.8 3 5;. 21 44,5
202.4 76.3 8 41, 24, 54,7
o goom
221, 4 103.7 42 27, 99
254, 90. 3 44, 28, 169.
261, 82, 4 1] 45, 30, 95.
260. 83. . 45, i, 5%
311, 69, A 45, 33 3
338, 64, 1 48, 4 33.8 53,
361, 61.4 ], 47, 35,8 52, 4
360. 62, 50. 39, 61,
379 60, 48, 41, 4 59
409 56. 52, 44,0 62, 4
433 51.8 54, 45, 61,
438, 50, . 56. 47, 4 ,
6 49, , 4 55, 47 X
469 48, 3 51, 49 9 .
§03. 47.6 A 60, 52, 3
542, 45,4 3 60. 52, 11,
574, 44,1 , 4 61, 54, 13.
611, 42,1 X 62, 15,
654, 40.4 , 8 63. 8 16,
19, 3.0 L1 64, 4 7. 72,
112, 35.2 , 6 67. 52, 73
825, 4 34,7 .7 8. § 74,
898, 32.5 .7 2. 81, 78,
952, 30.4 . 8 18, 58, 81,

1,004, 30.0 L3 80, ¢ 58, 83,
1,089, 29.9 2) ® @ ®

1 Implied level end of year, calculated, as the averasa of the 5th and 1st calendar quarters at seasonall¥ adjusted annual
rates for the years 1939 through present’. Prior to 1939, averages of 2 calendar year figures are used as the best approxi.
mation of Dec. 31 levals.

2 Not available.

Source: Office of the Secretary of the Treasury, Office of Debt Analysis.
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ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES, 1900-1971

Federal debt (billions) Per capita Federal debt! Real per capita Federal debt 2
Privately Privately Privately
Gross? Net4 held net®  Gross? Net4 held nets  Gross? Net¢ held net s
June:?’o' $1.3 $1.3 $ $17 $17 $17 N.A N.A N.A
1.2 .2 . 6 6 16 N.A, N.A, NA.
.2 .2 . 5 5 15 N.A. N.A. N.A.
.2 .2 . 4 4 14 N.A, N.A NA.
. .1 . 4 4 14 N.A. N.A NA.
. .1 . 4 4 14 N.A, N.A N.A.
. .1 . 3 3 13 N.A. N.A. N.A.
1. .1 . 3 3 1 N.A. N.A N.A
. .2 .2 3 3 1 N.A. NA, NA.
. . . 3 3 1 N.A, N.A. N.A.
. . . 2 2 1 N.A. N.A, N.A.
. . . 2 2 12 N.A. N.A. N.A
(I A N A T
. .2 1. 2 2 12 49 49 49
. .2 1. 2 2 12 48 48 48
Dec.
1 1. 1.1 12 12 11 43 43 39
7. 7. 1.2 70 70 69 210 210 20
1. . 20.7 200 99 98 4 496 494
5. X .3 44 42 39 529 525 518
4, X .4 23 20 18 473 467 4
3. 22.9 15 1 10 511 501 4
kN , .4 09 05 202 510 500 493
2.2 . .7 96 93 9 466 458 456
1. . X 87 83 78 445 436 424
0. 20, X 78 74 71 408 399 392
9. 9, 3 67 61 59 388 374 370
8, 8 X 55 52 47 368 361 349
8. 4 1. 7. 52 44 43 365 345 343
7. 6 : 43 35 31 342 323 313
7. 6 X 40 33 2 357 339 327
9, 8 8 53 49 4 431 420 4
2. 1, 9, 4 76 70 55 553 535 487
5. 4, .9 01 93 74 628 603 544
3, 30, 4 28.0 260 40 21 795 734 676
36. 34,4 32, 83 269 250 842 825 744
40, 37.7 35, 13 29 215 920 862
43, 39, 36. 33 3 283 949 3 805
45 40, 3. 49 310 290 , 023 850
48 42, 40. 71 324 305 , 091 853 897
52, 4, 42.6 393 337 321 , 458 936
65. 56. 3 54, 4 420 402 , 301 , 17 , 069
13, 101, 95, 7 749 703 , 036 X , 710
71, 154.4 142, , 242 , 122 1,038 , 929 , 646 s
33. 211, 193. , 678 , 52, 1,387 , 875 , 515 , 203
79. 252. 8. , 987 , 195 1,622 , 485 4,052 3
60. 229, , 825 ) , 433 , 489 , 073 , 740
57. 221, 199. 171 , 524 , 369 , 107 , 674 , 402
53. 215.3 192, 115 , 455 , 297 , , 483 , 213
57. 217.6 L 113 , A45 ,313 , 979 , 513 , 283
57, 217.4 X , 685 , 421 , 285 , 771 , 337 2,113
60, 216.9 193.1 ,671 ,393 , 240 , 595 , 163 925
268. 3 221.5 3 ,694 ,399 , 243 2 , 152 ,912
76. 226.8 ,714 ,408 ,247 , 621 . 153 ,907
954 2N, 229.1 2042 , 705 ,397 , 246 , 619 2,146 ,914
955 ....... 282, 229.6 04, , 691 , 376 227 , 590 , 107 , 879
95......... 278 224.3 199. 4 ,638 , 320 174 , 438 ,964 187
957......... 78.1 223.0 198.8 , 609 , , 150 , 325 , 864 )
95 3 231.0 204,7 ,624 , 315 , 165 , 307 , 868 ,655
3 241.4 14.8 ,653 ) ,197 2,312 ,883 ,674
239.8 212.4 1,627 , 318 , 165 , 244 ,814 ,607
246.7 212.8 1,635 ,331 175 , 240 ,823 ,610
253.6 222, 1,654 , 348 184 2,238 , 824 ,602
257.5 223.9 1,663 ,349 ,173 , 21 ,796 , 562
264, 227.0 1,690 , (173 , 224 ,195 , 543
266.4 225, 1,688 , 360 , 152 , 178 , 755 ,486
271.8 227, 1,736 ,375 , 151 , 167 , N7 437
286.4 237.3 1,827 ,435 ,188 , 215 , 139 , 440
291.9 236.1 1,850 L 447 Y , 141 ,675 ,35%
289, 3 232.1 1,874 A , 140 , 044 , 549 , 243
301.1 239.0 1,950 , 462 ,160 2,014 ,510 ,198
325.9 256, 2,093 . 1,235 2,093 , 568 ,235

1Debt divided by population of the coterminous United States, and including Armed Forces overseas.
2 Per capita debt expressed in December 1971 prices (Consumer Price Index for all items).
3 Tolal Federal securities outstanding, unified budget concept.
4 Borrowing from the public, unified budget concept. Gross Federal debt fess securities held by Government accounts.
BN BAorro;‘«‘l,r‘uza mlrmge public less Federal Reserve holdings.
»l -= .

74-187 O - 172 - 8
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The Cramrman. Perhaps Mr. Shultz would like to get his staterent

in first.
Would you care to proceed, Mr. Shultz?

STATEMENT OF GEORGE P. SHULTZ, DIRECTOR, OFFICE OF MAN-
AGEMENT AND BUDGET, ACCOMPANIED BY CASPAR W. WEINK-
BERGER, DEPUTY DIRECTOR

Mr. Suurrz. Thank you, Mr. Chairman. I share the Secretary’s
sense of privilege in appearing before this committee.

Mr. Chairman and members of the committee, Secretary Connall
has explained the need for an increase in the statutory debt limit.
want to support the request for the increase. My remarks will focus
primarily on the implications of the current budget estimates for fiscal
years 1972 and 1973.

Although the outstanding debt and ‘the debt limit depend on the
receipts and outlays of Federal funds—a concept similar to the old
administrative budget—the unified budget, including the trust fund
transactions, is more closely related to the impact of the Federal Gov-
ernment on the national economy.

On a unified budget basis, the budget that was sent to the Congress
on January 24 estimated that there would be deficits of $38.8 billion
in 1972 and $25.5 billion in. 1978. These deficits, which will play a vital
role in ]providing the stimulus needed to expa.n(i production and reduce
unemployment, regresent our confidence in the economy’s ability and
capacity tto respond to sensible stimulation.

Because of the size of these deficits, we are evermore watchful of the
rise in Federal outlays. Reflecting the careful scrutiny of Federal pro-
grams, the budget for 1978 is held to full-employment balance. This
will diminish stimulation as prosperity takes hold, and act as a barrier
against the renewal of inflationary pressure.

The 1972 budget is expected to be $8 billion in deficit on a full-
employment basis, The size of this deficit is a potent danger signal,
for the lessons of the late 1960’s clearly warn that large full-employ-
ment deficits in both 1972 and 1973 would lead to the risk of renewed
inflation. Both the Congress and the executive branch must, therefore,
hold atight rein on the growth of outlays. :

In the formulation of the President’s 19738 budget, that discipline
has been imposed on the growth of outlays. Spenging is expected to
rise only $9.3 billion, only about a 4-percent increase from 1972 to
1978. This compares with average annual increases in outlays of 17
percent from fiscal year 1965 to fiscal year 1968, and about 9 percent
from fiscal year 1969 to fiscal year 1972, Between fiscal year 1972 and
fiscal year 1973, receipts are estimated to increase by $23 billion,
primarily because of increased economic activity. As a result, the
present estimate is for the 1973 budget deficit to be substantially less
than the 1972 deficit—about $25.5 billion. ‘

To make certain that the 1973 budget does not breach the full-em-
ployment principle, the President has proposed to the Congress that
a rigid ceiling on 1973 spending be established before any 1973 ap-

ropriations %ills are passed. Tﬁe outlays of $246.3 billion proposed
y the President in his'fiscal year 1978 budget are sufficient to provide
the stimulus needed by the economy. We must remember that this
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stimulus will occur at a time when we believe we will be making sub-
stantial progress toward full employment. Indeed, the economic indi-
cators are already registering encouraging progress. For that reason,
it is essential that we assure ourselves now, by gutting a statutory
ceiling on spending, that the stimulation we provide through the 1973
budget will not be excessive.

The spending ceiling the President requests is simple, straight-
forward, and aﬁ inclusive. Past experience indicates that such a ceil-
in% will be necessary to hold the budget outlays and the debt subject
to limit within present estimates.

On a Federal funds basis, the basis that determines the debt subject
to the statutory limit, the budget totals are set forth in this chart.

FEDERAL FUNDS RECEIPTS AND OUTLAYS
[Fiscal years, In billions]

1971 1972 1973 -
actual estimate estimate
Oulugs (b{ agencn,:

epartment of Defepse military functions and military assistance. . .. . $75.5 $75.8 $76.5

Department of the Treasury:
Interestonthedebt. .. . . . ... . .. ... ............. 21.0 21.4 22.7
REVENUB ShATING. -« ..o oo i ee e eamrn e s 2.2 5.0
ther... .. ... ... e . 1 .6 .1
Department of Health, Education, and Welfare. 21.3 26.1 26.4
Veterans' Administration. ... 9.5 10.7 1.6
Department of Agriculture. ... .. . 8.6 11.6 11.0
Allowance for civilian agency pay raise. . .. . ... . . iiiiiiiiaizess .3 .8
Allother. .. e ciaeaaaan 21.7 33.8 32.7
Tota) . e et 163.7 182.5 186.8
ROCOIPES - . - - o e 133.8 137.8 150. 6
21| TP 29,9 44,7 36.2

Note that on a Federal funds basis, total outlays in the fiscal year
1973 are estimated to rise by $4.3 billion, compared to an increase of
$18.8 billion in 1972.

This is the fifth year that the budget has been presented on the
unified, comprehensive basis. Prior to the adoption of the unified
budget, several competing concepts were commonly used. The resulting
confusion made it very difficult for outside experts, as well as the
general public, to keep abreast of the Government’s financial affairs.
A bipartisan presidential commission studied the matter in 1967, and
concluded that a unified, comprehensive accounting that embraced
both Federal and trust funds would be the best single measure of the
budget. Since that time, the unified budget has been used by the
President in transmitting his budget proposals to the Congress.

The unified budget effectively indicates how the budget carries out
its basic functions of resource allocation and economic stabilization.
It shows the total spending by the Federal Government, rather than
just the spending from the Federal funds. Similarly, it reports the
total amount of taxes collected from the American people for what-
ever purpose, To include just the Federal funds portion of the unified
budget and ignore the finances of the trust funds would present an
incomplete picture from the standpoints of economic analysis and full
disclosure to the American people. This is why we believe that the
unified budget is the most useful measure of the Government’s finances.

The concept of Federal debt subject to limitation is roughly con-
sistent with the administrative budget concept that was used until the
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1969 budget. It is also generally similar to the Federal funds part of
the unified budget. For this reason, changes in the Federal debt subject
to limit are more closely related to the Federal funds surplus or deficit
than to the unified budget surface or deficit.

FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUWECT TO LIMIT, 1971-73
|Fiscal years. In billions]

1971 1972 1973
Description actual estimate ostimate
Federal funds surplus (~)ordefieit.. ... ... ....._........... .. 29,9 N , 2
Meairs of Fedmﬁund(s ﬂ?lancin; other than debt: $ W $36
Increase (—) or decrease in deposit fund balances................ -9 .1 L5
Selgniorage on coins (=) ... cooooo i -4 -5 ~.5
Increase or decrease (~~) in cash balances and other means of
financing (net).... .. ..o oo iieicreeaacaaes -3.6 .6 .4
Total, means of financing other thandebt. . ... _ . ... ... =50 .2 1.4
Increase or decrease (~) In Federal funds investment in Federal debt. 2.0 1.4 -2
Decrease or increase (~) In other Federa) debt not subject to fimit
[T 3 S -.8 .2 -~1.5
Change in debt subjectto limit.. ... ... ... ... 2.1 46,5 35,9

It is repeatedly said that the budget deficit would be much bigger
if we did not use the trust funds surplus to reduce it. Actually, the
trust funds have a surplus only hecause of very large payments by
the Federal funds to them. Thesc payments are mainly interest on the
Federal securities held by the trust funds, the Federal Government’s
contribution as employer to its employees retirement, fund, and Fed-
eral contributions for such groups as the elderly and the long-term
unemployed. Asthe following table shows, trust fund payments to the
public exceed trust fund income received directly from the public.

BUDGET SURPLUS OR DEFICIT (—) BY FUND GROUP
[Fiscal yaars, In biltions]

1971 1972 1973
Description actual estimate estimate
Fedensactions with the publ $18.5 $31.8 $23.3
ransactions wi et cmeem e emreana————— -—$18, —$31, ~$23,
Transactlons with lmsr NS e e cemea———— —-11.4 -12.9 -fg. 8
TOM. oo eeeemeevamecacenanaennnannnenr—————————— -29,9 -44,7 -36.2
Trust funds:
Transactions with the public.......oueuueemceeeeeneecrnriiveannn ~4.6 -7.0 -2.2
Transactions with Federal funds. _ ... ... ... ooceoooe..... 1.4 12.9 12.8
L U TN 6.8 5.9 10.7
Budget total:
Faderal funds. ..........conneeemeee e emeecre e -29.9 -44,7 -~36.2
Trust funds. ro——— 6.8 5.9 10.7

Total budget surplus or deficit (—=)... ... ooeeeriimaamaaenns -23.0 -38.8 -25.5

I think if you look at this chart, you can see the pattern of trans-
actions. In transactions with the public in 1971, theFederal funds were
in deficit by $18.5 billion, and the Federal funds flowed to the trust
funds $11.4 billion.

Looking at the trust funds, the transactions with the public were
in deficit by $4.6 billion ; that is, the trust funds paid out $4.6 billion
more than actually was collected in the form of taxes. However, the
trust funds acquired from Federal funds $11.4 billion. Adding the
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two together, you get the unified budget deficit picture in 1971 and then
in 1972 and 1973.

I just wanted to point out the flow of funds between the trust funds
and Federal funds, because it is often assumed that the trust funds
in and of themselves, without the transactions with Federal funds, are
generating large surpluses. That is not the case.

Secretary Connally has discussed the need for the proposed increase
in the statutory Federal debt ceiling. I fully support his recommen-
dations and wish to underscore the continuing need for prudent man-
agement of our public finances.

Adjustment of the debt ceiling is consistent with and necessary to
meeting the national objectives that have been acknowledged by both
the Congress and the administration. At the same time, we recognize
that an increase in the debt ceiling brings with it the need for greater
fiscal responsibility. We, therefore, intend to maintain a disciplined
vigil on spending in order to insure that our limited financial re-
sources are employed in a prudent and effective manner. That is why
the President proposed a rigid ceiling on outlays.

Thank you, Mr. Chairman.

The CuarrmaN. Thank you, Mr. Shultz.

I shall now call on Senator Byrd. I would suggest that we limit
ourselves to 10 minutes of questioning per Senator, for the first round
of questions at least. I know that Senators can think of many things
they would like to ask the distinguished witnesses, but we want to
give everybody a chance to participate in the morning session. Then
if necessary we can come back this afternoon and finish up.

Senator Byrp. Thank you. If I should go over my 10 minutes, I am
sure the chairman will let me know. ,

Mr. Shultz, the budget is based on the full-employment conce% of
what revenues might be if—if-—iwe were to have full employment. How
do you determine that figure ¢

r. Suurrz. First, by making an assumption about what is con-
sidered to be full employment—the full use of resources. Then, given
that assumption, calculating the gross national product that would be
attained, and calculating from that the various components, particu-
larly estimating corporate and personal income. From that, you esti-
mabcie receipts that would be associated with that level of gross national
product, ,

Senator Byrp. Well, then, the current estimate is based, the full
employment estimate is based on what it says, full employment or zero
unemployment ?

Mr. Suuurz. No, sir. The convention that we have used is a level of
os)eration of the economy roughly consistent with a 4-percent unem-
ployment level. Of course, when it comes to calculating receipts for
the Federal Government, it is not so much the unemployment level
as the resource utilization that you are looking at. Receipts are cal-
culated from the gross national product and more 1';l)articularly,_ the
amount of personal income and corporate income that is generated.

Senator Byrp. So it is not a full-employment budget, but it is a 4-
or 96-percent employment budget, is it not?

Mr. Suvurrz. If you want to express it that way. The assumption of
about 4 percent being the equivalent of full employment has been used
a lot in the past, and we have adopted it. '
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Senator Byrp. And the unemployment rate now is what percent?
Mr. Suaurtz. I believe 5.9 percent 1s the most recent reading.
Secretary ConNavLLy. That is correct. .

Senator Byrp. What was the unemployment rate a year ago? Do
you have that?

Mr. Sauvrrz. Approximately the same, I do not happen to have that
number riﬁht in my head, but we have had a period of about a year
in which the unemployment level has stayed at roughly in the neigh-
borhood of 6 percent.

Senator Byro. I was reading yesterday, I guess it was, where one
of the economists says that the unemployment rate is slightly higher
now than it was when the recession enged in November of 1970. Is
that approximately correct ¢ ~ .

hl\'.g. nuLTz, I do not happen to have the November figure on this
c a‘ .

Senator Byrp. In any case, there has been no fundamental change?

Mr. Saurtz. It has stayed, as I said, roughly in the vicinity of 6
percent for about a year.

I think one fpoint; that might be made is that we had a fairly rapid
acceleration of unemployment and that acceleration stopped ; now we
have had a plateau. We expect, as the economy continues its expan-
sion—we hope at a somewhat stronger pace, more in accord with
what was going on in the fourth quarter of last year, than in the
second and third quarters of last year—that unemp%yment will start
to come down.

Senator Byrp. How much inflation would you guess we might have
if you were now at full employment ?

r. Saurrz. Well, that depends upon the manner in which we get
there. If we are able to get there in a manner that keeps the Federal
budget under control, we shall, when we reach full employment, be
able to have a balance in the unified budget and, therefore, not be
adding to the demands on the economy, extra demands over and above
what the Federal Government removes through taxes. That would
be most helpful in continuing the progress that we are making now
against inflation.

We also expect that the wage and price control system that has
been gut into place will increasingly help us in maintaining control
of inflation. But I think a great deal depends on the sense of disci-
pline that we exhibit in the management of our bud%etary affairs.
That is why the President has himself been very careful in making
proposals for increases in spending, and they are much more moderate
than in past years on the one hand. On the other, why, he has main-
tained adherence to the full-employment budget principle.

Senator Byrp. How many years since World War II have we actu-
ally attained full employment? .

Mr. Suurrz. Do you want just the numbers of years? Since World
War II, in 1946 it was 3.9, In 1947 it was 8.9; in 1948 it was 8.8; in
1951 it ‘was 8.3; in 1952, 8; in 1953 it was 2.9. In 1955 1t was 4.4; in
1956 it was 4.1 ; 1n 1957 it was 4.3.

I think those 3 years are especially significant in that they were
peacetime years. Some of the earlier ones I read were——

Senator Byrp. Were wartime figures?

Mr. Suurrz. Right.



36

In 1966, we hit 8.8; in 1967, 3.8; in 1968, 8.6; in 1969, 3.5—again
years in which we had a major conflict going on. But those are the
years.

. Senator Byro. I noticed %'ou mentioned the question of fiscal dis-
cipline. Over the weekend, I read the testimony of March 8, 1971, by
Secretary Connally and by the Director of the Budget. I noticed this
statement from a year ago.

Secretary CoNNaLLy. I think this budget, which anticipates an $11.6 budget

deficit, is a full employment budget. It is a budget that calls for the discipline
of its spending ceiling.

Then in another place in that same hearing:

Secretary ConnNALLY. If you subscribe to this full employment budget and it
is something that is worthwhile and it is worth considering and it is worth
adhering to simply because it imposes a discipline on the administration and
the Congress itself.

Well, I am wondering, Secretary Connally, just where that disci-
pline is when, in that particular year which you were speaking of,
the Government ran almost the highest deficit, Federal funds deficit,
in its entire history, with the exception of one or two World War II
years when the country was battling for itslife. I am wondering where
the discipline in this particular full employment budget is? That is
the point I am trying to get at. ,

Secretary ConnarLLy. I think the discipline, Senator Byrd, is still
there. I think it is fair to say that we did not entirely react to that
discipline because in the current fiscal year, we will have a deficit on
the full employment basis of approximately $8 billion, and that
violates the Ji)smpline.

Senator Byrp. Well, what is the discipline though? That is what I
am getting at.

Secretary ConnaLLy. Well, the discipline is—if- you really adhere
to the full employment budget and constantly keep that as a goal, as
an objective—that in times of stagnation, in times of a recession, in
times of slow economic activity, it would indicate that you need some
fiscal and monetary stimulant so far as the Government is concerned.

But on the other hand, during times of full employment such as we
have had in the last few years of the 1960’s, you have to be careful not
to provide overstimulation, because it inevitably results in inflation.
That is the discipline of the full employment budget.

Senator Byrp. I cannot see that that is any discipline, frankl%.I

I noticed you used the word a number of times last year and Mr.
Shultz used 1t again this morning, but I cannot see where there is any
discipline involved in that. Where is the discipline?

Secretary ConnaLLy. Well, the discipline is that you restrain your
spending——

Senator Byrp. Restrain your spending.

Secretary CoNNaLLY (continuing). ’%o the point where you do not
have a deficit at a time of full employment, at a time when the economy
is operating on the assumed full employment basis. That has been one
of the conventions of this document.

Now, in the 1973 budget, we shall have on a unified budget basis a
deficit, as you know, of $255 billion. On a full employment budget
concept, however, we have a very small surplus.

Now, that simply means that we have projected a spending level
that in actuality will result in a deficit. But if the economy were operat-
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ting at full flow, if the employment were down to 4 percent, if we
had the economic expansion which we are trying to reach, if our goals
were met, we would not have a deficit at all. We would have about a
$700 million surplus.

Senator Byrp. Well, of course, neither one of us can forsee with
preciseness just what the situation will be at the end of fiscal 1973. We
can see with more precision as to what the representatives of the
administration—I mean the Secretary of the Treasury and the Direc-
tor of the Office of Management and Budget—said a year ago in
regard to fiscal 1972. We know, of course, that there was no full employ-
ment balance, and we know that there was an unbelievable deficit of
$45 billion or will be by the end of this fiscal year.

Secretary Connarry. That is correct.

Senator Byrp. The discipline, as I see it, is what you also men-
tioned. You do not connect it with discipline, but the discipline, as I
see it, is on page 41 of the committee hearings last year where I read,
in replying to a question by Senator Miller:

Falling that, the second position would be that if you are going to be over those
spending requests of administration, then those in control of the Congress

ought to be willing to match them with tax increases sufficient to offset that so
that they will end up with an $11.6 billion deficit.

Which is the deficit that was estimated by the administration on a
unified basis the last year.

Senator M1tLer. Do I state the proposition accurately?
Secretary CoNNALLY. You state my position accurately.

So it seems to me that is the discipline, but that leads back to a tax
matter, a tax lncrease.

Now, I have just about exhausted my time, but I would like to
explore this more fully later. , .

ecretary ConnNaLLY. Senator, may I suggest also that in addition
to the discipline of the full employment budget, what we are asking
Congress to do during this session is to provide an added discipline
of a very strict legal limit on total spending, both by the adminis-
tration and the Congress.

Senator Byrp. Let me take just 30 seconds, Mr. Chariman, in that
direction. :

The record will show that the Congress, for fiscal year 1972, the year
we are now in, the Congress is appropriating less money—less money
than the administration requested.

Thank you, Mr. Chairman.,

The CralrMAN. ‘Senator Fannin?

Senator Faxnin. Thank you, Mr. Chairman.

Gentlemen, I very much appreciate this opportunity to have you
here this morning. I commend you for the effort you are putting forth.
Certainly, you have been taking action that I feel have been very
helpful but we still have very difficult problems that we all realize.

I have advocated fiscal responsibility for many years, including
a balanced budget. I have discussed this with some of you gentlamen.
But now most of the economists state that a deficit is desirable, or
there are periods, anyway, when it is undesirable to raise taxes. This
is the so-called full employment concept. But whatever the concept
is called, we are back at the same old problem, how to prevent a deficit
with a full employment concept. Would you propose an arrangement
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under which the President would propose and the Congress would
vote a budget such as would be at some high level of defined activity,
any chanl;ges of full employment budget levels would have to be
matched by changes in tax rates; thus the Congress would have to
appropriate within the limits of the budget or raise taxes to meet
excess apﬁropriations. Would you support such a proposition ¢

Well, Mr. Secretary, perhaps if you would answer that,

Secretary ConnNaLLy. Basically, that is what we are suggesting
now, Senator Fannin. We are suggesting that there be an absolute
ceiling on spendin alpp]icable to both the executive branch of the
Government and the legislative branch of the Government—on the
Congress. I think that 1s precisely what we are saying. I have no
argument with the position that you take.

enator FANNIN. '&’ell, Mr. Secretary, I agree that you have to that
extent, followed through. But at the same time, I think you have also
advocated that we cut taxes, and I just cannot agree that with the
tax cuts we have had, we had the commensurate growth that was
anticipated. It is disappointing, but it just has not brought forth
the results that were projected. We still continue to cut taxes. I just
do not agree with that. I just cannot see how we can take in less
money and spend more money and still, whether we call it a full
employment budget or whatever we call it, that we come out without
being in deeper and deeper trouble.

Secretary Connarry, Well, Senator Fannin, I do not think the
failure to increase taxes or the tax reduction, however you want to
phrase it, really have a great deal to do with the full employment
budget in the sense that we are now discussing it. There are times, I
think, when we are justified in deficit spending. I think that time is
now. We are running a deficit, an enormous deficit, in 1972, and, on
a Federal budget basis, a deficit in 1978, There is no question about it.
On a full employment basis, it is not a deficit in 1978, but we frankly
have to make a decision. A

What are you going to do in a time of high, relatively high unem-
ployment, a time of rather stagnant economic activity? Are you justi-
fied in Eoing in and cutting spending or raising taxes so that you
have a balanced budget, when the result of that, in your best judg-
ment, would be to throw the country into an economic tailspin and
compound your problems and wind up with a greater deficit, or even
a recession. There are very few people in the country who would
recommend that.

I understand what you are saying, and I happen to aﬁree with you
Senator Fannin. I do not believe ir deficit spending. I know you and
I have a similar background and you did a superb job as Governor
of your State in seeing that you did not have it. I do not like deficit
spending anymore than you do.

Senator FANNIN. I doubt that, because you did a better job in
Texas. I commend you for that.

But you have chastised both labor and business for their antagonism
toward each other, and I agree. This is a big problem. We have seen
that labor unions are able to tie up our docks, and threaten our eco-
nomic lifelines through paralyzing strikes. Certainly we can be critical
of some of the things that industry has done. But here we are, as
far as the Government is concerned, talking about keegglg down
inflation and we are doing more to promote inflation, I think, than
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the industries are. Larger Government expenditures must bear an
important part in our inflation problems. Do you not agree ?
ecretary ConNarLy. Well, now, not necessarily, Senator.

Senator Fannin. Well, maybe I should state it a little differently,

Mr. Secretary.
_ Secretary 5ONNALLY. We are doing everything, the administration
is doing everything it can to stop inflation. The President imposed a
freeze on wages, prices, and rents. We are following that with phase
II—control of prices, control of wages. I do not think our Federal
spending level is creating a demand to the extent that we have a demand
inflation today. I just do not think it is.

Senator Fan~iN. Maybe I stated it improperly, but we spent about
$80 billion, I understand, either directly or indirectly, in Government
contracts last year on construction. In other words, either we did the
financing or in actual payment. Now, do you not agree that exhorbitant
wage increases without equivalent increases in productivity have been
devastating ?

Secretary ConnaLLy. No question about that.

Senator Fannin. Do you not consider that wages in different in-
dustries have become relative ?

Secretary ConNarLLy. Oh, absolutely.

Senator FaxnNin. All right, then, Iyam getting to this. Construction
increases forced by union leaders challenged manufacturing union
leaders to fight for similar increases. Is that not true? In other words,
when they get increases in the construction industry, this results in
the union leaders in other industries fighting for their increases just to
protect their own image. Is that not true?

Secretary ConNaLLY. Yes, I think that is true.

Senator Fannin. Then why do we retain the Davis-Bacon Act?

Secretary ConnarLLy. Well, as you know, the President suspended it,
as he has the power to do. He does not have the power to repeal it; that
was passed by Congress, That is a matter for Congress to decide.

There is no question that in the construction industry, wage increases
were getting out of line. They were running, some of them, in excess of
18 percent. They were running 12 percent the average. This was clearly
out of line with what was needed in this economy. Largely through the
administration’s—well, not largely, solely through the administra-
tion’s activities wage demands have been brought down a great deal.
Director Shultz personally had a hand in it as did the former Secre-
tary of Labor, Hodgson, and the Committee on the Construction
Industry. I think they made some real progress.

Senator Fannin, Well, I think as one of your good Texas Senators,
Mr. Secretary, has introduced a bill—I am cosponsor of it. We are not
getting any support from the administration. We are trying to rescind
the Davis-Bacon Act. I feel this is vital.

Just to give you an illustration, in Tuseon, Ariz., there happens to be
a gentleman who wrote a letter to me. He is a machinist in one of the
factories there. He receives $3.90 an hour and he is a skilled machinist.
His son works on a Government Davis-Bacon job, financed under the
Davis-Bacon Act, and he receives $5.40 an hour for waving a flag
telling trucks which way to go.

Now, there is not any equity in that.

Another illustration. I was with Secretary Morton at a job at
Page, Ariz. The place where we were staying, the people were quitting
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and going to work—here was a cook going over as a laborer, just a
common Jaborer, because he could maﬁe $7.20 an hour on the Tower
project. This isunder Davis-Bacon.

ow, there is no rhyme or reason to that. That is why I feel a great
deal of effort should be put forth by the Government to enforce these
laws. I am sure it was not intended that way by the Congress, that
those exorbitant wages be paid. And here we are in our own adminis-
tration helping to promote this inflationary scale of wages.

I am very concerned about it. And the administration is asking Con-
ﬁress to formally devalue the dollar by raising the price of gold, and

ere the purchasing power of the dollar is going down every day as a
result of what is happening to these wage increases. Is this not a serious
enough problem for the administration to take some action on?

Secretary ConnarLy, Well, Senator Fannin, I certainly have to say
that all of the ﬁroblems which you have alluded to are very serious
problems and the administration is indeed taking action on a great
many of them.

Now, frankly, I am not qualified here to enter into any extended dis-
oussion with you about the advisability of the repeal of the Davis-
Bacon Act. I do not propose to get into it, simply because the Secre-
tary of Labor and other indivicgiuals in this Government have that
responsibility ; I do not. But we are certainly doing everything we
know how to do to bring down the costs in the construction industry.

As I say, we have taken an unprecedented action in peacetime of
putting a complete freeze on. That freeze is being followed by price
controls and wage controls on the American economy to be sure that
we do stop and break this inflationary trend in this country. You made
reference to the fact that I have scolded both labor and industry. I did
not intend to do either. I intended to point out to both, however, that
the time is past when we can engage 1n the luxury of just competing
one with another and both with Government. There is going to have
to be a triumvirate established of Government, labor, and industry to
solve our mutual problems or we are all going to be in deeper trouble.

Senator Fannin. You have asked one of the questions I was going
to pose to you. I agree wholeheartedly. The big problem is we are no
longer, in our wage scales, just competing throughout our United
States or, indeed, worldwide.

Secretary ConnaLLy. That is correct.

Senator FANNin. Now, the recent concessions from the Europeans
appear to be very inadequate. The Canadians made no concessions. The
only country which did give some meaningful concessions was Japan,
and I think that was very slight. I just wonder what is going to hap-
pen, whether we are going to continue our tremendous imbalance of
trade with them. Was it not about $3 billion last year?

Secretary ConnavLLy. That is about right.

Yes, I think we will probably continue to have an imbalance of
trade with Japan in calendar 1972. Last year, they had a balance of
payments surplus of $7.9 billion, worldwide, in spite of the 16.9 per-
cent revaluation of the yen versus the dollar.

We anticipate, and their own studies now indicate, that they will
have probably a surplus in their balance of payments this year of
approximately $7 billion.

Senator FANNIN. And with the T nited States; I have heard it con-
jectured for 1973 that it could be as much as $5 billion with the United
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States if it continues on its present trend. Do you feel that is a
possibility ¢

Secretary ConnarLy. I would not want, Senator—I do not know. I
have not seen any projections of trade deficit figures for the United
States, I think it will improve this year. I would think $5 billion would
be too high on a trade deficit basis. ' :

What do you think?

If you are talking about Japan, I know it is too high. I think even
worldwide, $5 billion trade deficit is probably too high.

Senator Fannin, If we look at one industry, that is the motor vehicle
industry, it could easily be that, from what I have understood. If the
others are proportionally increased it would be more than that.

But my time is up. I thank you very much.

Secretary ConnaLLy. Thank you, sir.

The CrairMaN. Senator Harris?

- Senator Harris. Mr. Director, is it a fair statement of the full
employment budget concept to say that if we have the same rate of
unemployment now that we had when tthis administration took office,
we would not have a deficit in the budget

Mr. SuurTz. I think that is correct.

Senator Harris. Do you agree with some line of Marxist-Leninist
thought that a capitalist country such as ours has to fight a war or
have high military expenditures to have full employment?

Mr. Saurnrz. No; I donot.

Senator Harris. Then do you agree that there are millions of people
who are out of work today through no fault of their own?

Mr. Suurrz. That is correct.

Senator Harris. As I read the economic——

Mr. Suurrz. Millions in the sense that there are lots and lots of
persons. If the unemployment rate comes down from, say, 6 percent to
4 percent the number of persons who are unemployed Wifl come down
by about a million and a half,

Senator Harris. As I read the economic report, I get the sense from
it that it pretty much takes the position that a lot of the unemployment
problems in the country are structural—that is, they particularly re-
late to young people and to minorities, and that fiscal and monetary
policy alone will not necessarily reduce that 6 percent to 4.

Do you think that your own course realistically could reduce the
unemployment from 6 to 4 percent, simply by monetary and fiscal
policy and, to some degree, manpower policies ?

Mr. Suurrz. Well, I am glad you added the last point about the
manpower policy, because I think what you see from the administra-
tion is an attack on unemployment problems that is much broader than
gimply fiscal and monetary policy.

Now, analysis of what has happened to the composition of unem-
ployment will show, for example, that those who are seeking part-time
work has gone, over the last 10 years or so, from about 14 percent of
the unemployed to about 21 percent of the unemployed. What that
means is that there is a somewhat different problem than existed 10
or 15 years ago and, therefore, we need to adapt our policies to the
different problem, and we are,.

We are also studying what further adaptation should be made in
order to get to the goal that we have.
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Senator Harris. You do not maintain that the full-range of poli-
cies, including manpower—fiscal, monetary policies that you and the
administration are recommending—could get full employment this
year, do you?

Mr. Saurrz. No, we do not.

Senator Harris. Then, how realistic is it to talk about a full-em-
ployment budget, if you do not intend that you reach it this year?

Mr. Suurrz. 1t is extremely important to talk about it because
what we are trying to do is develop economic policies that can get us
to the point where we have both full employment and reasonable sta-
bility of prices, recognizing that if we get to a period of full employ-
ment accompanied by a period when prices are rising and rising at an
ever-increasing rate, as was the case in the late 1960%s, it will be neces-
sary—and widely assumed to be necessary—to take corrective action
of a drastic sort.

Probably, that corrective action would have to concentrate on fiscal
and monetary policy, and we would go through exactly the same sort
of period that we are now going through. When we made the sharp
shift in policy from the fiscal 1968 budget to the fiscal 1969 budget,
you wous)g have to say that was a bipartisan budget policy. It was
affected tremendously by the surtax, and it was originally put forward
by President Johnson and he administered, so to speak, the first half
of it, and President Nixon administered the second half of it. ‘
~_That budget comparing fiscal 1969 and fiscal 1968 probably was the
biggest fiscal wrench that the economy has ever been put through.
Such a wrench causes dislocation and causes problems,

Now, what we want to do is get to full employment on a basis that
does not impose on us the necessity of going through all that all over
again. That is what the use of the full-employment concept is about.

Senator Harris. Without massively protectionist traSe policies,
which I think some have proposed—hopefully unsuccessfully—do you
look for there to continue to be, with foreign competition, rather
serious shifts in types of employment in the United States in order to
comgl)e@te in the foreign market as a result o1 competition with foreign
goods

Mr. Snucrz. I think there will be some. Over a period of time, for
many reasons, there will be shifts in the pattern of employment in
the United States. What consumers want will change. What inventions
produce will create new consumer desires. And the systematic changes
that take place as people’s incomes rise, as their incomes finally have
come to rise on a real basis this last year, makes for changes.

New technology, new ways of doing things, make the changes as
well as rearranged patterns of trade.

Therefore, it seems to me verv important to have, as we have tried
to develop in the manpower policies in this administration as before,
a system or systems which will accommodate themselves to change. If
we say to ourselves that we cannot ever make any changes, then we
basically create a dead economy and a dead society.

Senator Harris. I do not think we are doing enough in that regard,
but let me go on to another thing.

Do you think that it is possible to have, given the present concen-
tration of economic power in America, full employment, meaning 4
percent as you define it, without inordinate inflation? Will we con-
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tinue to have in the future the sort of tradeoffs we have had in the
past—that is, up until the last 3 years—of either high and unac-
ceptable unem?ployment or high and unacceptable inflation without
price controls

Mr. Suurrz. The implication of the question is that there has been
a shift in the pattern of economic concentration, let us say as compared
with 1955 and 1956, which was the last sort of peacetime period in
which we were in the range of full employment and some kind of
reasonable price stability, and that this change is fundamentally re-
sponsible for the inflationary problem that we have today.

Senator Harris. You do not have to make all those assumptions to
answer my question.

Mr. Suurrz. Well, a lot of the structural problems that we talk
about are quite different, but my answer to the question would be, no,
I do not think the changes in economic concentration are the responsi-
ble factor, although, I do believe that concentrations of economic
power which change the distribution of income are, on the whole, un-
desirable and we should be working away to keep them under control.

But I think the data which show that the extent of concentration of
economic power has probably diminished or, at most, has stayed the
same, say, in the last 10 or 15 years.

Senator Harris. I would very strongly disagree with that. Your own
figures show that the top 200 corporations control about 60 percent
of manufacturing as compared with about 45 percent that those top
200 corporations controlled at the end of Worlg War II. And, in ad-
dition to that, around 85 percent of the industries of the country are
dominated by sh~red monopolies—as you know, the technical term for
fewer firms that have 70 percent or more of the sales.

The FTC has lately said it is going to file a complaint against
Kellogg’s, General Mills, Geuneral Foods, and Quaker Oats, because
they have a shared monopoly in the cereal industry that is not only
giving us less in quality, but that is overcharging us by about 15 per-
cent. Why should we not do that in other such industries as well ?

And I ask you the question again—given the present concentration
of economic power, is it possible for us to have both full employment
and acceptable inflation? Is that possible, do you think, with our
present economic system ?

Mr. Suurrz. It was, you might say, barely possible back in 1955
and 1956, the last peace-time period, when we got somewhere near
that. I think that in the middle 1960’s, before the start of the Vietnam
War, the policies being followed had gotten us to the point where we
were within reach of that golden age. Then, with the combination of the
Vietnam War buildup, which was not compensated for in taxes, and
the Great Society programs, and adding the stupendous full employ-
ment deficits we had, we sort of blew that chance. We are trying to
get back to it by the economic policies now being followed.

I think it is possible, but I think it is very difficult.

Senator Harris. My time is up, but I just want to ask one last ques-
tion of Secretary Connally, if I might.

You have said that we were overly optimistic on our predictions on
revenue and that the deficits that we have now primarily result from
undercollection or a short-fall in revenues.

Why were you overly optimistic? And did that involve an overly op-
timistic assessment of what the accelerated depreciation and invest-
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ment credit tax would do, or where are we in regard to that?
b'l\{\?fould it be possible for us to have some tax reform as a part of this
i

Secretary Connarry. Well, I think your question, as I understand
it, breaks out into three parts.

Senator Harris. I had to put it in one because my timeis up.

Secretary ConnaLLy. The first part, Senator, results largely from
the fact that I think the slowdown, the stagnation, was deeper and
stronger than was anticipated when the forecasts were made. Of
course, the tax revenues, both from personal income standpoint and
corporate income standpoint, were below expectations.

The second part of your question: No. I would say that the ac-
celerated depreciation and the job development credit had nothing
whatever to do with the shortfall in revenues, nor did it have any
substantial impact on the creation of this deficit.

The third part of your question: I would simply hope that there
would be no effort to expand this bill to include any element of tax
reform, primarily because this is a debt ceiling bill. We need this
debt ceiling legislation, and we need it very quickly. We are going to
bein troubﬁs in a matter of a few weeks if we do not get it.

I just think if we get into talking about tax reforms—which, Sen-
ator, you went through in 1969, which again 1you went through in
1970, as you recall—this committee, as I recall, spent hundreds of
hours, and weeks, and weeks talking about it. You held hearings, as
I recall, for about 6 weeks before this committee on tax reforms in
1969, from Labor Day to November.

Then you went for 2 or 3 weeks, about 3 weeks, in executive ses-
sion during that period.

So, if we get into that kind of consideration on this bill, I think
we shall create some real problems.

The CuarMAN. Mr. Secretary, if I might just interrupt at that
point, we went through 6 weeks of intensive hearings to move that
bill, and we had an egg timer sitting there with a bell ringing on the
witnesses every 10 minutes. If we had not done that, we would have
been 6 months on that bill.

Senator Harris. Thank you, Mr. Chairman.

The CHARMAN. Senator Jordan ¢

Senator Jorpan. Thank you, Mr. Chairman.

I want to pursue the discrepancy between forecasting and the actual
results a little further, v

As T recall it, when the two of you were here before this committee
earlier, you were talking about a gross national product in the
neighborhood of $1,065 billion and either one of you or both of you
insisted that that might be conservative. Well, there was a good deal
less actual gross national product in 1971 than $1.065 billion. I
wonder why your projections fall so wide of the mark for 1971¢ )

The original unified budget estimate was for a surplus of $1.4 bil-
lion, as I recall it. Yet it turned out to be $23 billion deficit for a
difference of $24.4 billion, ‘ )

Now, as the Secretary said in his testimony here, we were simply too
optimistic a year ago it was estimated that the 1972 deficit would
be $11.6 billion and now the estimate is $38.8 billion.

Now, there is a difference in that length of time of $27.2 billion.
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How do we have any assurance, any idea at all, what the deficit is
likely to be finally for 1972 and 1973% Your track record is not very
good in projecting.

Secretary ConnaLLy. Well, I think the track record for this year is
not very good. I agree with that. I think we missed the $1,085 billion.
I do not recall that either Director Shultz or I thought that was a
conservative figure. I do not believe we ever characterized it as such.
I certainly do not recall that I did.

But nevertheless, we missed it. Now, why did we miss it? Simf)ly
because a number of things happened. First, the economy was too slow
to respond. Secondly, I think we have a slowdown in the economy that
was more than economic. It was psychological as well. It is being in-
fluenced by a number of different factors, not the least of which was
our trade problems, our international trade problems.

I think it is important to point out that last year we had a deficit
in our balance of trade for the first time since 1888. When you take the
size of this economy—when you talk about an economy that produces
over $1 trillion worth of goods and services—and you consider the fac-
tors that work within it, in this free enterprise system, not only
domestically but internationally as well, I can well understand how
we could miss our forecast by the amount that we did. I do not think
this should discourage us too much.

I think there are times when this is just going to happen. I think,
on the other hand, we feel more certain of the estimates for 1973
simply because we have turned the corner, in my judgment. And I
think the economy is expanding. I think employment is increasing
beyond any question. Employment is now 80,636,000 people in this
country. I think we have every reason to believe the report out today
on the leading indicators; they are up again. I think we have every
reason to be more confident, because I think we have turned the corner.

Senator Jorban. But what do you suppose has gone wrong with
the old economic concept that budget deficits would stimulate the
economy and stimulate domestic employment? We have had these
large deficits totaling over $121 billion since 1968 but our economy
has still been lagging, with unemployment near 6 percent and utiliza-
tion of plant capacity at about 75 percent. Does this not call into
question the dogma that budget deficits will produce economic
exnansion ?

Mr. Suurrz. I do not think that we should take the position, and I
do not believe I ever have, that budget deficits in and of themselves, or
by themselves, can rearrange the economy precisely to your liking. The
economy is large and comnlicated. As big and important as the Federal
Government is in the picture, there was a lot more to the economy than
the Federal Government budget.

First of all, there is the monetary policy, which has been mentioned,
and beyond that there is the whole intricate process of reaction in
the nrivate economy.

So 1 do not think that any kind of simple budget deficit and surplus
appnroach to how to manace the economv is called for. At the same time,
I think we can see, as a kind of logical proposition and also as some-
thing that you can observe, that the Federal impact on the economy
is important and that, at a time when unemployment is higher than de-
sirable and the utilization of capacity is lower than desirable, that is
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3 ftiime when the Federal Government can appropriately run at a
eficit.

As we have had some disastrous examples in our history, going
back over a 40-year period, where we have tried to act from the op-

osite theory and failed to stem the rise in unemployment as we have
one this time, or have short-circuited an expansion, as has happened
on a number of occasions.

I think that the notion of a budget deficit is a healthful notion, al-
though it does not solve all of the problems. )

I might say, on your previous question about our inaccuracy in the
forecast, that I can only subscribe to what Secretary Connally has
said. We did miss. There are some things about that miss that might
be mentioned. :

First of all, the basic statistics on Gross National Product were
revised substantially twice during the year. First of all, the level of
1970 was lowered by about $3 billion. What we were estimating es-
sentially was the increase from 1 year to another. So, if you decrease
the base from which you are operating, you decrease everything.

Second, the administration has been dissatisfied with the quality of
our statistics and undertook early in the game to revise smocl1 improve
some of the important underlying statistical programs from which
the Gross National Product estimates are derived, particularly in re-
tail trade. The result of those revisions became available toward the
end of this past year and together they produced a lowered GNP of
about $5 billion.

Now, whether or not that lowered GNP is a lowering that would
extend back in time, nobody will ever know because they did not
have the new statistical theories back in time. But there are some
technical explanations for part of the bad guess.

Nevertheless, I would agree with you that the economists—and I
must say everybody else—have a lot to be humble about in their
ability to estimate what each economic activity is likely to be a year
or so from now.

Senator Jorvan. Well, we know economic projections are not an
exact science, but you are always on the low side. You are substantially
on the low side, always.

Here is another question I would like your reaction to, Mr. Direc-
tor, because you have said that the administration wants to exercise
restraints in expenditures. I assume that would be out of the trust
funds as well as the general fund budget. Chairman Mills of ways and
means has recommended a 20-percent increase across the board in
social security. He said it can be done without jeopardizing the integ-
rity of the trust funds. But under your unified deficit concept, this
increase will increase your unified deficit; is that not correct?

Mr. SuuLrz. Yes, sir; it would, by ahout $6 billion.

Senator Jorban. Does the admninistration support a 20-percent in-
:reas% in social security benefits without any increase in soctal security

axes : :

Mr. Saurrz. Well, the President’s position, as expressed in the
budget, is the support of the provisions contained in H.R. 1, which pro-
vides for a 5-percent increase in social security benefits, and also pro-
vides that as time goes along, those benefits are automatically adjusted
for changes in the Consumer Price Index.

74-187 O - 72 -~ 4
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Now, that does not mean that there would not be other changes
recommended in social security benefits, but this is the President’s
position.

As far as the proposals by Chairman Mills are concerned, I think
there are some points to be made without presuming to be ready for a
full-scale discussion of the subject. But, first of all, ax you have sug-
gested, this would be about a $6 billion increase in the unified budget
deficit. It would mean an increase of about that amount in the full
employment deficit, too, and would create a 1973 deficit at full employ-
ment of about $6 billion.

It would violate the principle of an across-the-board rigid ceiling
on outlays that the President has proposed. Those points need to be
kept very firmly in mind. Chairman Mills’ proposal raises the ques-
tion, if you are going to add $6 billion here, where are you going to cut
$6 billion ¢

Ha,vin,tir1 gone through this whole budget process, I would expect
that it is hard to find where you are going to cut $6 billion. We think
that the budget is fairly tight. I think also it should be noted that
social benefits have increased about twice as fast as the Consumer
Pric?( Index for 1965 to 1971 and three times as fast as the period 1969
to 1971,

In fact, with the 5-percent increase budgeted in H.R. 1, the benefits
will have increased by a third in just 2145 years., We have had large
increases in social security benefits that we should take into account.

I might also note that the chairman, in his statement, referred to
an advisory commission report. In that report, the recommendation is
made that the social security payments be on a so-called current cost
financing basis. This means that roughly 1 year’s anticipated outlays
should be present in the assets of the trust funds so that they are
always sort of 1 year ahead of the game under this plan, no attempt
would be made to accumulate a Jarge trust, as you would in a private
pension plan.

The committee also recommended that around this 1-for-1 ratio, we
might expect that there will be deviations from year to year, but that
if we get to the vicinity of three-quarters of a year or in the vicinity
of 11/ of a year in the assets, that would be a sort of flash point for
the Congress to recognize that you are getting into very dangerous
territory, even under the committee’s recommendations.

And as we read the recommendations the chairman made, it would,
by about 4 years from now, reduce the asset value of the trust funds to
less than three-quarters of the anticipated year’s outlays, so that it
would violate that principle right there.

I am suggesting that in the first place, we have the President’s
position as stated in the budget, as you know, but also indicating some
of the problems raised by the chairman’s suggestion, I would add, of
course, that any time the chairman or members of this committee or
the Ways and Means Committee chairman or its members, which
deal directly and so knowledgeably with this legislation, make a pro-
posal, naturally, we are going to study it very carefully, as we are.

Senator Jorban. Thank you. My time is up.

The Cramman. Senator Miller.

Senator MiLLer. Thank you, Mr. Cliairman. V

Mr. Shultz, on page 5 of your statement, you state that to include
just the Federal funds portions of the unified budget and ignore the



47

finances of the trust funds would present an incomplete picture from
the standpoint of economic analysis and full disclosure to the Ameri-
can people.

Would it not be fair to say that the American people, in order to
have full disclosure, ought to%ave both? If they don’t have the unified
budget, they are not going to know until you come over here and ask
for an increase in the national debt limit, how much taxes and interest
on the national debt are in store for them. So would it not be fair to
say that the American peolple, to have full disclosure, should have both
the unified and the Federal funds budget so they will know everything ¢

Mr. Suvurrz. They do, and in the budget, we show both concepts.

Senator MiLLer. I understand that, perhaps I misread your state-
ment, but I thought you were giving great emphasis to the need to
take into account the trust funds, an§ t%at is all right with me, but if
the people are %oing to be advised, they are going to have to be advised
when they see that unified budget, possibly by a footnote, that that does
not reflect the total amount»o% the additions to the national debt that
are going to be in order, which they are going to have to take care of
through their taxes, not only on prmci‘pa%but on interest.

Does that concur with your thinking?

Mr. Suurtz. Yes, and we have a considerable discussion of this in
the budget itself, and I think all of the necessary information is here.

Senator MiLLer. Well, I know you do, but I thought I ought to put
that in perspective in the light of your statement.

Now, Mr. Secretary, you say on page 3 of your statement that $38.8
billion 1972 deficit represents an adverse swing of $27.2 billion. You
say the major portion of that change, $19.8 billion, results from a
shortfall in estimating revenues. .

This troubles me, because the way I look at the testimony we re-
ceived this morning, I can see that of the $19.8 billion $6.7 represents
tax changes which drain off revenue. That brings it down to $13.1 bil-
lion, and the only place I can find a shortfall of revenue that might
cause Ii’ rt of that is in roughly a $20 billion shortfall on the estimate
of GNP. But, from all I know—I have talked to Director Shultz about
this—the $20 billion shortfall on GNP is not going to give us a $13
billion shortfall in revenue. I am wondering where that comes from.

hSecretary ConnaLLy. Well, I think we are comparing two different
things.

Ogs the one hand, we are dealing with a fiscal-year figure when we
are talking about the adverse swing of $27.2 billion and the $19.8 bil-
lion, whereas in the GNP, of course, we are talking about a calendar
year basis. .

Senator Mirrer. Well, I am pleased that you pointed that discrep-
gncy out, but I still find $18.1 billion of that $19.8 billion unaccounted

or. .
Mr. Vorcker. If you will look on table 6, which is attached to the
end of the Secretary’s statement, Senator, you will see a detailed rec-
onciliation of these numbers. It shows $11.2 billion——

Senator MiLLer. I am sorry, I do not have that table.

Mr. Vorcker. It is divided up into three categories there, you see,
Senator. $11.2 billion is called ecoriomic and reestimate. In other words
figures in that column reflect the changes from the assumptions as to
the economy that were made a year ago as well as any estimating
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errors and change in legislation. Then there is a miscellaneous cate-
gory which is small except for the change in capital gains tax esti-
mate, which is included in that column rather than in the economic
columns, for some reason I do not fully understand.

Senator M1LLer. All right. I appreciate getting that. I shall have
to study this a little more.

Now, that $27.2 billion adverse swing, do I understand correctly that
$6.7 billion of that results from tax changes, and $7.4 billion represents
expenditures in excess of the budget, for a total of $14.1 billion?

Mr. Vorcker. That is roughly correct. I think that is right for the
expenditure side. It is right for the tax side.

Yes, it is right for the expenditures. _

Senator Mirrrr. Then what we really are saying here is that over
half of this adverse swing did not occur from bad estimates; it
occurred because of congressional action. Am I correct?

Mr. Vorcker. That is correct. I think it is fair to say some of that
congressional action was proposed by the administration as in the
case of the tax changes.

Mr. Suvrrz. And also, if I could interject, some of the additions to
outlays were the result of rises in uncontrollable programs—unem-
ploymment compensation, for example. OQutlays were higher than
originally estimated because the economy did not operate as strongly
as originally estimated. So that is not the action of anybody ; it is the
action of a program operating as it has been set up to operate.

Senator MiLLer. Well, then, I get back to my colloquy of a year ago
with the Secretary, which Senator Byrd referred to earlier. We had a
$11.6 billion estimated full-employment budget deficit, and I said, “Mr.
Secretary, if the Congress sees fit to increase the expenditures over and
above that in the budget, would you favor having a tax increase so
we end up with $11.6 billion ?”

You stated your first choice was to leave the expenditure side alons,
because this represented what the administration thought was the
proper mix of spending between the private sector and the public
sector; but that as a fallback position, as executive, if those expendi-
tures were going to be increased, then Congress ought to take tax
action to offset them so that we would end up with a $11.6 billion
budget deficit.

Now I understand that tax changes were recommended and program
expenditures went bevond estimates, and still there was no action
taken, or recommendations made that I can recall, to try to keep that
$11.6 billion budget deficit.

Secretary Connarvy. Well, I think that is right, and I think we
could not keep to the estimated $11.6 billion deficit—particularly in the
light of the circumstances that we were confronted with late last fall.
As a matter of fact, the administration did support tax reductions in-
stead of tax increases. \

Mr. Suurrz. That is correct. At the same time, as the President
proposed the reductions in tax rates, he also proposed some changes,
some in his position with respect to bills such as special revenue
sharing (by changing the effective dates) and actions that would save
money in other ways.

One was a reduction in Federal personnel, which we have been try-
ing to attain, and with some success. The other was a slippage by a
6-month period of the scheduled increase in Federal pay raises, which
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the Congress originally went along with and then turned around on.
So we were not able to get that savings. But the President did propose
about $5 billion worth of savings.

Senator MirLLEer. I would like to get one thing clear, Mr, Shultz. On

a%e 2 of your testimong, fvou say the 1972 bud%et is expected to be
¥8 illion in deficit on a full-employment basis. The estimate is a $38.8
billion deficit.

Mr. SuuLTz. That is on an actual basis. That is, that compares the
revenues that we expect to actually come in, with the outlays we ex-
pect actually to be made. Now, if the economy were operating at full
employment, we would have much higher revenues than that. We
would also have somewhat lower outlays because we would not have as
much payment of unemployment compensation.

Senator Mirrer. I understand that, but what I am wondering is
this: When I take $8 billion and subtract it from the $38.8 billion
projected deficit, I get $30.8 billion. Is this the deficit we would get
1f the economy were operating at full employment—in other words,
zftre 3{01; s;mying that a $30.8 billion deficit is a full-employment deficit

or 1972

Mr. Saurtz. Well, if the actual deficit, all things remain the same,
if the actual deficit were $30.8 billion, we would have a balance at full
employment, roughly spea,kingi“n .

Senator MirLer. All right, Then what we are really getting down
to is this: You are now saying today that $30.8 billion would be a
full-employment deficit for fiscal 1972——

Mr. Suurrz. That amount of deficit would be consistent with the
balance at full employment.

Senator MiLrer. I understand. It is the full-employment budget
deficit, is it not ?

Mr. Suurrz. No.

Senator MiLLer. Well, how does the $30.8 billion compare with the
$11.6 billion which you projected a year ago?

Mr. Suurrz. They are not the same. The $11.6 billion was an esti-
mated actual deficit, but with full-employment balance. Now, if we
said we now looked for full-employment balance in fiscal 1972, what
would the deficit be, it would be $30.8 billion. So you could compare
the $11.6 billion with the $30.8 billion in that sense. )

Senator MiLLer. That is the point I want to make. Hindsight is
always better than foresight, but if we were sitting here a year ago
and you could look into the crystal ball. you would not have come
over here and recommended an $11.6 billion full-emplovment budget
deficit; you would have recommended a $30.8 billion full-employment
budget deficit. Ts that correct?

Mr. Suurrz. Well, what we have tried to do——

Senator MirLer. T am not trving to be tricky here. but the Secretary
testified that there is $27.2 billion adverse swing. If T took the $11.6
billion and add the $27.2 billion adverse swing, I get $38.8 billion
which is vour proiected deficit this year.

Then T take the $8 billion away. which is what vou testified to be
the deficit on a full-employment basis, and T get the $30.8 billion which
ourht to be a perfectlv even amount for a full-employment budget
defieit for this fiscal vear.

Mr. Srurtz. T would sav this. that the use of the full-employment
concept means that when the President put forward a budget with a



50

deficit of, an actual deficit of, $11.6 billion and a full-employment
balance. Using that principle, he was also saying that if the economy
turns out not to be as strong as we predicted, so that the $11.6 billion
would not be attained, we should not try to raise taxes or cut expendi-
tures on that account by itself and should accept the larger deficit.
And, in fact, as it has turned out, we have in effect accepted a some-
what larger deficit than that; namely, a full-employment deficit.

But being conscious of the problem implied by that and the danger
to the longer run effort, we have drawn the 1973 picture back in the
balance of full employment.

Senator MiLLer. Thank you. My time is up.

The CuairmAaNn. Senator Nelson?

Senator NeLson. On September 9, the President, in a statement to a
joint session of Congress, said:

That is why in the next session of Congress, I shall present new proposals
in both these areas, tax reform to create new jobs, and new programs to insure
the maximum enlistment of America’s technology in meeting the challenges
of peace, ‘

Then I notice that on February 7, Mr. Wilbur Mills sent a letter
to the President, making reference to that statement of September 9,
1971. The letter said in part:

To me and most others, this term means a program of further elimination
of preferences and so-called loopholes in the Federal income, estate, and gift
tax system. If this is what you had in your mind, and I am sure it is, let me
call your attention to the fact that in order for the Congress to complete action
on any such proposal, you should give us the beneflt of your thinking in a
message either delivered in person to the Congress, or submitted by messenger
to the Congress, not later than March 15, 1972.

My suggestion is not with respect to any new type of tax such as the value
added tax, which I am sure you did not mean to include in your definition of tax
reform in your appearance before the Congress.

Since your statement advising us of your intention, this matter has become
all the more important because of developments in the House in recent days
raising the question ahout the support of continued increases in the debt ceiling
unless such requests are coupled with tax reform ostensibly that would produce
additional revenues,

As we all know, a substantial package of reform proposals has
been developed in the Treasury Department over the past few years.
With the revenues raised from closing loopholes, we could reduce taxes
by some $15 billion or thereabouts. '

My question is this: Does the Administration intend to send to
Congress a tax reform bill this session in accordance with the com-
mitment of the President last September 9% »

Secretary Connarry. Well, first let us go back—I do not want to try
to read the President’s mind about what he intended to do. So far as
I know, in talking on September 9, he was then concerned, and still
is concerned, about the inordinate increase in property taxes on homes
throughout this Nation. He still is concerned about the high tax in-
creases—both local and State, as well as other types of taxes by school
districts, water districts, and o forth-—on people’s homes in this
country. ) i

He thinks it has important social implications. He has been search-
ing for weeks and months, as we have been, to find out what position
the Federal Government can take to help alleviate these onerous taxes,
this great tax burden that is now borne by homeowners in this country.
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I think that is probably what he had in mind. I do not think he had
in mind a reform bill such as you now say you think he had in mind.
We have had two of those in recent years. In 1969—we alluded to it
a little earlier, Senator Nelson—Congress spent the entire year, both
the House and Senate, talking about tax reforms and very, very sub-
stantial tax reforms were made.

Senator, the reform and relief provisions in the 1969 act reduced
individual income tax receipts for the fiscal years 1970 through 1973
by nearly $20 billion. Tax increases on corporations have resulted in
approximate increases of around $314 billion during the same period.

The net of it is that the Treasury has lost enormous revenue each
time a reform bill is up and we do not now anticipate that there is
going to be a reform bill such as you apparently have in mind.

Senator NeLson. Mr. Secretary, all the things you make reference to
had been accomplished, or were nearly accomplished, by the time of the
President’s message. We were well on our way to passing the tax reduc-
tion bill, which I had never heard :mybody call a reform bill before.
That bill passed in November. We are talking about a statement of
the President’s on September 9 making reference to this session.

It says: '

That is why, in the next session of the Congress, I shall present new proposals
in both these areas, tax reform to create new jobs, and new programs to in-
sure the maximum enlistment of America’s technology in meeting the challenge
of peace.

So on September 9, the President was not talking about the tax bill
that was in the mill and that passed within a month of his statement.
He wasg,tzalking about a message to this session of the Congress—this
year, 1972,

All T am trying to get clear is this: Does the President intend to
present it, or does he not ?

Secretary CoNNALLY. At this time, we are not prepared to present it,
Senator. We are very early in the ¢ession. You ﬁave only been in ses-
sion approximately 45 days, and there is lots of time left, if indeed we
can devise a solution, whereby we can indeed help State and local
governments with respect to the onerous tax burdens that homeowners
now have.

The other part of the question to which you refer deals with tax in-
centives to promote research and development on the theory of the
President that part of the economic strength and vitality of this
Nation—the continued expansion of our economy, the ability of in-
dustry to provide jobs for the American people—has always depended
upon the great advantage that we have had in the technological field.

We have lost much of this advantage. The Federal Government—
because of its cutback in the space program, because of its cutback in
defense procurement—has likewise cut back enormously on its own
contributions to basic research. Industry has not increased its con-
tributions to research and development to the point where we have any
assurance whateever that we are going to be able to stay ahead of
the competition in terms of new products, new developments, new
technologies.

We are searching, very {rankly—we have been for months—search-
ing to develop a feasible way to provide some incentive, some encour-
agement, some stimulant that makes sense, that will be effective to in-
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crease the research and development, which is so essential, in our judg-
ment, to be continued economic Jeadership of the United States. We
do not have it yet. We have not found the answer to it vyet.

Senator Nerson. Well, I am still not clear about this, M. Secretary.
The President’s language is, “I shall present tax reforms?” in this ses-
sion. There are a lot of us here interested in tax reforms. A lot of
people;-and I think most economists in this country, consider that the
- -tax loopholes in the present tax law are disgraceful. So I would ask
you this: Did the President make a commitment that you now find,
after exploring it, you are not able to keep ?

Are we or are we not going to have tax reform proposals? You state
that it is early in the session. Well, I think it is kind of late in the ses-
sion, and Mr. Mills himself, who I suppose is as expert as anybody
here on the mechanics of dealing with tax legislation, states that it
would be necessary for the Congress to have these proposals by March
15. That isonly 15 days away.

I am just curious to know: Are we going to have a tax reform pro-
posal or are we not ?

Secretary ConNaLLy. Well, we are certainly not prepared to submit
one at this time. I do not want to get into an areument with the dis-
tinguished chairman of the Ways and Means Committee, who cer-
tainly knows more about the time required for tax reforms than I, but
Congress made very significant tax changes last year in a matter of
about 6 weeks. So when I say that there is ample time left in the ses-
sion, I do not think that there is any great problem insofar as time is
concerned.

Senator NeLsoN. Well, last year, we did not have to face two political
conventions. This session is going to be interrupted.

Secretary CoNNaLLY. I am sure that neither party would want to
set aside the Nation’s business purely for political purposes, and both
conventions will last only a matter of a few days. I am sure that the
Congress would not want to, in any event, set aside essential duties
and responsibilities just for that purpose.

Senator Nerson. Oh, I think the distinouished Secretary has been
around long enough to know that one of the fundamental and essen-
tial duties of the country is the nominating conventions of the party.
That is a time-consuming process.

Secretary ConwarLy. Yes, I know, but under our system, as you
know, Senator, better than I, the convenine and the conduct of polit-
ical conventions is not the sole responsibility of the Coneress. A great
many people will have a part in that, and it is not normally run by
the Congress, as a matter of fact, or by those who hold coneressional
seats. It just so happens that this year. there is an inordinate amount
of interest because of the number of Senators who are candidates.

The conduct of those conventions certainly should not in any sense
impair the ability of the Congress to act on essential legislation.

Senator NELSON. Is there any reason why the Treasury does not send
down to the Conoress these proposals that have been pending there
for sometime? What about such loopholes as the oil depletion al-
lowance, the accelerated depreciation, and the various other loopholes
that run throughout the system that are discussed dav after day?.

Secretarv Connarr.v. Senator. I am olad we came face-to-face with
our respective definitions of “reform,” because obviously yours and
mine do not jive.
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In 1969, as you well recall, you had a reform bill of great magnitude.
You changed the depletion allowance from 27.5 to 22 percent. This
resulted in increased taxes on American oil companies of approximate-
ly $670 million.

You passed a minimum tax; you affected the real estate taxes; you
(j{linge the capital gains tax. You have an enormous Tax Reform

ct.

As a matter of fact, I think it is the most sweeping tax reform in
the history of the Nation, and it is the first time in the history of
the Uniteg States that the Congress ever passed a Tax Reform Act
in 1 year. So this reform is under very great pressure of time.

The distinguished Chairman will recall that when this committee
got it, at aﬂ)rommately Labor Day, you were under pressure of the

enate itself to report it by November 1 of that same year. And,
frankly, as I recall, Senator, witnesses had to beg and plead to come
here and testify for a matter of 10 minutes on matters that were
extremely essential and very important to them. Now, this is the
time pressure that you were under for reform.

As a result of that, you made massive changes. Now, when you talk
about loopholes, I do not consider a capital gains provision of the
tax law as a loophole. I do not consider depletion allowances as a
loophole. This is a very conscious decision made by this Congress over
almost half a century to stimulate the development of mineral re-
sources of the country. If there was ever a time when we needed to
stimulate it, it is now. We do not need to reduce it.

The truth of the matter is, if we were looking at the interest of the
United States, we would probably provide a greater incentive. When
you talk about allowing State and local taxes as a chargeoff against
Federal taxes, this is a very conscious decision.

There was a provision in that tax reform bill to disallow tax-free
municipal bonds, but you could not pass it and you ought not to pass
it. A number of people appeared against it. T am not for it. The Trea-
sury is not for it. The Congress years ago made a conscious decision
that you were going to permit tax-free municipal bonds as a means
for State and local governments to finance their operations. If you
want to change that, you are going to get into massive reform, but it
is not a loophole. Nothing about it is a loophole.

We are not going to submit any proposals to you at this particular
moment, regarding these things. If we can find a means by which
the Federal Government can assist State and local governments to
 meet their tax responsibilities and their financial responsibilities, at
the same time encouraging them to repeal their taxes on homes
throughout this country, we are going to try to do it and it will be
abmajor reform. It is one of the things the President is talking
about.

The other is this incentive for research and development. Those are
the things that he addressed himself to, and we are not prepared to
submit them to you yet.

Senator NELsoN. I understand my time is substantially over. But I
think it would be helpful if the administration would take a good,
hard look at the whole package of proposals in the Treasury Depart-
ment, developed over a period of years, and supported by, I think,
the vast majority of the economists in this countrv, and tell us which
loopholes vou, as Secretary feel are not loopholes. I think this is
worth giving some consideration to. because most economists who
look at our system are satisfied that it is an absolute disgrace in that
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it permits all kinds of people to get large amounts of unearned income
and not pay any taxes on it.

Moreover, the tax system is not progressive, as the Secretary knows.
People in the lower income brackets are paying as high a percent-
age of their income in taxes as those in the higher income brackets.
If what the administration means by tax reform is a general sales
tax under the guise of a value added tax, I submit that that is not
what the country understands as reform nor what the economists of
this country understand as reform.

Secretary ConnarrLy. Well, we certainly, Senator—and I do not
want to use too much of your time, but I want to point out to you—
we study every one of these proposals. We are studying the value added
tax, the Treasury has been for 2 years. We study every suggestion
that is made that we hear about.

We are studying the value added tax for a number of reasons,
largely because a great many };)eople who, for one reason or another,
constantly criticize us—by “us,” I am talking about the United States—
for not following the great wisdom of the European Community.
They do this in trade matters; they do it in monetary affairs. We are
being criticized very sharply now, even within our own country, be-
cause we do not raise interest rates, because Europe has high interest
rates.

We get all kinds of criticisms like this. So we—acting on the assump-
tion that these people who believe in the wisdom of the Europeans—
are looking very strongly at the value added tax. Nearly every major
industrial country in Eyumpe has the value added tax—they have
imposed it, with all their wisdom—there must be some great merits
in it. So we are investigating it.

Now, as far as other areas, you talk about some of the loopholes.
Again, the Congress has in its wisdom, in my judgment, permitted
the deduction of interest paid, although in the Tax Reform Act of
1969 you changed that provision. You permitted the interest deduc-
tion only to the extent that there is investment income to offset. If you
did not have that kind of provision—this is labeled by many as an
inordinate loopholes—it seems to me that you would create a tax
system in this country that would do nothing but permit inherited
wealth to continue and prevent anyone else from ever building any
kind of estate.

If a fellow who starts with nothing cannot go out and build some-
thing build an estate, build a business, build an industry, and charge
interest expense off, which he is now permitted to do, you are going
to prevent anybody from ever again building an estate in this country.
So I do not count 1t as an loophole. I think this is basically where you
and I disagree, Senator. »

The Cuamman. We shall give you another shot at him later on,
Senator. T might warn you, if you are going to let the Secretary have
the last word, though, you are going to have a hard time winning a de-
bate with him. ‘

Senator Bennett ?

Senator BEnNETT. Mr. Chairman, I have sat here all morning listen- -
ing to us wandering all over the wide range of economics and politics
and international trade and I would like to bring us back to the bill.

Gentlemen, the debt ceiling as a discipline is an illusion and it also
has been because it is imposed on a person or a part of the government
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that cannot affect the figures under which it is supposed to live. We im-
posed it on the Treasury and then we in Congress break it.

Now, it does not matter what kind of budget the President sends us.
What actually happens to the debt is what we do to it. And we do not
impose the debt snugly on ourselves.

Now, I would like to just to get into the record a little bit of history
as to why we are in this session. I have been on this committee since
1958 and 21 times, I have sat through this charade, because it is a
charade. We talk and talk and inevitably, we have to raise the debt ceil-
ing because the government could not operate if we did not.

ow, the law which is the basis of the present situation is the 1917
Second Liberty Bond Act as amended. We were in the middle of
World War I—not in the middle. We had been in it 3 months. And in
order to make it possible for the Treasury to finance it, Congress gave
up its power to pass on every new bond issue. In those days, the Treas-
ury could not borrow anything unless after the Congress had author-
ized it. So in 1917, we gave that up.

In 1921, we put the control of notes and bonds in one piece. Prior to
that time, there had been two debt ceilings—one for notes and one for
bonds. We have acted on the debt ceiling 55 times since 1917, 45
increases and 10 decreases. If we raise it this time, this is the 55th
time.

It seems to me we should realize that we get the Secretary of the
Treasury up here and we beat him over the head for everything that we
think the administration—any administration—has done that it should
not have done.

But when we get all through, we remind me of a story that my
father used to tel%, and I have used it in this committee before.

It is the story of the old days of an old sailor, and there was a long
bar and the proprietor was at the cash register and the bartender was
waiting on a lone customer at the other end of the bar. And he yelled
down the length of the bar, “Is Wallace Bennett good for a glass
of beer?” And the proprietor says, “Has he had it ?”

“Yes.”

“Well, then, he is good for it.” [Laughter. ]

Now, we have already had this situation and we have to be good for
it and there is not any amount of argument we can go through which
will change that fact of life. And at this point, I would like to read into
the record from page 8 of the report of the House. )

It says, “Your committee believes that it has the responsibility to
point out to the House some of the real complexes which would de-
velop in the event of any delay in enacting a public debt limit such
for the Government needs. While there would be no question concern-
ing the legality of the outstanding debt, in such a situation, the Treas-
ury Department would be unable to issue any new securities. )

This prohibition would apply to issues designed to replace maturing
securities as well as securities representing new debt. As a result, say-
ings bonds could not be issued, payroll savings placed would be dis-
rupted. In addition, the Treasury cash balance would be depleted ra-
pidly. Substantial amounts of Treasury bills become due on a weekly
basis. If new bills can’t be issued to replace these issues, the Treasury
cash balance would soon be exhausted. Once the cash balance is ex-
hausted, the Government would be compelled to delay full payment
or resort to partial payment of contract obligations, governmental
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salaries, various loans and benefit programs, and grants to State and
local government when they become due. The economic hardships re-
sulting from such action would, of course, be most severe in the area
where there are large concentrations of Federal employees or em-
ployees engaged in production under large Government contracts.

Now, those are the simple facts of life. I watched Danny Kaye on
TV last week in the children’s classic of the Emperor’s New Clothes.
Now, I think we are kidding ourselves if we think we are trying to
clothe the Treasury with all these taxes and fiscal responsibilities when
actually, the Treasury is just up here to tell us that as a result of our
action—not theirs—they are approaching the point where all of these
conditions that I have described will automatically follow. And they
are asking us to do the only thing that can be done—well, that is not
quite true. We can do another thing. We can repeal the debt limit
and then let the situation operate without the charade and without
the 55 hearings that we have had since 1917. And in no case have we
denied the increase in the debt limit and we dare not deny it now.

So why we bring in all these, to me, strenuous facts of life which
inevitably put it onus back on us, the Congress, for the situation that
has been created, and why we beat the Secretary of the Treasury over
the head for this—because he has no power either to increase the
revenue or lower the expenses. His job is to pay the bills. Unless we
increase the debt ceiling, we are making it impossible for him to pay
the bills and the great U.S. Government can never allow itself to get
into that situation.

So I think the question is. Has he had it? And the answer is, He has
had it, therefore, he is good for it.

Thank you, Mr. Chairman.

Secretary ConnaLLY. Senator, the Treasury is very grateful.

The CrAIRMAN. Senator Anderson ?

Senator Anperson. I have no questions.

The CHATRMAN. Mr. Secretary, I want to ask about several things.
To give the devil his due, I think these charts I asked that the Treasury
and the Bureau of the Budget provide, are very illuminating when we
try to look at the matter in balance. Now, I am going to ask that all
those be included in the hearing and also, I would like to have them
included in the report.

The first chart presents a comparison of the gross national product
to the privately held Federal debt. A fter all, T am not too much worried
about the debt the Federal Government owes the Federal GGovernment.
I should think that that is one that could be paid as a bookkeeping
matter. You could cancel it if you had to.

Now. it indicates that from the war year of 1945 when we had a
ratio of 116.4. this debt has declined to where the percentage is now
93.5. Tt would seem to me that that is a very credible showing for a
number of people—Presidents Truman, Eisenhower, Kennedy, Jehn-
son, and President Nixon. That all made their contributions and T
think that that is a good thing.

Now, in connection with that, I think it is fair to ses to what degree
we have had to inflate during that period of time, but the figures do
not show that.- Could the administration provide me with an esti-
mate to cover those same years to show the degree of inflation or
deflation that occurred during that period of time ¢

Secretary ConnALLY. All right, sir.
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The Cuairman. I would like to have that for the record.

Secretary ConNaLLy. All right, sir.

Do you want to begin back in 19297

The Cuamman. If you would begin in 1929, you would probably
have some deflation that occurred in 1929 and 1930.

Secretary ConnaLLy. All right, sir.

(Table referred to follows:)

PRIVATELY HELD FEDERAL DEBT RELATED TO GNP
[Dollar amounts in billions of dollars]

Gross Ratio of debt  Year-to-year-
national Privately to GNP price changes
product 1 held debt? (percent) (percent)3

$96.7 $16.0 16.5 0.
83.1 15.8 19.0 —6.
6.9 1.7 26.4 -9,
56.8 19.4 34.2 -~10.
60.3 21.9 36.3 .
68.6 28,0 40.8 2.
71.4 32. 4.3 3.
86.5 35.3 40.8 1.
87.6 36.6 41.8 3.
87.6 37.9 43,3 6. ¢
94.8 40. 42.3 -

107.6 42.¢ 39.6 .0

138.8 54, 38.9 9.7

179.0 95. 53.4 9.3

202.4 42. 70,6 3

217.4, 93, 88.8 3

196.0 228, 116.4 2,

221.4 06. 93.1 18.

245, 99, 813

261, 2 92, 73.5 .

260, 97. 76.9 ~1.8

311, 96. 63.2 3

338.2 93, 5.1 5.

361. 196. 54.5 .

360, § 200. 95.7 .

379, 204, 53.8 -4

409, 04, 8 50.0 .5

433, 99,4 46.0 2.9

438, 93, 8 45,4 .3

469, 04,7 43.6 .8

496. 14.8 43.2 L6

503. 4 12.4 42.2 .5

$42. 8 17.8 40.1 1

574.7 22,8 38.8 .2

611, 23.9 36.6 .6

654, 227. 0 M7 .2

19,7 25,6 3L.4 .9

170. 227.5 29.5 .4

82, 4 237.2 28.7 .0

898, 238.9 26.6 4.7

952, 232, 1 24.4 6.1

, 004, 39.0 23.8 . 5
1, 089. € 55.7 2.5 3.4

1 Implied level of ﬂoss national product, Dec. 31.
3 Borrowin frqrn @ public less Federal Reserve holdings, unified budget concept.
3 Measured by the all item Consumer Price Index.

The Cuamrman. Can you tell me, how much inflation has occurred in
the 3 years since this administration has been in the White House ?

Mr. Suvurrz. It has been approximately 14 percent. I am just re-
calling figures off the top o¥ my head and adding them. But we
can look that up. ,

The Cuairman. That works out to an average of 4.5 percent per year.
Isthat about right ¢

Secretary ConNALLY. Right.
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Mr. Suurrz. Right. I think the pattern of that is important, that
is, the inflation going back into the middle 1960’s was accelerated—
that is, the rate of increase was higher in each subsequent year, and it
reached a high point in 1969. That was the high year. Then in 1970,
the end-of-year to end-of-year increase was a little bit less and in 1971,
considerably less. :

I have the figures. In 1967, the percentage rate of increase was 3.0;
in 1968, 4.7; in 1969, 6.1. Then, the efforts to control the inflation began
to succeed, and we have 5.5 in 1970 and, in 1971, between December
and August, 3.8 and from August through December, 2.3.

The CuamrmaNn. Now, that 18 an important factor, and the admin-
istration could improve that ratio by a higher degree of inflation and
4.2 is not necessarily a high degree. It is substantial, but I do not think
it is nearly as high as we have had in some other years. We have had
as much as 10 percent, for example, during the Korean war.

Now, another meaningful comparison chart that was provided to
us shows the ratio of Federal debt to the public and private debt;
and then further, a comparison of the total public and private debt to
the gross national product.

It would appear from that later chart that for the gross national
product to expand by $1, the total public and private debt structure
seems to expand or perhaps it must expand by $2. That is what the
record shows, that it tends to average out about that way. So to keep
the country prosperous, the total public and private debt structure
must expand as the gross national product expands.

Now, do you think that is a necessary situation, or do you think it
just tends to work out that way, Mr. Shultz?

Mr. Suurrz. Well, a little of both, I think, With the system of
credit we have here has facilitated the expansion of the economy. 1
would not say it is impossible to conceive of other systems under which
the economy could expand, but the use of private debt as a mean of
financing things used bevond the sort of traditional business—install-
ment buying and so on—has undoubtedly been a helpful thing for the
expansion of the economy. And we have regarded the fact that the
additions to debt over the recent months has been rising rapidly as a
sion that the economyv is moving ahead.

The Cuamrman. Now, I would like to have one additional set of
figures prepared and made available to us and I would like to put it in
the record. I think you can do it from what we have right here, but
T would like you to provide it. Go back to the turn of the century,
if you can, to show us what our economic growth has been on a per
capita basis in real terms. I think we have it in these figures on a per
capita basis somewhere, but if you put it in real terms so that you
can discount inflation and then put it on a per capita basis T would
appreciate it. But I would just like to have a chart prepared that
shows what the growth of the economy has been in real terms and to
do that, you have to take your gross national product and you have
to adjust it for an increase of purchasing power, then you have to
apply the increase in populations to that to see what has been. I think
for this year, it would be about 114 percent.

Could you do that for us, Mr, Shultz?

Mr. Suurrz. Yes,sir.
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The Cramman. If that would be made available, I think it would
be very helpful to put the whole thing in perspective so we can see
what we are talking about.

(The following was subsequently supplied for the record:)

Percentage change in per capita real GNP, 1910-71

Year: Year—Continued

1910 0.1 14.9
1911 o 1.0 11.6
1912 e 4,1 11.6
1918 —1.1 5.8
1014 e —6.6 —2.8
1918 e —2.3 —14. 8
1916 6.3 —2.17
. 2.6
—1.6
7.3
6.1
1.2
2.7
1928 oo 10.1 —4. 8
1924 —2,0 7.4

1925 o 6.8
1926 4.4 —0.4
1927 —1.5 —2.8
1028 —0.6 4.6
1929 5.4 0.8
1930 oo —12,1 0.2
1931 —9.1 4.8
1932 o~ —18. 1 2.5
1088 o —2.5 3.9
1934 8.3 4.9
1985 o e 9.1 5.2
1936 13.0 1.4
1987 4.7 3.6
1988 o —6.1 1.5
1989 o 7.6 —1. 4
1940 7.5 1.5

The Crammman. Now, I want to applaud what you said, Mr. Secre-
tary, about trying to pass this debt limit bill without passing a social
security or tax reform asan amendment to it.

I wish the administration had taken more of that view with regard
to that social security and welfare bill we passed in 1970. It did not get
to the White House, but I think it might have gotten there if the
President and the Secretary of Health, Education, and Welfare had
joined in my entreaty to the House of Representatives to go to confer-
ence with us. So some of the things that are in there, which would in-
clude everything, I think except the welfare expansion plan, could be
ble]ahind us. Then we would be looking at where we are going beyond
that.

How does the administration feel with regard to this suggestion of
this 20-percent social security increase?

Is the administration in the prospect of urging that or would it feel
inclined to oppose it if we add that to it—I think that is more Mr.
Shultz’ problem than it is the Secretary of the Treasury. If we decide
for a major increase along that line involving dollars to that degree,
what is the administration’s attitude about that likely to be?
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Mr. Suuurz. The President’s position is to support the social se-
curity provisions in H.R. 1, namely, a 5-percent increase, plus the
provisions for changing the payment levels as the Consumer Price
Index changes.

Now, as I said a little while ago, when changes are suggested by
members of this committee or the Ways and Means Committee, we
look at them. But we can see without looking very far that some great
problems are posed by a movement to a 20-percent increase. And they
concern the budget as a whole. They have to do with the very rapid
increase in social security benefits in recent years and to the extent that
the Advisory Committee’s recommendations, which were cited by
Chairman Mills in his proposal, are to be taken seriously. The proposal
seems to violate one ofpthe principal conditions, namely, that the asset
level should be kept at the approximate level of the following years’
outlays. As we calculate it, the proportion would drop below 75 per-
cent, which was their trigger point for flash action, by about 8 or 4
years. So I think there are some real problems connected with it.

The Cuammman. Well, Mr. Secretary, the way I personally look at
that matter is that if the President of the United States is planning
to run for reelection on the platform that he will recommemnd immedi-
ately to the Congress a 20-percent increase in social security benefits
on the theory that the trust fund can stand that kind of expenditure,
if that happens, I would assume that his Democratic opponent will
not let him outbid him in that area so that the Democratic opponent
is then going to advocate at least the same thing. That would more or
less assure that that would come about no matter who is elected Presi-
dent, and if the fund can stand it now, then I do not see why we here
on this committee should wait a year for that to be an issue in a
political campaign and deny the aged and the widows of this country
the benefit of that increase during the interim. '

Now, if the administration is strongly opposed to it and the Presi-
dent is going tobe opposed to it when he runs for reelection, I think
someone should make us well aware of that. Otherwise, I would think
that those of us who are not planning to get elected this year in any
event but are just trying to think of what’s good for the public would
like to vote for it.

If the condition of the fund and the anticipated revenues can stand
that kind of increase, we ought to be considering it now rather than
postponing action on that matter. Now, if the condition, I think you
ought to let us know in such certain terms that we would know whether
it would be vetoed if it came down or reached the President’s desk
in that shape.

Mr. Suurrz. You talked about the anticipated revenues and assets
of the fund being able to stand the additional outlays. The Advisory
Committee’s report, as I understand it suggests a change from the
notion that social security benefits would be paid in part from current
contributions, but also in great part from the flow of interest from
a built-up trust fund. To change that and to say directly. as we as a
country have been saying more or less directly—that social security
benefits will be financed on a current cost basis.

Now, having said that, they then try to provide some sort of guide
to what that meant and their guide is that the assets in the fund
ought to approximate the estimated outlays for the following year.
So that you have that kind of assurance in front of you all the time.
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As we compute the implications of the suggestion that has been
made, a more or less 1-to-1 rclationship between trust fund bal-
ances and annual outlays would not be maintained. The Advisory
Committee further stated that you would seek around a 1-to-1
relationship, with some deviation up and down, but that you cannot
let that deviation get too large. They described this “flash point” on
either side as 75 percent on the one hand and 125 percent on the other.

Now, in computing the proposal at 75, we invoke the flash point,
and you get close to it by 1973 with the proposal. So I think it is not
quite correct to say that somehow, the assets are there and the money
is there to finance this.

Beyond that, as we have said here, the basic budget on which we
are operating as we look at the economy and our responsibility to the
economy as a whole, the basic budget we are using is the unified
budget. So as to the extent that you may subscribe to the notion that
the Federal budget. taken as a whole, is an important part of the
economic policy and has an important impact to the economy, then you
have to look upon this as a matter facing the economy as a whole. And
it would carry the budget deficit $6 million higher in 1973, it would
carry the outlay $6 million above estimated receipts. And so it consti-
tutes a genuine problem in that sense as well as the more particular one.

The Cuamman. Well, T hear you. I heard what you said and of
course, I can see in your answer that you leave the President
plenty leeway to go ahead and advocate this 20 percent after you have
testified against it, just on the theory of saying, well, now, here we
have $40 billion in this fund and as long as we maintain a $40 billion
level, that is enough peace of mind for those who are protected by the
fund, so if we increase expenditures, we do not really have to increase
the fund beyond that point and that will give us a little extra margin
to work with. Then if you can assume, as you have—and I am not here
to quarrel with you at this point about it—the kind of assumptions that
cause you to come in here and recommend to us a budget that hag a
big deficit to the basis that if you had full employment, that' would
be a balanced budget, I can see enough liberality in your answer that
if the President wanted to, he could run for office advocating the same
thing that you are asking us to vote down on this committee. I do
not like to be left out there like Freddie Flying squirrel who heads
from one tree to another and finds that that is a mirage, it is not a
tree at all, and then has to turn around in midair and head back in the
direction he came from. ,

If not only my party but the Republican Party as well is going to
leave me between now and November, I would like to know about it.
t())%l'erc;vise, I would like to be at the head of the operation, not the

ehind.

Secretary ConnaLLy. I would like to suggest that we put this more
in perspective. The President has not recommended any increase of
20 percent in social security payments. The Democratic chairman of
the Ways and Means Committee did. Tt itiay be that you are talking
about the wrong flying squirrel. ‘

The CuairmMAN. I am well aware of that, Mr, Secretary. '

Secretary ConNALLy. The President has not recommeénded a 20-
percent increase. He has not advocated it. - '

The CHarRMAN. T am being told from all sources and that is why
I want to get it from as near the horse’s mouth as I can that ohe reason

74-187 0-12- 6
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Chairman Mills came out and advocated this is that the President is
likely to advocate it any day. If there is going to be a parade, I think
I would rather be at the front of the parade rather than the tail end.
If it is ﬁoing to change direction, I had better get toward the rear
end of the parade so that when it turns around, those of us who are
going to be asked to do this would not be in a position of having
marched the army in the wrong direction.

Now, if that is in prospect, I think you ought to give us some indi-
cation that that is what is likely to happen so we can vote for it.

Once people vote for something, they like to be consistent.

Mr. Suurrz. The President has a position on the record in the
budget. So far as I know, there was no plan, as was alleged, to present
a proposal for a 20-percent increase in social security benefits upon
the President’s return from China.

The Cuarrman. Well, I will not press you any further, Mr. Secre-
tary. You should protect the right of your boss to make his own de-
cisions and I will not press you any further on that. I think you have
given us the best you can. :

That concludes mf time. I would like to ask, what is the pleasure of
the c?ommittee. Shall we come back this afternoon or sit a while longer
now

Senator Byrp. It does not make any difference to me. I have only
had 10 minutes this morning, though, % would like some time.

Senator BenNeTT. Could we find out how much time each member
wants and then we can decide whether to go or come back.

The CrarRMAN. I would like to ask a few additional questions, but
Iam going to wait my turn.

How may other Senators have additional questions they would like
to ask the Secretary ¢

Senator NerLsoN. Mr. Chairman, the Secretary answered my ques-
tions, but just on the point of social security increases, was the ques-
tion asked if there was intent by the administration to raise benefits
by 10 percent? We have been talking about a 20-percent figure. What
about 10 percent ¢

The CrammMaN. Let me ask the Secretary and the Director: What
is your pleasure? Would you prefer to quit now and come back at
2 o’clock ?

Secretary CoNnaLLy. If we could finish by running until about 1
o’clock, Mr. Chairman, and meet the need of the committee, that
would be very helpful to us, but we are obviously at your disposal.

Senator NeLsoN. I have nothing more then on that question.

Secretary Connarry. The answer is the same, Senator Nelson. The
President has made no such suggestions. None of us knows anything
about any 10-percent increase or 20 percent. The only position we have
is that stated by the President in the budget.

Senator NeLson. May I have one more question, Mr. Chairman ?

The Caairman., Certainly. )

Senator Nerson. When Mr. Shultz was talking about the flash point,
I was not clear what percentage increase you were talking about. In
discussine 1973 or thereabouts, you need a flash point of what, 75
nercent ? Were you talking about this with reference to a 5-percent
increase or a 10-nercent increase, or what ?

Mr. Suurrz. This was on the assumption that taking the pronosal
that was made, which is a proposal about tax changes as wellas outgo
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changes, then using the criterion of comparing the assets in the fund
with the dprospective outlays of the fund, as best you can calculate
them, and saying how would the assets and the outlays match up, we
made a calculation and that was the calculation I referred to.

Senator Nerson. This is what I am not clear on. Was this calculation
based upon the pending proposal for a 5-percent increase and
the accompanying tax increases to meet that 5 percent? Is that what
you were talking about ?

Mr. Suorrz. What we were doing was looking at the implications of
the proposal that was made by Chairman Mills for a 20-percent in-
crease and for certain tax rate increases and then see how that com-
pared with the recommendations and the advice of the committee to
which he referred.

Senator NersoN. I understand. Thank you, Mr. Chairman,

The CrarmMaN. Senator Byrd ¢

Senator Byrp. Thank you, Mr. Chairman. How long I take will de-
pend on how concise the answers are.

The CaHATRMAN. I understand.

Mr. SuurTz. I get a certain message there.

Senator Byrp. I would like to ask the Secretary of the Treasury,
in your judgment, would a 20-percent increase in social security bene-
fits be wise or unwise ?

Secretary ConnarLy. I think'the position of the President—the rec-
ommendation of 5-percent increase—under all the circumstances, is
a very wise recommendation to the Congress, especially when you con-
sider that increases that have occured in social security benefits. Bene-
fits have incerased roughly one third in the last 214 years.

Senator Byrp. Thoueh not speaking for the President, which I
would not expect you to do. but in your judgment, it would be unwise
to increase social security benefits?

Secretary ConNaLLy. I would hate to see another $6 billion increase
in outlays.

Senator Byrp. I would like to ask Mr. Shultz, in your judgment,
would it be wise or unwise for the Congress to enact a 20-percent in-
crease in social security benefits ?

Mr. Suurrz. I share the views the Secretary just expressed.

Senator Bysp. Well, speaking for yourself, not the President, but

- speaking as the Director of the Office of Management and Budget, do
vou feel it would be unwise to enact an increase greater than called
for by the President’s message ?

Mr. Suvrtz. Well, I think if that were to be done, the clear imlica-
tion of the call for a rigid ceiling on outlav is that somehow or other,
the Congress should take action that would cut outlays supplies by
that amount or increase taxes by that amount.

Senator Byrp. Let me state the question again: In your judgment,
not spéak ing for the President—I do not think anybody can do that—
but in your judgment, would it be wise or unwise for the Congress
to exceed the recommendatitons of the President in regard to social
securitv benefits ?

Mr. Suurrz. I think it would be unwise.

Senator Byrp. Thank vou, sir.

Now, Mr. Secretary, the press has guoted vou as saying that a 5-
percent unemployment rate is perhaps too ambitious a goal to achieve
in fiscal 1973. Is that your view?
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Secretary ConnaLLy. No; I do not think that is a correct reporting
of my views. My view is and has been that the actions which the Gov-
ernment is taking—the fiscal and monetary actions which the ad-
ministration now has in progress—and the economic expansion that
I think will result from it, should result in an unemgloyment rate in
the neighborhood of 5 percent by the end of the year. Perhaps this will
not be an average figure year, { expect the unemployment rate to be.
in the neighborbood of 5 percent by the end of the year. That is
what I have consistently sai£

Senator Byrp. Yes. )

Now, I understand from Mr. Shultz’s reply to one of my earlier
questions that the present full employment budget is based on a 4-
percent unemployment rate. Am I correct in that ?

Mr. SuurTz. Yes, sir.

Senator Byrp. So we start off assuming that the Secretary of the
Treasury is correct, we start off with an unbalanced budget insofar
as full employment is concerned ¢

Mr. Suurtz. It is balanced insofar as full employment is con-
cerned but unbalanced in actuality.

" Senator Byrp. In other words, it is unbalanced under any concep-
tion that we are now working on? It is unbalanced on a Federal fund
concept, unbalanced on a unified concept, and unbalanced on the full
employment concept ¢

Mr. Suuvrz. No sir, it is balanced on a full employment concept.

Senator Byrp. Well, maybe I had better state it this way, then: It
is balanced on a full employment concept; namely, a 4-percent un-
employment rate, but you do not expect to attain a 4-percent unemploy-
ment rate?

Mr. Suurrz. That is correct.

Secretary ConvaLLy. That is correct.

Senator Byrp. So realistically, the budget is unbalanced even on a
full employment, even at the full employment figure ¢

Mr. Suurrz. No. If we were to have full employment for the full
fiscal year 1973, the budget would be balanced. But we do not anticipate
that we will.

Senator Byrp. So what in effect you have done, then, is to submit
a budget which even on your own full employment concept, you know,
you feel reasonably certain will not be achieved insofar as a 4-percent
unemployment rate on which the budget is based ¢

Secretary Connarry. That is why we come up with a $25.5 billion
deficit for fiscal year 1973, Senator.

Senator Byrp, But the point I want to get clear is that you do not
anticipate a balanced budget even on a full-employment basis, be-
cause you do not expect full employment. Am I not correct in that
assertion ¢

Mr. SuuLtz. No; on a full-employment basis—that is, calculating
the revenues that would come in on full employment, we would ex-
pect a balance.

Senator Byrp. I understand that, but you do not expect full
employment ?

Mr. SHurTz. That is right.

Senator Byrp. You do not expect a 4-percent rate. Is that correct?

Mr. Sauurz. That is right, but that does not change the concept
that we are using. :
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Senator Byrp. It does not change the concept, but it certainly means
that you do not expect to have a full employment balance.

Mr. Suurrz. We hope that if outlays can be controlled, they will
stay within the revenues that would be collected if we were at full
employment. .

enator Byrp. If you were at full employment, but you do not ex-
pect to reach full employment?

Mr. SHuwrz. That is correct.

Senator Byro. Am I misquoting you ?

Mr. Saovrz. Noj that is correct.

Senator Byrp. Thank you. T just want to comment on full employ-
ment, then I will leave that. It seems to me that it is not only mislead-
ing, but it is dangerous and fictitious to talk about a full-employment
budget. We started out over the years we have always had administra-
tive budget or a Federal funds budget. Then the previous adminis-
tration found that that deficit was getting too high, so we went to a
unified budget. This administration finds out that even under a
unified budget, the deficit is too high, as they go to a so-called full-
employment budget, which in my judgment, is a fictitious budget, or a
fictitious way to I%gure it, but anyway, that is a different viewpoint.

(Senator Byrd subsequently submitted the following questions con-
cerning the use of the full employment budget:)

QUESTIONS REGARDING THE USE oF THE FuLL EMPLOYMENT BUDGET
SUBMITTED BY SENATOR BYRD OF VIRGINIA

The President, in his budget document, again seems to stress full em-
ployment receipts and full employment outlays. He ha sindicated on a number
of occasions that the objective is to balance full employment receipts and full
ployment receipts and full employment outlays. He has indicated on a number
budgetary concept.

First, am I correct in my understanding that in computing the full employ-
ment surplus or deficit for fiscal 1973, you have changed your method of compu-
tation ? For prior years, 1 bellieve you did not change the estimated budget outlays.
However, you adjusted receipts upward to the level which would be secured
at full employment. For fiscal 1973, however, for the first time you also cut
budget outlays down to the level which you believe would be incurred if we
had fu%l employment. Could you tell us why you changed your procedure in this
regard

What effect does the 1973 change have on the outlay figure? How much lower
are the figures shown in the budget for full employment outlays for fiscal 1973
than the actual outlays that you anticipate for fiscal 19737 [Nore: The budget
document indicates full employment outlays at $244.3 billion in fiscal 1973 while
estimated actual budget outlays are shown at $246.8 billion. So, the use of full
employment outlays in the 1973 budget reduces the outlay by approximately $2
billion.] Doesn’t this mean that if you had continued to use the proceedure for
presenting outlays that you used last year, the budget would show a full employ-
of a different outlay concept minus $700 million, the full employment surplus
of $700 million? [$2 billion, the reduction in outlays resulting from the use
of a different outlay concept minus $700 million, the full employment surplus
shown in the budget document for fiscal 1978.] ‘

Similarly, of you had not changed your concept of full employment outlays,
wouldn’t the full employment deficit of $8.1 billion that your current budget docu-
ment now indicates for fiscal 1972 be raised to a deficit of $11.6 billion? [This
is because for fiscal 1972, the current budget document shows full employment
outlaivs of $233.1 billion or $3.5 billion less than actual budget outlays for that
year.

As I understand it, the full employment budget is a concept that the economists
use for determining whether the budget has a stimulating or depressing effect on
the economy. :
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But is there any real economic significance to such a balanced budget at full
employment? How do we know that the full employment budget concept gives
us the right degree of stimulus or depressant? For example, when we have in-
flation, would it be better to have a significant surplus at full employment? Or
if the economy is underutilized, should we permit a significant deficit in the
budget at full employment? Is there any unique advantage in balancing the
budget exactly at full employment?

RESPONSE

The full-employment budget concept was revised in the fiscal year 1973 budget
to allow for adjustments on the outlay side as well as on the receipts side of the
budget. The outlay adjustment reflects the growing awareness that both sides of
the budget are affected by the level of economic activity. Budget outlays were
reduced by $3.5 billion in fiscal year 1972 and by $2 billion in fiscal year 1973
to arrive at full-employment outlays. These adjustments were for the unem-
ployment insurance benefits and BPmergency Employment Act outlays that are
estimated to occur because the unemployment rate is in excess of 4%. Our outlay
adjustments are on the conservative side, since we made no adjustments for
social security payments, food stamp outlays, public assistance outlays, and
veterans pensions, all of which would be lower at full employment.

The full-employment budget permits the Government to plan its expenditures
and revenues with reference to the steady growth of the economy’s capacity to
produce, and not to have to make continuous departures from those plans to
meet actual or forecast economic fluctuations. At the same time, the full-em-
ployment budget helps to stabilize the economy by generating fiscal stimulus in
periods when the economy is operating at less than full employment and fiscal
restraint when full employment is reached. Bqually important, the full-employ-
ment guideline imposes effective and continuous discipline on the budget by
setting an upper limit on spending.

The full-employment budget may or may not provide exactly the proper

The full-employment budget may or may not provide exactly the proper
amount of stimulus desired for the economy ; such precision cannot be claimed
for any instrument of economic policy. What the full-employment concept does
do, however, is to help us to avoid the large fiscal errors of the late 1960's when
large full-employment deficits were accumulated in each of 8 successive years,
These large full-employment deficits initiated the inflationary pressures that we
have experienced since that time. This is why this administration has adopted
the guideline that precludes significant full-employment deflcits.

The full-employment budget principle does not preclude significant surpluses
at full employment. There are conditions under which such surpluses would be
entirely appropriate. Those conditions do not exist now, however,

Senator Byrp. Now, in reading the hearings of last year, I find
them interesting and somewhat intriguing. I notice on page 42, Mr.
Shultz said: “I think the full-employment revenues are more or less
calculable and are inde})endent of what the economy is actually doing
during that fiscal year.’

But I understand you to say a little while ago that the reason we had
this $8 billion deficit in the full-employment budget is because of the
situation in the economy.

Mr. Suurtz. No; the situation in the economy, except insofar as
you miss your estimate of the rate of inflation, does not alter the full-
employment assets. What altered the full-employment assets fairly
sharply last year was the fact that Congress changed the effective date
of a social sccurity tax increase, and acting on the President’s rec-
ommendations, changed the tax rates last fall. ‘

Senator Byrp. Now, I find on page 43, where Senator Hartke and
Senator Talmadge indicate there would be a deficit, a Federal fund
deficit of $35 or $40 billion for fiscal 1972, Mr. Shultz said: “I do not
believe there is any chance”—any chance—“that we will have a $35
billion deficit.” :
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Yet we have a deficit that you predict now for fiscal 1972 of how
much in Federal funds?

Mr. Suurrz. 44.7.

Senator Byrp. $45 billion ; right ?

Mr. Suvrnrz. Yes,sir,

Senator Byrp. May I ask this, are you concerned about the size of
the deficit ¢

Mr. Suuvnrz. Yes, sir; I am.

Senator Byrp. I note in your statement today, Mr. Shultz, that
assets are estimated to increase by $23 billion primarily because of
increased economic activity. Now, that $28 billion increase will come
from personal and corporate income taxes in main, I assume?

Mr. Snurrz. Yes,sir.

Senator Byro. Now, I go back again to last year. On page 54 of the
committee hearing of March 8,1971, I put this inquiry:

The source Is the Office of Management and Budget. Now, Mr. Shultz, the
estimates on corporate income taxes for 1972, fiscal 1972, you estimated would
be $37 billion as compaerd with $30 billion in the current fiscal year, which is an
increase of 23 percent. Is that not a very substantial increase in corporate profits
that you expect?

Mr. Shultz, we believe it is perfectly consistent with our projections of the
economy., We expect the economy to be moving forward, We believe there has been
a considerable wave of cost consciousness throughout the business organization,
When you add these two things together with the leverage that expansion gives
in corporate profits, one should see a very sharp upward movement of corporate
profits, and I expect that we will,

Now, as I understand it, you do not now expect $37 billion in fiscal
1972. What figure do you expect for corporate profits?

Mr. Suurrz. $30.1 billion. T think that is the basic argument that
i;gu %wted; I would still stand by it. The problem is, as various mem-

rs have brought out in their questioning, that our estimate of the
economy and the rate of expansion was too high.

Senator Byrp. So you anticipated last year a 20-percent increase, a
little more than 20 percent increase in corporate profits, which did not
materialize, or asset from corporations. Now, as I visualize your figure
this year, %rou also, you now anticipate again a 20 percent increase, Is
that right?

Mr. Suurrz. 16 percent for fiscal 1973 over fiscal 1972.

Senator Byrp. Well, as T understand it, you had $80 billion you
estimated you would take in for fiscal 1972 and you estimated in the
new figures $36 billion, did you not? ,

M;‘ SHaULTZ. Excuse me, Senator. I missed the last part of the ques-
tion

Senator Byrp. Did the new figure that is the figure for fiscal 1973
corporate income tax, what do you estimate that to be?

Mr. SuurTz. $35.7 billion. ‘ ’

Senator Byrp. Say $36 billion versus $30 billion that you will take in
in fiscal 19727 ‘

Mr. Suurrz. Correct.

Senator Byrp. That is a 20-percent increase?

Mr. Sauvrz. Wel, it does not work out quite that way, because 35.7
and 30.1—we have a calculation here. 4

Senator Byrp. It is pretty colse to 20 percent. Do you feel that is a
realistic increase ¢

Mr. Sxurrz. Yes; that is our best estimate.
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Senator Byro. Then for personal income taxes, there again, you
figure you will have an increase of about 10 percent ?

Mr. SuuLrz. Approximately.

Senator Byrp. From 86—— .

Mr. Saurrz. $86.5 billion to $93.9 billion.

Senator Byrp. Roughly 10 percent?

Mr. Suuvurz. Yes.

Senator Byrp. Do you think that is not too high?

Mr. Saurrz. Well, { think given the projections of the economy
that have been made, that is consistent with those projections. The
revenue estimates, I might say, are basically made by the Treasury
Department and they give us the estimates to use them in the budget.
But I am glad to reag the tables you provided.

Senator Byrp. Maybe I should ask the Treasury.

Secretary Conxarry. My answers would be the same. I do not
think it is too high, I think it is realistic. It is the best estimate we
can make. We have neither been pessimistic nor optimistic in trying
to make these predictions. We think they are realistic.

Senator Byrp, But even if you hit those figures, you still will have
a very substantial Federal fund deficit?

Secretary Connarry. That is correct.

Senator Byrp. Of rou%h'ly $36 billion.

Secretary ConNALLy. Yes; that is correct.

Senator Byrp. Federal funds?

Secretary Connarvy. That is correct.

Senator Byrp. So even with these huge deficits, and I think we
would all have to agree that these Federal funds deficit are, I would
say, smashing, and certainly huge, and even with that, we have
approximately the same unemployment rate that we had in Novem-
ber of 1970, which was quite a while ago.

Mr. Suurrz, We expect that the unemployment rate will decline
as the economy expands and I believe myself that had we not had
these deficits—that is, if we had not changed tax rates and if we had
tried to cut expenditures wa y down—in other words, if we had
tried to bring the budget in balance for fiscal 1972 on the unified basis,
we would have a lot higher unemployment than we now have.

Senator Byrp. I want to refer to Secretary Volcker’s statement on
February 22. On page 9, it says:

It is contemplated that the various obligations incurred by maintenance of

value requirements, however remote, will need to be covered by appropriatoins
in the amount of approximately $1.5 to $1.6 billion.

Would you comment on that?

Mr. Vorcker. Well, that is a figure which arises as a result of the
change in price of gold and our obligations to certain international
financial institutions, When we change the price of gold, we must
maintain the gold value of our subscriptions to the IMF, to the World
Bank, to the Inter American Development Bank, and to the Asian
Development Bank. And this involves the assumption of certain lia-
bilities which in all cases have certain assets related to them. The
biggest single chunk of those liabilities is a rather remote contingency
item, the callable capital for the international development institu-
tions of some $663 million. About $525 million, is an increased sub-
scription of the IMF, and there is an increase of about $400 million
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of paid-in capital to those various international development institu-
tions, All of which, under the terms of that bill, will be covered by an
appropriation. ) o

ut, as I pointed out there, the appropriations covers the liability
side; it does not cover the asset side and we have increases that about
match these liabilities.

Senator Byrp. What I am trying to understand, is does it require
an additional appropriation by the Congress of $1.5 to $1.6 billion?

Mr. VoLckER. Yes, sir.

Senator Byrp. Is that figure in the present budget as submitted ¢

Mr. Vorcger. No, sir. gl‘his has no budgetary impact on expendi-
tures, I should point out, until fiscal 1974. ,

Senator Byrp. But it would require an appropriation for fiscal 1973¢

Mr. Vorcker. Well, the appropriation we anticipate will come
promptly following the authorization; we hope it does. It will not be
spent. There will be no expenditures resulting from this.

Senator Byrp. Well, so far as the Congress activity is concerned,
would you propose to ask the Congress to appropriate or authorize the
appropriation of $1.5 billion during ﬁscaf) 19731%

Mr. Vorcker, Yes. The bill that we have proposed would authorize
the appropriation and we hope the Congress will also appropriate
the money.

Senator Byrp. Now, that is over and above, then, the budget as
submitted in January ?

Mr. Vorcker. Well, it is in addition to the appropriations requested.
It does not add anything to expenditures this year. And it does not
add anything to expenditures next year.

Senator Byrp. I realize that, but a budget was submitted of $246
billion roughly, in January. But that did not include this $1.5 or $1.6
billiﬁ)nt ghat you are calling for in separate logislation. Am I correct
on tha .

Mr. Vorcker. Well, the expenditure side of the budget is not affected
by this legislation,

Senator Byrp. The appropriations are?

Mr. Vorcker. The appropriations are.

Senator Byrp. That is what I am getting at. This is in addition to
the appropriations that you asked for in the budget. Is that right?

Mr. Vorcker. Yes, sir,

Secretary Conwarry. That is correct.

Senator Byrp. Now, under the, if you put a ceiling on expenditures
g}tl; t‘};e level submitted in the budget, this would not adversely affect

at .

Mr. Vorcker. No; no expenditure is involved.

Senator Byrp. I understand that. But it would require an appropria-
tion of an additional $1.5 to $1.6 billion ¢

Mr. Vorcker. Yes, sir.

Secretary ConnvaLLy. Yes.

Senator Byrp. Now, I think I understand that.

To go back once more to this $28 billion increase that is expected, $6
billion of that in round figures—1I am just giving round figures now—
would be from corporate income taxes and roughly $8 billion from
personal income taxes, making a total of $14 billion. Now, where would
the additional $9 billion come from ¢ ‘
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Mr. Srionrz. On page 65 of the budget, there is a table of budget
assets by source. The biggest single increase in that group other than
the ones you have mentioned is in social security taxes and contribu-
tions, which would go up by about $% hillion. '

Senator Byrp. This again, that wouid not affect, though, the Federal
funds, would it ¢

Mr. Suurrz. No.

Senator Byrp. And the deficit ?

Mr. Suurrz. No, but it would affect the total assets of the Treasury.

_Senator Byrp. So in rounding figures, you will get $6 billion addi-
tional, you believe, from corporate ircome taxes, roughly $8 billion
tfrom 2personal income taxes, roughly $9 billion from social security

axes

Mr, Suaurrz. That is correct.

Senator Byrp. Now, in testimony before the Senate Armed Services
Committee, the Secretary of the Navy testified that an aircraft carrier
which would be a twin to the one that is being built now—I guess you
would say a trisﬂet because three of them are being built that are rather
identical. The last one, the one that is in process of being built now,
cost $660 million. Now, the estimate for the new one, which has been
recornmended in the current budget, is $990 million. In other words,
that is a 50-percent increase in the cost. I asked the Secretary of De-
fense why that was—I beg your pardon, it was Secretary of the Navy,
Mr. Chaffee—why that was and he said it was because of inflation.
Now, we are anticipating a pretty high inflation rate, are we not, if we
have a 50 percent increase in that ship, the same ship ¢

Mr. SHurrz., As I understand it, the ships are, if not identical, vir-
tually identical, so that we are basically talking about the cost of doing
a similar thing and I do not have in mind precisely what the beginnin
and ending dates are that are involved. One would have to make a cal-
culation that is not an across-the-board Consumer Price Index-type
calculation, but one that represents the particular parts of the economy
that build that ship. But certainly that is the implication.

Senator Byrp. I have been a strong supporter of the aircraft carrier.
I think we need an additional one. But I must say I was sort of shook
up when T found that price had gone up from $660 million for the one
under construction now to $990 million. As the Secretary pointed out,
I think it is due to the anticipated inflation. '

. Senator Bennerr. Will the Senator yield ?

Senator Byrp. Yes.
~ Senator Bennrrr. Would that inflation not be represented largely
by the cost of labor that went into the ship ? In other words, it is not
monetary inflation, it is wage inflation ¢
~ Senator Byro. I do not know. That is really what I am asking, or
trying to find out.

Mr. Sauorrz. Inflation affects many things. It affects the materials
that are used to build the ship with, it affects all of the complex gear
that is involved. And of course, to a degree, this all back to labor
in tli¢ ~ense that for the economy as a whole, most of the value added
is added by labor inputs.

Senator Byro. I am sorry to take so much time, I am almost through.
I just am terribly concerned about what I consider to be these smashing
Government deficits. I am convinced I am right, but frequently, I'think
I must be wrong. I do not find in the Congress or for that matter in the
administration much concern over them.
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As you know, I am not very partisan in my political outlook. I am
rather like Governor Connally; I am an independent Democrat. The
Governor of Virginia, the Republican Governor, spent full time trying
to defeat me for reelection. And the three Democrats elected by state-
wide vote, all opposed me. The Republican nominee got 14 percent
and the Democratic nominee got 30 percent, so it turned out all right. I
cite that to show that I am not partisan in my approaches.

I felt that the Johnson deficits, the Democratic deficits, were very,
very bad and were a major cause of inflation—$28 billion in 1 year.
Now, the last 4 years of President Johnson’s administration, the total
Federal fund deficit was $54 billion. :

Now we come to the 4 years of this administration. The total Federal
funds deficit will be $124 billion. To me, that is a smashing accumula-
tion of deficits. If these heavy deficits totaling $54 billion are not a good
thing under a Democratic President, then I can hardly say that deficits
totaling $124 billion are so fine under a Republican President.

Be that as it may, I realize that my concern about this matter seems
to be greater than most Members of the Congress. But I did feel that
I wanted to register this view today.

I want to put in the record the compiling of revenues and outlays
and budget deficits for the 20-year period 1954 through 1978. It shows
the budget has been balanced on a Federal funds basis only three times
durinﬁ that period and that was under the administration of President
Eisenhower. I ask unanimous consent that it be put in this record.

DEFICITS IN FEDERAL FUNDS AND INTEREST ON THE NATIONAL DEBT, 1954-73, INCLUSIVE
{tn billions of dollars]

Surplus Surplus
+) or or
deficit Debt deficit Debt
Receipts  Outlays ) interest Receipts  OQutlays (=) interest
62.8 65. ¢ -3.1 .4 101.4 106.5 -5.1 12.0
§8.1 62, 3 —4.2 .4 111.8 126.8 ~15.0 13.4
65.4 63.8 +1.6 . 8 114.7 143.1 28 14.6
68.8 67. +1.7 .2 143.3 148.8 ~55 16.6
66.6 69. -3.1 .6 143.2 156.3 —13.1 19.3
65.8 7. -~11.2 1.6 133.7 163.7 -30.0 20.8
75.7 74, +.8 . 2 137.8 182.5 —44.7 21.2
75.2 79. -4.1 .0 150.6 186.8  —36.2 22.3
79.7 86, -6.9 .1
83.6 90, —6.5 .9 20-year
87.2 95. ~8.6 10.7 total_. 1,916.3 2,141.8 225.5 241.5
90.9 94, -3.9 11.4

1 Estimated figures.
Source: Office of Management and Budget and Treasury Department.

The CuaamrMAN. If you put it on a full employment basis, you would
find there were some balanced budgets. )

Senator Byrp. I do not understand the full employment budget—it
is pure fiction.

One thing I do understand, it has been estimated that the national
debt at the end of the next fiscal year—that is fiscal 1978—will be
$493 billion. Am I correct on that ¢

Secretary ConNaLLY. Yes, sir.

. _Senator Byrp. Then by the figures submitted in the current budget,
plus the previous budgets, the Federal funds deficit on which the
national debt is based for the 4-year period of the present administra-
tion will be $124 billion. This means that 25 percent—25 percent of
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the total national debt will have occurred in these 4 years ending
July 1973. 1 think that is cause for great alarm. That is why we are
having this hearin%xtodu because of the need to increase the debt
ceiling because of these deficits. Whatever concept you wnat to use,
you would not need to increase the debt ceiling were it not for the
fact that we are running these very heavy deficits.

I thank you, Mr. Secretary,and Mr. Shultz.

Secretary ConnarLy. Thank you sir.

The CrairMAN. Senator Miller?

Senator MiLLer. Thank you, Mr. Chairman.

Mr. Shultz, did I understand you to say that it would take about
one and a half million more people on the payroll to get from a 6-per-
cent down to a 4-percent unemployment rate?

Mr. Suurrz. Without doing a quick calculation, a 2-percentage point
change would amount to giving a labor force on the order of 80 million
people.

Senator MILLER. So what we really need to do is wave a magic wand
to put one and a half million more people on the payroll, right now,
and we would be down pretty close to our target of 4-percent unem-
ployment. I's that correct?

Mr, Suurrz. Well, the magic wand would have to be very broad. It
would have to be a magic fan, so to speak, in the sense that the ecoonmy
is constantly changing. People are being added to payrolls, sub-
tracted from payrolls, and so on. So it is a net increase that we are
talking about. :

Senator MiLLer. I understand. Now, if the Armed Forces had as
many people in them today as they had 3 years ago, and if the defense
and space industry employment today was what it was 8 years ago,
what kind of an unemployment rate would we have?

Mr. Suvirz. Well, we can show that the defense-related employ-
ment—did you say 4 years ago ? ‘

Senator M1L.LER. Three years ago.

Mr. Suurrz. Well, gomf; back to, say, 1969, defense-related em-
ployment was about 7.7 million. In 1971, we estimated it was about 5.8
million. So you can see, that is approximately 2 million. However, I
think a fair statement would be that if we had continued the war and
all of the defense-related employment connected with it that was going
on in 1968 and 1969, everything else would not be the same. There
would have been other changes. A
* Senator MiLLer. Well, what about the reduction in the Armed
Forces in that period of time? Do you have a figure on that?

Mr. Suurrz. Yes, let’s get the chart on the table. In 1969, the mili-
tary had about three and a half million people in it and in 1971,
“about 2.4 million. So we declined by about 1.1 million in the military
in that period. : - v

Senator MirLer. Then we had a decline of 1.1 million in the milita;
and 1.9 million in the defense or space related industries. :

That comes out to about 3 million jobs. o ,

Mr. Suurrz. No: the defense-related that I.cited earlier were a
combination of military, Department of Defense civilian employees,
and Department of Defense—defense-related jobs in . private indus-
try. It did not include the space. o a :

* Senator M1LLer. Do you have any figure on that?

Mr. Sauurz. We can get it easily enough.
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I do not know whether I have it right on hand.

Senator M1LLER. You can supply that for the record ¢

Mr. SuuLTZ. Yes, sir.

. (Crerx’s Not: The Office of Management and Budget subsequently
informed the Committee that space-related employment was 218,000
in 1969 and 138,000in 1971, a decfine of 80,000.)

. Senator Mirrer. It would seem to me that if all these people were
in the same slots they were 8 years ago, we would not be worried too
much about the unemployment rate, would we? .

We were not: worried about the unemployment rate back in those
da,gs. As I recall, it was under 4 percent.

ecretary Connvarvy. That is right.

Mr. Sauvrz. That is correct. I would contend that there is a dif-
ference between a deficit at a time of underutilization of capacity is
being utilized or fully used. But as a result of those deficits, we had
an escalating inflation.

Senator M1LLER. I guess what I am trying to get down to is some-
thing which will satisfy my colleague, Senator Byrd, because he knows
that I share his deep concern about budget deficits. But would this
be a fair statement : These budget deficits over which we have a lot of
concern, and the reason you are here in this room asking for an in-
crease in the debt limit, represent the price we are paying for mov-
ing from a wartime to a peacetire economy ?

. SHoLTZ. I think there is a great deal to that. The combination
of moving, the transition problems involved in moving from a war-
time to a peacetime economy, plus the problems that are difficult to
avoid in cooling off an economy that is experiencing an escalating in-
flation and turning that around are likely to produce the sort of weak-
ness in the economy that we are experiencing. .

Now, we had hoped that we would be able to turn this around with
the g(l:)(l)nomy somewhat stronger than it now is, but that has not been
possible.

Senator Mirrer. Well, we had hoped that the price of making that
transition was not going to be so severe.

Mr. Seurrz. Correct.

Senator MiLLER. Now, Senator Byrd asked you earlier, Mr, Shultz,
how you arrived at that full employment deficit of $25.5 billion for
fiscal 1978, and you gave us a general feel for how this was calculated.
But, I am wondering if you could supply for the record-the specifics
of how that was calculated ¢ .

‘What was the GNP, for example, and how much revenue derived
from the various components of the GNP, and so on? Then we can
see the rationale and the logic that was used in building it. Would
that be asking you for something that you would not care to give us?

Mr. Suurrz. No; we can produce that.

Senator MirLer. I would appreciate that.

(The following was subsequently received for the record:)

CALCULATION OF THE FULL-EMPLOYMENT BUDGET

Budget receipts and budget outlays are related to the level of economic ac-
tivity. The full-employment budget abstracts from the current and anticipated
level of actual economic activity and measures the budget as if the economy were
operating contintiously at full employment. Full employment has been con-
ventionally accepted as the level of economic activity that produces a 49 unem-
ployment, rate for the civilian labor force. :

74-187 0- 172 - 6
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I. FULL-EMPLOYMENT RECEIPTS

b 1E:st:lmate:s of full-employment receipts are based on a series of steps as outlined
elow :

Full-employment GNP consistent with the full-employment definition is cal-
culated.

The major income components of full-employment GNP, namely corporate
profits, taxable personal income, and wages and salaries, are caleulated.

[The appropriate tax rates are applied to the derived income shares. These
rates change with tax law changes (such as increases in exemptions and deduc-
tions, increases in social security tax base and tax rate, etc.) ; the rates appro-
priate to the year for which the estimate is made are used.

II. FULL-EMPLOYMENT OUTLAYS

The two outlay categories most obviously affected by the level of economie
activity are unemployment insurance benefits and Emergency Emplqyment Act
outlays (public sector jobs). Estimated budget outlays were reduced by $3.5
billion in flscal year 1972 and by $2 billion in fiscal year 1973 to arrive at full-
employment outlays. These adjustments reflect the outlays that occur because
the unemployment rate is in excess of 4.0 percent.

Some economists suggest that other items should be included in the adjustment
of outlays. For example, social security payments, food stamp outlays, public
assistance outlays, and veterans pensions would undoubtedly be lower at full
employment. In the other direction (although probably of a smaller magnitude),
it is likely that at full employment interest rates would be higher and interest
on the public debt would be greater. However, we do not feel that we have a
sufficiently sound basis for making adjustments for these factors. We prefer for
the present to limit the adjustment to unemployment insurance benefits and
BPmergency Employment Act outlays. The adjustment we have made is, there-
fore, a conservative one.

Senator MiLLer. Now, at the time of the hassel over the escalated
GNP a year ago, the $1,065 billion, that was on a calendar year basis
for calendar year 1971, wasn’t it ¢

Mr. Suovrz. What is right, that was the average for 1971.

?e;mtor Mirier. Have you made a GNP estimate for calendar year
1972

Mr. Smurrz. Yes, we have, and the basis for the estimate in the
budget is an estimate of GN P'in the neighborhood of 1145—$1,145
billion.

Senator Mirrer. But as I understand it, many of the estimates in
that budget are on a fiscal year basis.

Mr. Suuvrz. That is correct. )

Senator MiLLer. So do you have a GNP estimate for fiscal 1973?

Mr. Suorrz. We do not in as precise a way, but it must be remem-
bered that the bulk of the revenue collected during fiscal 1973 are a
reflection of economic activities in calendal: 1972, That is, the calendar
1972 activity that generates the payments into the Treasury, and par-
ticularly in the spring of 1973. So calendar 1972 is the important
estimate.

Senator MiLer. All right. Then I wonder if you could supply this
committee for the record this kind of a set of statistics? First, for cal-
endar year 1972, the $1,065 billion estimated GNP. Then the com-
ponents of that ¢ ) ) :

Mr. Seuvrz. Well, now, wait a minute. The full employment reve-
nues were not based on 1,085, they were based upon a GNP that was
estimated to be a full employment GNP. )

. So we made an estimate of that and how much personal income
and how much corporate profits will be generated. :

Senator MrLer. The $1,065 billion estimated GNP for calendar
year 1971 was a hard estimate,
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Mr. Snurrz. That was an estimate and a target, something we hoped
to see the economy truly attain.

Senator MiLLer, I understand. Now, in order to arrive at that, you
had various components of that GNP and there were estimates of how
much each of those components was going to increase over 1970 in
order to arrive at the $1,085 billion. We were furnished those by the
Council of Economic Advisers. Now, what I would like to get is those
original estimates and then show us where those estimates fell down
within those components. For example, in the home building industry,
there was an estimate of so much increase. I would like to see how
much we fell short in some of these components. Perhaps we were up
to target on some others. Could you provide that for us?

Mr. Suurrz. We willy or it may be that we should question the
Council of Economic Advisers to produce that.

Senator MiLLer. That will be fine.

But I do think you have a combination of statistical changes which
can be shown, and I agree, it is difficult to know whether the whole
thing should i)e lowered by $3 or $8 billion, but somewhere in the $3
to $8 billion range, the 1065 should be lowered.

Mr. Suuvrz. That would be all right.

Senator MiLLer. That would lower, of course, the estimate of the
error.

Mr. Suvuvrz. That, would be all right.

Senator MiLrer. Then I think the major thing that we did not esti-
mate correctly was as Secretary Connally said earlier, the tremendous
swing in the so-called net import-export balance in the gross national
product. I think that had a big influence throughout the economy.

hMr. Suurrz. But you could explain those factors in submitting
this.

Senator MrLrLer. And those things we could submit in a table and
some explanatory material.

And would you do this for the calendar year 1972, showing us the
components and how much the estimated increase within each compo-
nent would be, your target, in order to arrive at the $1,145 billion.

Mr. Suurtz, Again, let me say that I would like to pass that ques-
tion to the Council of Economic Advisers. And I would add that I
think, myself—I am just speaking about my own outlook on this—that
the method of estimating economic activity to come by estimating the
various components shares of the GNP seems to have in it, to me any-
way, & natural downward bias. And there is another way of going
about it that looks at the overall and does not presume to be able to
forecast quite so well some of the component parts. .

But at any rate, there are implications broadly for the component
parts and the Council can produce those. )

Senator MiLLer. Well, are you suggesting that we ask the Council
of Economic Advisers for this information? ) )

Mr. Suuntz. Well, they were the source of the first information
that you cited and they customarily do that kind of thing and present
it in our own internal meetings. ' ) o

Senator MiLrer. May I ask the Chairman if he would direct the
staff to obtain that from the Council of Economic Advisers so that
‘we can have it in the report at that point{ :

The CHAIRMAN. Yes. ] .

(The following was subsequently received by the committee:)



COMPARISON OF FORECAST AND ACTUAL GROSS NATIONAL PRODUCT, 1971, AND FORECAST OF GROSS NATIONAL PRODUCT, 1972
[in biltions of doHars]

January 1971 forecast 1971 actualt January 1972 forecast
Amounts Amounts
Revisions in

1970 1971 Changes Changes 1970 data Amounts Changes
ltem i (actual)?  (estimate)  from 1970 1970 19712 from1970 during1971  (estimate) from 1971

GNP, . 977 1,065 38 974 1,047 73 -3 1,145 98

Consumption 617 675 58 616 662 ' -1 713 5
'%m"'ﬁiea L (%gg (iosg) %3) (%gg) (%3%) %g (8) (ﬂ; 25)

ness n
e ® ¢ 4 @ @ 4 & 9 3
I f] - -

G Purchases ) 100 (@8 ¢ 2 33) e © = don %
State and local = %m} (135; a8 a122) <§§§§ a3) $+1§ sl (16)

Net exports....__.____._..____.-_.._.__._ T 4 4 0 4 0 v 0 0 0

1 January 1972. Note: Detail will not necessarily add to totals due to rounding.
2 Preliminary. Source: Department of Commerce and Council of Economic Advisers.
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Senator MiLLer. Mr. Secretary, I want to commend you for, I think,
demolishing this tax loophole myth that has been floated around in
these last few weeks. I think you put it very properly, that it gets into
a definition of what a loophele is. There are very few areas in the tax
code today that are not in there specifically because of the legislative
determinations of the Congress. There are some people, of course, I
know, who think that capital gains should be eliminated. They think
that all tax preferences should be eliminated. I do not know what
would happen to our economy, to the capital formations needed to ob-
tain jobs, to the tax comgetlveness of our American industry vis-a-
vis overseas competitors. But the main reason that Congress has legis-
lated these preferences over the years, I am quite sure, is for jobs and:
if we do not have those tax preferences, there go the jobs. I am afraid
§omehpfople have been terribly misled by some of this talk about tax
oopholes.

Igow, finally, as long as the 20 percent social security tax issue has
been raised, I am wondering, Mr. Shultz, if you could obtain and fur-
nish for the record of this committee an estimate of how many people
over the next 5 years would benefit from such a 20 percent increase and
what W?ould be the amount of the total benefits that they would re-
receive

And then just compare that against how many people in the work
force or new entrants into the work force would ge paying for that
increase?

Can you obtain that for us?

Mr. Suurrz. Yes. I think the source of that information would be
the Social Security Administration and I can ask them to get that up
and then we will forward it to the committee,

Senator MirLer. Thank you very much. Thank you, Mr. Chairman.

(The following was subsequently received by the committee:)

In fiscal year 1973, there will be 28.2 million recipients of OASDI, This num-
ber will increase by about 1 million in each year out to 1977, Therefore, by 1977,
32.2 million people would be receiving increased benefits from the 209 increase.
The 282 million recipients in fiscal year 1978 would receive a total of about $6
billion more in benefits. The 32.2 million recipients in fiscal year 1977 would re-
ceive about $814 billion more,

The number of contributors to OASDI in 1978 is 98.7 million. In 1977, there
will be 108.1 million contributors. This is an increase of 9.4 million in the 4 years,
most of whom would be new entrants to the labor force.

The number of contributors under the Mills proposal and under H.R, 1 would
be the same. However, the budget receipts under the Mills proposal will be less
than under H.R. 1 after 1975. Therefore, in 1977. the contributors will be paying
less under Mill's proposal than they would under H.R. 1.

The Cuarman. I have something I want to ask you about. Four
s}tllbjl(:cts actually. A couple of them could be answered yes or no, I
think.

This is to Mr. Shultz. Is it true that Congress actually appropriated
less money than the administration recommended ?

I heard Senator Byrd make that statement.

Mr. Suurrz. I think it was approximately the same through the
appropriations processes. Then it is important to recognize, of course,
that there is an authorization process in addition that goes on and
underneath those authorizations come new outlays. For example, in
the field of unemployment insurance last year. \
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But just taking the appropriation bills as such, I believe that the
amount aé)propriated was about the same as the administration
recommended.

The Cuamman, Well, you are saying that it extended what the
administration wanted because of unemployment insurance,

_Mr. Suurrz, No, that as the Congress is working on appropriations
bills and the appropriations committees are working away on that, at
the same time, there is authorization processes going on. And when
new authorizations come into play, they put forward things that were
not included in the original appropriations request and they result in
higher actual outlays than just the appropriations process by itself
would imply.

The Cramman, Well, I do not see how the authorizations could
make you spend more money—I mean without an appropriation. Can
you explain to me how that would be ?

Mr, Suvrrz. Excuse me, Mr. Chairman.

The CaarrMan. I can understand how authorization leads to an ap-
propriation, but can you spend money on authorization without an
apgroprratlon ¢

an you legally do that ?

Mr. Suurtz. In some cases, money is spent without an appropria-
tion. But customarily, you have an appropriation.

For example, if social security outﬂys or rates are increased, then
expenditures will be made without a specific appropriations commit-
tee action. And there are quite a number of cases where that kind of
spending takes place.

The Caamman. My impression is that the social security increases
we have recommended, we have also funded. We have put the increases
in the tax to pay for them, have wenot?

Mr. Saurtz, Well, that is one of the questions that we were dis-
cussing earlier. But the point is that it does nothing through the appro-
priations process and I believe Senator Byrd’s comment was directed
to what goes through the appropriations process. :

Senator Byrp. Mr. Chairman, would you yield at that point so I
might put the figures into the record ?

The CHAIRMAN. Yes.

Senator Byrp. For fiscal 1970, according to the Senate Appropria-
tions Committee, the Congress appropriated $8.3 billion less than the
administration recommended be appropriated. v

Tt shows that for fiscal 1971, the Congress appropriated $8.5 billion
less than the administration recommended.

Now, for fiscal 1972 and up to this point—and of course, we have
not concluded—we haye concluded all of the appropriations bills ex-
cept, I believe, a possible sup]]i)lemental. But up to this point, the ap-
propriations has been $2.8 billion less than the administration recom-
mended, $1.1 billion of that being in the foreign aid bill, for example,
where the Congress appropriated $1.1 billion less than was sought.

Mr. Scrurtz. I think your mentioning the foreign aid bill, Senator,
brings out one of the problems because we do not yet have a foreign
aid bill. Here we are at the end of February. We did not have a defense
bill until almost the end of December. So we are constantly operating
without knowledge of what the appropriations process is finally going
to produce and we still do not know about foreign aid for sure.
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Senator Byro. But in any case, the Congress has apﬁ)ro riated less
money—Iless money—than the administration asked the ongress to
appropriate.

r. Suurrz. That is through the appropriations process.

Senator Byrp. That is correct. That 1s the only way we can operate,
through the appropriations process.

Mr. Suurrz. No; you operate in many other ways.

The CrairmaN. Now, you tell us in what other respects the expendi-
tures have exceeded what the Congress has provided for them? For
example, we did increase social security, but we provided the tax in-
crease to gag for it, as I recall.

If it is different, I would like to know it.

Mr. Saurrz. I think the tax increase part was slipped a year as
compared to the President’s bud%et. That happened very early in the
game, But we can provide a detailed list and we have a table that goes
on for some number of pages in outlays by the type that gets you from
the $229.2 billion that the President originally recommended to the
$286.6 billion. I think it is now, that we currently estimate the outlays
to be. But you had a number of new things come in.

For example, you had an Emergenc Egnslployment; Act which Con-
gress passed and which was then funded. You had the special short-
term increase in unemployment insurance benefits, which Congress
passed and which resulted in outlays, and so forth. And there are
quite a number of things of that kind that are a reason why the total
now exceeds the original total.

The CuairMAN. Then if ]you will provide us that material, we can
study it and draw our conclusions from it. We cannot. very well draw
them until we see it.

(The following was subsequently received by the committee:)

JaNuary 18, 1972,

Change in 1972 outlay estimates from January 1971 to current
[In billions of dollars)

January 1972 estimate of outlays 229. 2
frm e e
President’s proposed reductions in August 15 new economic policy
announcement :
Reduction in Federal employment_ ... oo 1—0.6
Deferral of effective date for:
Federal pay raise by 6 months_________._ - =13
General revenue sharing —~1.1
Transportation and urban community development revenue
sharing —-.b
Welfare reform and social services initiatives. .. ________ —. 6
Sales of HUD assets _— — =2
Foreign economic assistance 10 percent reduction - -2
Other —— = 2
Total, August 15 reductions. o e —4, 8
Congressional changes :
Appropriations:
Major increases in administration request :
" Food stamp and special milk program +.8
Health and welfare +.2

1 A part of this decrease was taken into account by the Congress subsequent to August 15
in the appropriation actions listed later. Any double-counting resulting from this faect is
offset in the 1ine “All other changes, net” shown at the end of the table,
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Failure to Hmit increase on limitation on social services

to 110 percent of 1971 as proposed. ... +.2
Public works and atomic energy. - 4.1
Veterans medical care —— .2
School assistance in federally affected areas........._.. +.1
Direct loans for higher education. —— +.8
Major reductions in administration request:
Defense . -1.1
Higher education student assistance and subsidized insur-
ance loans.. ettt o e e e e e e e e e -2
Cther changes (each less than $100 million)._ . . ____. — .4
Total, appropriation action... e +.5
Mandatory authorizations :
Emergency employment assistance.... +.7
Increase in social security benefits above administration proposal. +1. 4
Action to overturn 6 month deferral of Federal pay raises...... +1.1
Military Sslective Service Act:
Military pay increase.._ .. _____ —— +.8
Reduction in average military strength.. . . ____..___ —_—2
Temporary Increase in railroad retirement benefits____________ +.2
Liberalized payments for school lunches oo +.2
Veterans compensation and pension increase. +.1
Total, mandatory authorizations__.. - +4.2
Inaction on administration proposals:
Medicare reform-__.__ - — - +.4
Deferral of special revenue-sharing add-ons. e __ —. 8
BEmergency school assistance ——— —— —. 2
GSA stockpile sales and leaseback pProposoil ... oceno +.1
Total, inactions - — ™
Total, congressional changes — —— +4.8
Reestimates of identifiable uncontrollable programs (excludes the
effect of Congressional action) :
Social security trust funds.... -1
Unemployment trust fund- .. +2.1
Farm price supports (CCC) oo +.8
o Postal Service-.. e e e e +.6
Federal unemployment benefits and allowances....oo e 4.5
Medicare - e —.b
Coal miner beneflts. +.2
Medicald o ’ +.6
Public assistance- —— e e e e +.8
Retirement and other employee trust funds .. - +.2
Military retired pPAY - +.2
Interest oo - —— +.4
Other — - e +.4

Total, Reestimates of identifiable uncontrollable programs.... 6.0
Other changes:

Yefenr> (and military assistance)....... ——— +.4
GSA stockpile receipts (effect on outlays) - oo +.6
Small Business Administration programs .. coecneeeoo 4.2

All other changes, net. oo e +.2
Total, all other Changes. ... e +1.4
Current 1972 estimate .. weoo oo . — ' 236.6

*Less than $50 million, :
2 This i3 an Increase over the January 1971 estimates for the social security l;l)romam
including new legislation estimated in that budget at $8.1 billion (not then shown as
uncontrollable) but excluding the conygressional add-on shown above.

" The CuammaN. Now, are there a lot of jobs in this country that
people can’t be persuaded to take at the present time?
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Mr. Suurrz. Well, there are certainly open jobs and there is a
process of filling jobs constantly. And I am sure there are jobs that
are very difficult to persuade peoFle to take.

The Crairman. The average farmer claims to me he caxinot get peo-
ple to work. I had all kinds of people explain that here we have peo-
ﬁle snying that you must pay higher welfare benefits because you

ave unemployment. I saw an ad on television the night before last
when I was in Los Angeles, a fellow in the electronics business with
the best personality he could project trying to persuade somebody to
go'to werk for him. He was talking about the opportunity he could
offer, He urged anybody who had any experience at all, who had done
any kind of work repairing television sets and so on to come in. He
did all he could, put on his best front and nicest smile, trying to per-
suade folksto come in and go to work. ‘

Against that background, I have difficulty understanding why we
have so much unemployment. Can you help my thinking on that sub-
ject? Why is it that these people can’t get somebody to go to work and
yet we are told that we have 6-percent unemployment.

Secretary ConnNarrLy. Mr. Chairman, let me respond on that in part -
at least. I happened to be in Houston over the weekend and I just
looked at the two papers, the Houston Post and Houston Chronicle.
I noticed column after column, page after page, of employment op-
portunities for peogle in every type of endeavor. I looked at the job
wanted column, and believe me, 1t does not span three column inches
not three columns. I suspect that is true of nearly every paper in the
country.

Part of it is because, No. 1, there is a lack of skilled people to fill
a great many of the jobs that are available today. Now, to try to cure
that, the administration and the Congress are spending in this fiscal
year about $414 billion for manpower training and employment serv-
1ces. So there is no shortage of activity.

Now, secondly, though, this Nation is now 56 percent service ori-
ented ; 56 percent of the people of the United States today are in serv-
ice-oriented jobs. But there are a lot of service-oriented jobs that peo-
ple do not want to work in.

So when you take those two things—the number of jobs for which
people do not have the skills and the fact that many of the jobs are
service oriented and people do not want them—you have a real pro-
blem and we are spending $414 billion a year to try to solve it.

The Cramman. Well, I am conversant with the same problem in
one respect or the other. T am looking for somebody to do some work
and I have people coming to me—with the change of administration
that is going on—who want me to help them find a job—one adminis-
tration going out, the other administration coming in. I am sure you
are familiar with that.

You have seen that ha,gpen in Texas and elsewhere.

Secretary ConnavLLy. I sure have.

The Cramman. Yet there is no point in my oﬁ’erin%1 those people
the job I have available because that would not pay them anything
like what they would like to have. They would like to have a job in
line with what they used to receive on the State payroll, where they
were well paid and not working very hard. Now what I have in mind
is something that does not pay as much but expects a person to do
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more work., But nobodﬁ is interested in that, they are sort of offended
at me for offering it. But I would like to find somebody to do those
jobs. I think that is a problem that exists for employers all over the
country, trying to find somebody who wants to work.
. I was discussing that with a person who has been pretty successful
In getting good help up here on the Hill. He explained to me that his
success in hiring good people has to do with the fact of going through
an employment agency where people pay an employment aﬁency
something to find them a job. He proceeds on the assumption that if
those people want a job badly enough to pay to get it, they must
reallydwant to work. And his experience has been very good in that
regard.

ut I am really convinced that there are more than a million jobs
in this country looking for takers. I just wanted to know if you think
that, Mr. Shultz. ‘

Mr. SauLTz. Yes, I think that is probably right. We have seen in the
figures that are collected, the National Industrial Conference Board, T
think, tries to summarize the figures on help-wanted: advertising all
over the country. As Secretary Connally brought out, we see an upturn
in the amount of help-wanted advertising. We see a little bit of that
in the Bureau of Labor statistics, job vacancy statistics, although that
is a new statistical service that is a little bit hard to judge. And you
certainly get the feel of that by talking around the country, that jobs
are opening up; and at the same time, in most cases, there is a reluc-
tance, just as you mentioned, to take a job that is a little less than
you might prefer.

The %HAIRMAN. Well, now I would like to ask Secretary Connally
about this gold matter. I was hopeful we are going to get some real
concessions in connection with agreeing to raise the price for gold.
Can you tell me, Mr. Secretary, what happened about that? What did
we manage to get in & meaningful way in agreeing that we would pay
more for gold ¢ ]

Secretary ConNaLLy. Mr. Chairman, I think we have to posture this
in the right perspective, and it was not, first, a quick proposition. We
iOt the realinement of the currency rates. That was one problem.

nd we got a very, very satisfactory realinement of rates.

Excluging Canada, it was an average of about 12 percent. But
in addition to that, we took the position, which T still take, that the
realinement in itself was not going to be enough. What we needed
to do was to break down the quotas, the tariffs, the administrative bar-
riers that impede the export of American products and commodities
in the markets around the world. It was not a precise trade-off at all j it
never was proposed on that basis. But we tied them together. I person-
ally tied them together because I kept saying to the finance ministers
and others that tﬁ realinement made no difference to vs. It does not
really, and I used as an example the relationship between the yen and
the dollar. :

What difference does it make? You can realine it all you want to.
But if you have quotas and restrictions of whatever type to where we
cannot sell American commodities in the J. aggnese ‘market, then it
does not make any difference what the rate is. You just can’t get your
products in there. ' ‘

So that was the point we were trying to make. We were trying to
bring about a realization of a twofold problem : One the currency rate
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realinement ; and two, the fact that we had to have better treatment for
our goods and commodities shipped in world commerce,

Now, in the case of the Japanese, I must say they were quite forth-
commﬁ.. They were not as liberal as we would have liked them to be,
They did not go as far as we think they should have gone, but they
have gone as far as they could have gone at this time. We got & number
of concessions. We would be glad to supply those for the record.!

In the case of the European Community, we got some. We did
not l%et enough, but we got some.

The significance of alF of these is, I think, we brought about a reali-
zation that unless we do get fair treatment for American products and
commodities in the world markets, we are going to continue to have
balance-of-payments problems.

In the case of Canada, unfortunately, we got none. We got noth-
ing. Canada contributed nothing in terms of the realinement, because
they said they wanted to float, which they did. And unfortunately, we
have not reached any agreement with them with respect to trade mat-
ters. We will continue to pursue that as best we can.

But I think the principal thing we did accomplish— and I think

we did it in an effective way—we tried to say to the industrial nations
of the world and to the emerging nations of the world that we are
henceforth going to insist upon fair treatment for American goods.
That is the message we have to get across. Then we have to foliow it
up.
Now, we have done that. As a part of all these negotiations, we have
an agreement with the European Community, we %ave an agreement
with Japan and that we wilFbegin trading negotiations in 1972 and
1973 on a broad front, looking toward material liberation of trade
barriers and quotas throughout the industrial world.

The CuarMAN. I woul§ like to bring up one other matter; then I
am through. :

Mr. Shultz, I could not be here when you testified before the com-
mittee on trade, but the deficit we have in our balance of payments
to me is a far more serious matter for much more grave concern than
the deficit we have in our domestic budget here. '

Now, I do not think it is helping matters at all for this administra-
tion or any administration every quarter to give out what I call one of
theses “good news” announcements. I used to use that comparison. when
President Eisenhower was President. I used it with regard to some
other administration. I would say, a good-news announcement. would
be one to say “Hurrah, unemployment did not increase this month as
rapidly as it did last month. Tt increased, but just not as rapidly.”

Now, these quarterly announcements of our official trade statistics
do not include the freight. Practically everybody else in the world
does include the freight. International Monetary Fund includes the
freight when it looks at the balance of payments, and it should.

ow, we carry far less than half our cargo in American ships in
international trade. We put out these quarterly statistics that leave
the freight off these trading figures. (\’Vhy should we not put the
freight in like all the other countries do, so we can see where we stand
instead of having people corus to my office and telling me, as a Japanese
trade representative did awhile ago and others doit, “Look here, here’s
this article from the New York Times that you have a favorable

1 See appendix of this volume.
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balance of trade.” It is no longer the case, but even so, it is a much
bigger deficit than they concede. Why should we not put the freight
in our trading figures the way others do?

Mr. Srurrz. I think it would be useful to put freight into the calou-
lations, for many purposes. Already some purposes for which it makes
for difficulty, and you suggested one. That 1s, when we are talking
about balance-of-payments statistics to the extent that U.S. firms do
the freighting, then, of course, it does not make the balance of
payments,

A principal reason why it is difficult to put freight in has been ‘the
lack of a reliable statistical base for doing so. And I know you will be
pleased, Mr, Chairman, to know that in the President’s budget, there
1s a proposal for collecting statistics that we would need in order to do
Ehis, }imd I hope very much that you will support the budget request

or that.

The Cuarryman. There is no doubt about me supporting that, because
I have been trying to get something done about it for many years.
Now, it was in the Republican Party platforin that we would have
balance-of-trade figures that more correctly reflected our situation.
That reflects what Senator Dirksen had fought for on this committee.
that those balance-of-trading figures ought to include the trade, an
also, they ought to have adjustment for the aid factor so you would
not be counting a gift or something that you might never get paid
for asthough you were being paid for it.

Now, it seems to me that it has hurt our interest in these trade
meetings. I know the ones that I have attended, to be reflecting a
balance-of-trade figure that is far more favorable than anybody else’s
figures would justify.

Now, I was with the Secretary of State at a Geneva Conference, and
he pointed out that those people should help us with our defense
situation. Well, countries like Finland, Australia, are committed to
a course of new travel. Countries like France who have asked us to get
out of their country anyhow, would laugh at you when you tell them
that. But you tell them, here is our big deficit—I had to explain that
to the J. aEa.nese representative who was the Foreign Minister at that
time, at the OECD meeting. About the second time I explained it at a
meeting, he just nudged me and said, “Yes, yes, I now understand what
you are talking about.”

Now, after awhile, one can make someone understand that, although
the point has not been made to them. But we should not be confronted
with a bunch of figures that look as though our situation is better
than it is. They are deceiving. And I cannot see any other purpose
in having trade figures that do not show our real situation, other than
to make somebody think it is better than it is. I do not think that is
to our advantage, for the Secretary of the Treasury and the Secretary
of State who are trying to get those people to recognize that our situa-
tion is bad and must be corrected. I do not think it helps to have them
coming to me and others showing this good-news announcement which
does not include the freight.

I hope we can get that corrected, and I hope we can have your
cooperation on that.
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Mr. Suurrz. Well, as I have mentioned, we are trying to lay a
solid statistical base on the question of insurance and frei %t;. I think
that you want different concepts for different purposes. So I do not
think you necessarily want to do it all one way under all circum-
stances.

The CuairmMaN. I do not see any purpose in keeping the f.ob.
basis. But if you must have it that way, we should at least at the same
time have a c.i.f. basis so someone can judge for themselves. Thank
you very much, gentlemen.

The committee will meet at 10 a.m. tomorrow, in executive session.

(Whereupon, the committee was adjourned at 1:35 p.m., to recon-
vene March 1, at 10 a.m.)






APPENDIX
(Trade Concessions Related to the Currency Revaluation)

THE DEPARTMENT OF THE TREASURY NEWS
[For release at 9 a.m. e.a.t., Friday, Feb. 11, 18721

Secretary of the Treasury John B, Connally said today, “The new agreement
announced this morning between the United States and the European Commu-
nity is a step forward in the effort to assure fair trade practices, an effort that
began with President Nixon’s announcement of last Aug. 16.

“The Agreement reflects the diligence and effective effort of many in the Gov-
ernment, but I wish to pay special tribute to the efforts of Ambassador William
D. Eberle, the President’s Special Representative for Trade Negotiations, who
carried the prime responsibility for the negotiation in its latter stages.”

A declaration betweer the United States and the Buropean Community states
théir agreement to initiate and support a comprehensive review of international
economic relations including all elements of trade as well as a commitment to
continue solving problems in 1972 in the GATT. The declaration is attached for
your information. \

As a beginning in solving trade problems and opening markets for expanding
trade, certain short-term measures were also agreed to.

The United States informed the Buropean Community that it is the intent of
its domestic farm programs to add to stocks 10 percent of its production of
grains in the 1971/72 crop year. For the 1972/18 crop year these programs pro-
vide measures intended to bring about the withdrawal of 18 million acres from
production of feedgrains and 8 million acres from production of wheat.

The Buropean Community will add 1.5 million metric tons to normal carryover
stocks of wheat which had previously been estimated to total 2.4 million metric
tons. For 1972/78 the Community is also prepared to make an effort in stocks in
the area of grains. The amount of the stocks will be determined by the situa-
tion of the market, which will be the subject of discussions to take place at the
appropriate time. The Community will until the end of the 1971/72 crop year
gperate its system of export payments on grain so0 as not to divert trade in its

avor.

The Buropean Oommunity intends to insure that the eventual common market
tax system for manufactured tobacco will be neutral, will enable broader com-
petition, and will be reasonable and balanced for all interests concerned. The
Community is ready to have discussions with the United States at an appro-
priate time on the question of fiscal harmonization on tobacco products. The
Community announced that for the coming two years the duty applicable to
imports of fresh summer oranges from the United States and other non-prefer-
ential suppliers will be reduced from 15 percent to & percent during the major
part of the U.8. export season (June 1-September 380). The duty applicable to
non-preferential imports of grapefruit will be reduced from 6 percent to 4 per-
cent for the period April 1, 1972-December 81, 1978. The accession treaty which
the European Community recently concluded with Denmark, Ireland, Norway,
and the United Kingdom is being submitted to the GATT for examination ac-
cording to the procedures of that Agreement. The Community has stated that it
plans to furnish to the GATT, in good time, the documentation required to per-
mit the beginning of Article XXIV:6 tariff renegotiations immediately after
completion of the ratification procedures which, according to the terms of the
treaty, is envisaged for December 81, 1972 at the latest.

This report on the Buropean trade settlement was referred to in the back-
ground material submitted with my letter of February 9th to the Speaker of
the House on the proposed modification of the par value of the dollar.
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JOINT STATEMENT ON INTERNATIONAL RELATIONS, FEBRUARY 9, 1972

Japan and the United States today made the following declaration and agreed
to communicate the declaration to the Director General of the GATT for trans-
mittal to the contracting parties. Other contracting parties are invited to associate
themselves with this declaration to the extent and at the time which they would
deem appropriate,

Japan and the United States recognize the need for proceeding with a com-
prehensive review of international economic relations with a view to negotiating
improvements in it in the light of structural changes which have taken place in
recent years, The review shall cover inter alia all elements of trade, including
measures which impede or distort agricultural, raw material and industrial
trade. Special attention shall be given to the problems of developing countries.

Japan and the United States will seek to utilize every opportunity in the
GATT for the settlement of trade problems, the removal of which would lessen
current trade distortions, and will strive for further progress with respect to
those matters now being discussed in the © ATT Committee on Trade in Indus-
trial Products and the GATT Agricultural Committee. Japan and the United
States agree that progress in GATT in solving some problems in 1972 could
facllitate the way in the GATT for a new major initiative for dealing with longer
term trade problems. To this end, they also agree in 1972 to analyze and evaluate
in the GATT alternative techniques and modalities for multilateral negotiation
of long term problems affecting all elements of world trade.

Japan and the United States undertake to initiate and actively support multi-
lateral and comprehensive negotiations in the framework of GATT beginning
in 1973 (subject to such internal authorization as may be required) with a view
to the expansion and liberalization of world trade, improvement in the interna-
tional framework for the conduct of commercial relations, and improvements in
the standard of living of the people of the world. These multilateral negotiations
shall be conducted on the basis of mutual advantage and mutual commitment
with overall reciprocity, and shall cover agricultural as well as industrial trade.
The negotiations should involve active participation of as many countries as
possible.

JAPAN

AGRICULTURAL PRODUCTS

Soybeans and Soybean Products

Japan will eliminate its 2.40 yen per kilogram duty (ad valorem equivalent of
5.8 percent) on soybeans April 1, 1972. This tariff elimination iz of major im-
portance, since soybeans are the largest single U.8. export to Japan. In 1970,
Japan imported $366 million of soybeans, of which the United States supplied
$330 million. It is expected that the duty elimination will increase U.S. soybean
exports to Japan.

Japan will reduce its duty on soybean oil by approximately 10 percent—from
28 yen per kilogram to 25 yen per kilogram for oil of an acid value not exceeding
0.6 and from 20 yen per kilogram to 17 yen per kilogram for oil of an acid value
exceeding 0.6, Japan’s imports of soybean oil in 1970 were valued at $1.4 million,
of which $1.2 million was supplied by the United States. Japan will also eliminate
its 5 percent duty on soybean meal for human consumption. These actions will
have limited effect on increasing U.S. exports. The major export interest of the
United States in soybean produets is soybean meal for animal feed which already
enters Japan free of duty. .

Citrus Producis

Japan will increase the size of its import quotas for fresh oranges, and orange
and grapefruit juice in Japan Fiscal Year (JFY) 1972 (April 1, 1972-March 31,
1978). The orange quota will be increased from 7,800 MT* to 12,000 MT. The
United States is the major supplier of Japan’s fresh orange imports, In calendar
year 197G the United States shipped 4,044 metric tons worth $1.4 million out of
a total of 4,313 metric tons imported by Japan. Most of the new quota is likely
to be filled. from U.S, sources.

m———

*MT=-:zmetric ton=2,204.8 1bs.
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Japan will establish a 2,600 metric ton quota for orange juice (single-strength ;
or 500 metric tons of concentrate on a 5 to 1 concentrate basis), a 1,600 metric
ton quota for certain other juices (primarily grapefruit juice) and maintain a
6500 metric ton quota for orange and pineapple juice for hotel use, in JF'Y 1972,
for a total of 4,500 metric tons (single-strength basis). The totals were 3,000
metrie tons in JFY 1970 and 1,500 metric tons in JF'Y 1971, The United States
is the major supplier of these juicles ($543,000 or 1,870 MT out of $634,000 total
imports in 1970).

Livestock and Meat

Japan will establish a 5,000 head duty-free tariff rate quota for imports of
feeder cattle by producer organizations for JFY 1972. Japan had increased the
duty on feeder cattle from free to about 100 percent ad valorem equivalent when
the import quota was removed on October 1, 1971.

The current 500 metric tons quota for high quality beef destined for hotel use
will be increased by Japan to 1,000 metric tons in JFY 1972, U.S. high quality
beef exports to Japan were 435 MT worth $1.4 million in 1970. '

Other Agricultural Products

Japan will eliminate its 2.5 percent duty on inedible tallow by April 1, 1972.
Japan imported $53.4 million worth of inedible tallow in calendar year 1970 of
which $39.3 million were supplied by the United States.

Also of benefit to U.S. exporters will be a reduction in the duty on turkey
meat from 15 percent to 10 percent. Japan will implement this action on April
1, 1972, Japan imported $480,000 worth of turkey meat from the United States
in 1970 out of total turkey meat imports of $500,000.

- Japan will remove its import quota restriction on tomato puree and tomato
paste on April 1, 1972, Of total Japanese imports of $929,000 in 1970, the United
States supplied only $42,000 worth of these products.

Japan will reduce its tariffs by an average of 10 percent on approximately
10 other agricultural products of interest to the United States (Annex B). The
United States exported $6 million of these products to Japan in 1970. )

INDUSTRIAL PRODUCTS AND ADMINISTRATIVE NONTARIFF BARRIERS TO TRADE

Import Quotas

Japan removed on February 1, 1972, without an increase in duty, its import
quota restrictions on light aircraft (under 20,000 '1bs.) and parts, computer
peripheral equipment except memory and terminal devices (see Annex A), radar
apparatus for aircraft (for ground and airborne use), radio navigational aid
apparatus for aircraft, and radio remote control apparatus for aircraft (for
ground and airborne use). U.S. exports to Japan of these items in 1970 were
valued at approximately $66 million. Japan will also remove on the same date
its import quota restrictions on light and heavy oil and sulfur, but increase its
duties on these items. Japan imported $21.7 million of light and heavy oil from
the United States in 1970. In response to a U.S. request that Japan establish a
plan and timetable for the elimination of its remaining quantitative import
restrictions on agricultural and industrial items inconsistent with Japan’s GATT
obligations, Japan stated it would make its best efforts to do so.

A U.S. technical team will visit Japan later this year to discuss possible ways
by which Japan could ease and eventually remove its import quota restrictions
on computers, computer memory and terminal devices and computer parts.

Tariffs

Japan will reduce by 10 percent its tariffs on computers, computer peripheral
equipment, machine tools, color photographic film and X.ray film. These items
together accounted for about $215 million in Japan’s imports from the United
States in 1970. Japan also stated its intention to reduce its tariffs by an average
of about 10 percent on other industrial products covering about $60. million
in its 1970 imports from the United States (see Annex B). The items of sig-
niflcance to the United States include organic surface active agents; image
projectors and parts; air conditioners; refrigerators; cosmetics ; photo enlargers,
reducers and apparatus for developing and printing; and gramaphones and
record players. Japan will also reduce its tariff on automobiles from 10 percent
to 8 percent.
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Automobdile Ewxoise Taw

Japan will reduce on April 1, 1972, its internal excise tax on large-sized and
medium-sized cars—now 40 percent and 30 percent, respectively—to 20 percent.
Thig action will largely remove the de facto discrimination which subjects the
larger U.S. automobiles to a disproportionately higher tax rate. The current
15 percent rate for small cars will remain. No U.S.-produced small cars fall
into the 15 percent category because they do not meet the criteria, which are
based on cylinder capacity, wheel base, and width limitations, for the lower
rate. Japan imported $28 million of automobiles from the United States in 1970.

Automatio Import Quota System (AIQ)

Japan reduced the number of items under its AIQ system to zero in February
1972. The AIQ system required that certain products freed from import quota
control (IQ system) would still undergo ‘“‘automatic” government licensing.
This system provided an opportunity for Japanese Government officials to use
“administrative guidance” against imports. The number of items under the AIQ
system had been reduced earlier from 253 in January 1969 to 11 in October
lst)l’il. Three items, including heavy hydrogen, will continue to be controlled by
other means.

Importation, Wholesale and Service Factlities in Japan

Japan will approve, in principle, the establishment of wholly-owned foreign
sales subsidiaries which engage in importation and wholesale activities (ware-
housing sales to wholesale and retail outlets) and service facilities in Japan, ex-
cept for computers and related activities and petroleum distribution. Japan will
also, in prineciple, automatically approve the receiving and remittance of funds
by foreign branches engaged in these activities. The liberalization of Japanese
restrictions in this area will be of considerable help in promoting the sale and
distribution of American products  in Japan. Japan noted that it does not
consider the cutting of film and blending or mixing of cosmetics as wholesale
activities but as manufacturing activities.

Standard Method of Settlement Requirement

Payments for all imports into Japan must be made within 120 days of customs
clearance and cannot be prepaid, unless an exception is granted by the Japanese
Ministry of International Trade and Industry (MITI). Japan will henceforth
approve individual applications for consignment or prepayment contracts on a
case-by-case basis. This action will enable U.S. suppliers to conclude consign-
ment sales contracts for such purposes as floor display, stock or demonstration.

ANNEX A
COMPUTER PERIPHERAL EQUIPMENT

To be liberalized but their terminal devices will not be liberalized:
Input Machines, Output Machines and Input/Output Machines:

Card Reader . Graphic Display

Card Punch Audio Response Unit

Line Printer : Plotter

Paper Tape Reader Computer Input Micro Filmer
Paper Tape Punch Computer Output Micro Filmer
Paper Tape Reader Punch - Bte.

Optical Character Reader

Optical Mark Reader

Magnetic Ink Character Reader
Character Display
Control Units:
Input-Cutput Control Unit Magnetic Tape Converter
Communication Control Unit Magnetic Tape Printer
Magnetie Disc Control Unit :
Magnetic Drum Control Unit
Not to be liberalized :
Memory Bquipment:
Magnetic Disc Memory Equipment Magnetic Tape Equipment
Magnetic Dise Pack Meniory Magnetic Drum Equipment
Bquipment Hte,

Nore—Terminal devices are such input machines, output machines, input-
output machines and control units as are connected to the main body of computers
by telecommunication circuits.

74-187 0 - 72 - 7
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ANNEX B
TARIFF REDUCTION AND ELIMINATION, SCHEDULED ON APR. 1, 1972 (ILLUSTRATIVE LIST)

Rates of duty presently  Proposed rates of
Tariff item Description of products in force P Y dﬁty
Ex01.02, .. .. ....... Feeder cattle. ... .o.comomeea.. 45,000 yen/head......... T? , primary rate:
rseob secondary rate,
anfhead,
Ex02.02......ccnn.... 'l'mkeys fresh, chllled or frozen....... 15percent._._._........ 'patc%nt. ¢
Ex07.0100-0110T Onions, frash or chilled. ............. 10 percent.._ -2 21110
Value for customs dut of:
Not more than 51 DL LS S 10 percent.
More than 51 {enjk bnt not 56.1 yen/kg. minus value
more than 56.1 yen/kg......... for customs duty.
More than 56.1 yen/kg. ... ... ..ooiiiicimeiiinnn... Free
Coffee (roasted) . 30 percent
Black tea: put up for sale by retail Do.
gther black tea_.............. _5 porgent.
. Soybeans.................. - . Free,
Rapeseeds and mustard seeds._..._... Do.
Safflower seeds...................... 25 percent............. Do.
Insect flower........_..ccocoooeooo.. 20 percent...--.oo-oo.. T.Q., primary rate: free;
secondary rate, 20
percent.
2.5 parcent. ... Free,
15:02-2_... . Shesp tallow, goat tallow, ete........._... do. - Do,
15.07-1-(1). - So{ gean oil 'of an acid value exceed- 28 yen/kg-. - 17 yen/kg.
n
15.07-1 2 ...... PR [ USSR | SR 25 yen/kg.
15,07-2-(1)...... e Goiundénsut oil of an acid value exceed- 20 yen/kg .............. 17 yen/kg.
ng 0.6.
15.01-2-2)..oeoeocans [ [+ SRRSO 1 111 { SR 25 yen/kg.
15.07-3 1 ............. Rapeseed oil and mustard seed oil of 20 yan/kg ............... 17 yen/kg.
an aeld value exceeding 0.6.
15.07-3-(2 11 TR 25 yen/kg
15.07-4-(1). sunﬂ%wer seed oil of an acid value ex- 20 yenlkg.. .. 17 yenfk
ceedin
15.07-4~2).cceeo e 0. - raann 28 yen/kg. ... 1 en/k 8
Ex15.07-5. .. ... ... Co‘ttonosged oit of an acid value exceed- 20 yen/kg .............. 17 gen/k8
15.07-14-(1)............ othel{ mixed vaaotable oils of an acid ____. [ O, Do.
value exceeding 0.6.
................. 00 e eeeoeeeeemceceaomne 28 YONKE oo oooeoonoo. 25 yonkg,
Mustard flour and prepared mustard 30 percent.............. 25 percent.
(put up for sale by retaj
Ml(l ttf‘rcl flour and prepared mustard 25 percent...._._...._.. 20 percent,
o
Beer made from malt ._._....._... 80 orcent. ... ........ 1 ooyenll.
Wine of fresh grapes and grape must 400yen/t..........__ .. 200 yen/1.

with fermen atlon arrested by the
addition of alcohol (in containers of
capacity more than 150 liters, ex-
) cluding sparkling wines).
22,09-1-(A.......... Whlskey (o an alco ollcsttength 0f50° 660 yen/l............... 590 yen/1.

or_higher, exclud| "f hose in con-

talnors of a capacity lessthan 2 llters)
22.09-1-(1)B. ... ...... Other whisky. ... ................ 550yen/l. ... __._..... 490 yenll
22.09-1-(DA. e oo Brandy (of an alcoholic strengtll of 50° 780 yen/l ............... 550 yen/1.

or_ higher, excludinf hose in con-
tainers of a capacity essthanZlit?rs )
23.04-1. . ... ... Oil-cake and other residues rasult ng Spercent......._....... Free.
from the extraction of soya bean oil, -

Ex28.04-4. .. . ... Phosphorus.........cco oo 7.5 percent. ... ...... 3,75 percent.

33.06-1 . ... ... Perfumed water including eau de 25 percent .............. 15 percent.
cologne and the like.

33.06-3. . e Perfumed hair oil, cream, pomade, 15 percent to 25 percent. . Do.
rouges and other preparations of oils,
fats of waxes.

Ex33.06-5. . .ccoaoooo.. Manicure preparatlons, shavmg prepa- 20 percent......_....... Do.
rations, and incens:

Ex33.06-5.............. Other per{g:mery. cosmetics and toilet 15 percentto 17.5 percent. Do.

repurations,
34.02-1. oo .- Or%arﬁc surface-active agents and 17.5 percent. ... .. 10 percent.

surface-active preparations.

.. X-ray plates and film in the flat p g reent.
2) CInematographic film in rolls for X-ray. 15 percent. percent,

X-ray film in rolls . 20 percent. 18 percent.
. Color plates and color film in the fist_. 23 percent. - g percent,
cinematograﬁhic color film in rolls, 26 percent..___......... 23 percent.

not morlet an 30 mm. in width,’

reversa

37.02-1-(1)B. ........... Cinematographic color film in rolls, 23 percent.....0........ 20 percent.

other,
37.02-2-(2)........ <=~ Color film in rolls, other.............. 26 percent............. 23 percent,
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TARIFF REDUCTION AND ELIMINATION, SCHEDULED ON APR. 1, 1972 (ILLUSTRATIVE LIST)

Rates of duty presently  Proposed rates of
in force duty

Tariff item Description of products
Ex 39.03-2-(4). . evev--- Hamcasinfs and similar products, in 10 percent............... Free.
tubes of a ﬂattened width not loss
han 90
EX76.03 . cerneennnnes Wrouzhl plates sheets and strip of 18 percent... ... ..o..... Do.

aluminum (lor use a3 roof sheets
of containers for foreign trade
pur{mes, not less than 2.3 m. in

77011 o Unwrought magnesium ol
(1) not more than 278 26 yen/kg.. Not more than 286.95 15 percent,
yen/kg, 1 gercent

more than 286
xen/kg but not more
han 330 yen/kg.
(2) Moro than 278.26 yen/k 330 {on/kg minus 32 yen minus value
u not more than 320 e for customs for customs duty.
(3) More t(lan 320 yen/kg. . ...... More than 330 yen/kg,  Free.
ree,
84-12-1. .. ..., Alr condltroning machines (for motor 15 percent..._.....__._. 10 percent.

84,12-2. .- Alr condmoning machines (other{ .......... do......

84,15-1. - Retrigerating cabinets, self-contained 7.5 percent. ..
refrigerating units.

84.41-1(2)cceeee e Sewing machines, completed set or 7.5t0 12,5 percent....... 7.5 percent.

separated head (olher than for

domestic purposes).

Do.
. 5 percent.

84.45-1. . oo Maching tools whose function is to 15 percent.............. 13.5 percent,
remove metal or metallic carbides.  12.5 percent.__.._. .- 11 percent,
10 percent..- 9 percent,
1.5 percent 6. ;ercent
Ex 84.52-1-(D)......_... Digital type electronic computers_.__. . 15 percent.. 13.5 percent.
Ex 84.53-1, 51«1-(1). Peripheral apparatus of digital type 25 perceiii... 22.5 percent.
Ex 84.5271~ 1 electronic computers.
Ex 84.53-1, 53-
e
84.59—7—(1) ............. Machinery and mechanical appliances 7.5 to 10 percent........ 7.5 percent.
{n’?t fal}mg within any other items
ereo
Ex8461. . .ooeooo... Taps, cocks, valves and similar 7.5 to 10 percent; 15 1.5 and 15 percent.
32 sIiam:es for {)ipes, boiler, tanks, to 20 percent. .
and
85.01-2-(2)..ccvaeeen Electric motors (ol a weight more than 10 percent .............. 7.5 percent.
85.00-4~(1).urevmaneaan smcon fectlﬁers and silicon rectifying ..... 1 T Do.
: apparatus,
85.06-1.......... e Electmmechanlcal domestic  appli-

ances, with self-contained elactric

r

{l% Fans. ..o

Vacuum cleaners, floor pol-
ishers, food mixers, etc,

L Other electromechanical domestic ap-
pliatnces, with self-contained electric

85.07. e Shavers and hair clippers, with self- ...__ [} Y Do.
contained electric motor,

8512 e - Electric instantaneous or storage water _____ [+ [ SN Do.

heaters and immersion heaters, elec-
tric hair dressing appliances, elc,

RadI:o biro)adcast receivers (including ..... 1| PP Do.
Teliovision receivers (Including chas- ..... 0 Do.
sis).
Motor vehicles for the transport of per-
sons:
(1) Not more than 270 cm. in 10 percent . ........_.. 8 percent.
wheel base,
(2) More than 270 ¢m. but not ..... [ S Do.
more lghan 3048 cm. in
3) Morg thlag 3048cm.in ... [ YRR Do.
90.07-1~(2)- - cvecrmnean Cameras for photoangraving. X-rays, 15 percent....._........ 1.5 percent.
copying documents, etc.
90.07—1—(3)......-...... Other CAMeraS. - .. ueneneneeiiiaaananan Do,
90.07-2...... enaenanaa- Parts and accessories of cameras. Do.

90‘.07-3. ....... L Phofographic flashing apparatus..._-___ ~.ldo =~ Do
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TARIFF REDUCTION AND ELIMINATION, SCHEDULED ON APR. 1, 1972 (ILLUSTRATIVE LIST)

Rates of duty presently  Proposed rates of
orce duty

Tariff item Description of products in f
90.08-f~(1)eermnanen.. Cinematographic projectors for film of 10 percent 5 percent
a width not more than 20 mm,
Cinematographic cameras for film of a 15 percent 1.5 percent.
width not more than 20 mm,
90.08-1~(2).............. Other cinematographic cameras, pro- 10 percent.........._... 5 percent.
g:tr%gs( parts and accessories
90.08-2.. . ..cemaenn. Cinema!okraphic sound recorders and ... do. e Do.
sound reproducers; parts and ac-
cessories thereof. '
Image projectors; parts and acces-  _.... [ S Do,
sories thereof,
Photogsraphlc enlargers and reducers; .....do. .............. Do.
parts and accessories thereof,
90101 ... Apparatus and equipment, photo-  _.__. [+ D Do.
raphic or cinematographic, of a
:nd used for developing, printing,
etc.
90.10-2.. ... co:t‘:“ type photocopying apparatus, _..._. 0. e eeaaaas Do.
90.17. s Mediéal,dental,sursical and veterinary 7.5 to 10 percent........ 1.5 percent.
Instroments ‘and a?phances.
9018 . s Mechanotherapy appliances; massage ..... [ [ S, Do.
apparatus, psychological aptitude
testing apparatus; artificial respira-
tion, ozone therapy, etc.
90.28-1. . . e Electrical mgasuring, checking instru- 7.5 to 15 percent........ Do.
‘ments and apparatus.
9101-1. .o Wristwatches etc. (not more than 6,000 15 percent......._...... Do.
yen per piece in value for customs
uty).
91012 ... - Wristv{atches ote, (other)._........... 20 percent_._........... 10 perceont.
728 § SR, .- Gramophones and record players....... 7.5 percent. ... .. .... 5 percent.
SUMMARY—REDUCTION IN JAPAN'S IMPORT BARRIERS
Japan's
Imports
from
United States
Japanese action or commitment (dollars)
1. IMPORT QUOTAS (1Q's) .
A, Agriculture:
%. ;re?th]oggnges ................... Increase quota from 7,800 MT 110 12,000 MT........... 1, 400, 000
. Fruit juices:
a 0range....ooceonenoo.. Quota of 500 MT 5:1 concentrate Japanese fiscal year 1972
b. Orﬁnﬁ and pineapple for Quota of 500 MT single-strength Japanese fiscal year 1972, 543,000
otel use.
¢, General use (excluding Quota of 1,500 MT single-strength’ Japanese fiscal year !
orange juice). 1972
3. High quality beef._..._. ... Increase quota from 500 MT to 1,000 MT............... 1, 400, 000
4, Tomato paste and tomato To be eliminated Apr. 1, 1972 .. ... . ... ...... 42,000
uree.
B. Industrial: P
1. Gas oils and heavy fuel oils. ...... To bohelimi?at?d i{&pr. 1, 1972, but duty to be increased 21, 740,000
on heavy fuel oils, i
2, 8uUr el To be elin'ﬁnated Apr. 1, 1972, but duty to be increased. . 300
3. Computer peripheral equipment, Eliminated Feb. 1, 1972 (estimated).................... 60, 000, 000
gxcti;pt memory and terminaf
avices.
4, Lightd alrcrr‘aft (under 20,000 pounds) Eliminated Feb. 1, 1972 (estimated).................. # 3, 000, 000
and parts.
5. Radar apparatus for aircraft......_ .. Eliminated Feb. 1, 1972 1, 949, 000
6. Radio navigational aid apparatus for ..... o 5, 640, 000

alreraft,
7. Computers, computer peripheral United States will send a technical team spring 1972 to 105, 000, 000
equipment (including memory and  discuss possible timetable for elimination of Japan's
tertplnal devices), and computer quantitative import restrictions (estimated).
arts,
P, TARIFFS .
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SUMMARY—REDUCTION IN JAPAN'S IMPORT BARRIERS—Continued

Japan's
Impom
United stag%
Japanese action or commitment (dollars)
A, Agticulture'

1. Turkey mm .................... Reduce from 15 percent olO percent, Apr. 1, 1972 0, 000
2 Soybesn: Reduce from 5.8 percont! to free, Apr, 1, 197 330.000 000
Inedlble tailo Reduce from 2.5 percen" to tree, Apr 1, 3972- 39, 000 000

4. Feader cattle -~ Allow 5,000 head to be Imported duty free.. -
5. Soybean meal for human consump- Reduce?rom5percenﬂofree Apr.1,1972.... [P A 160 000

tion and refined soybean oil,
6. somo 10 other products (see Reduce, onerall; by 10 to 20 percent, Apr. 1, 1972 6, 000, 000

approximatel
B. Indugtrial (app! oly,

Computers_.... .. ........... Reduce from 15 to 13.5 percent, Apr.1,1972_ . ... 54, 000, 000
2, Computer peripheral equipment. ... Reduce from 2540 22,5 {ereent L Apr. 1,197222 00T 103, 000, 000
3. Color photographic film....._..... ReAuce "‘1’5"7226 and 23 percent to 23 and 20 percent, 13, 528, 000
A Xeray film. el Reduce irom 15 and 20 percent to 13.5 and 18 percent, 1, 800, 000
5. Machine tools....._............. Reduce hom 7.5 to 15 percent to 6.5 to 13.5 parcent, 44,923,000
6. Automobiles..--.._.._......._... Reduce from 10 to 8 percent, Apr. 1,1972.._.._.._._.._. 23,187,000
7. 35 other products (see annex)..... Reduce, generally, by 10 to 26 percent, Apr.1,1972.000C 60, 000, 000

1li. OTHER NONTARIFF BARRIERS

A. Interral commodity tax on automobliles. .. Reduce from 40 to 30 percent glar e- and medium-sized .........._._.
cars)I to t205 percont Apr. 1, 1972, small-sized cars
ain a
B. Autontiatlc Import Quota (AIQ) licensing R°d"§°1'°19°2th° number of items under this system ............

syste
C. Restriction on establishment by foreigners Approve ‘foreign wholly-owned importing and wholesaling -.............
of sales and service facilities. companies, except computers and petroleum,
D. Standard method of settlement for imports. Favoram{ consider applications for nonstandard payment ..............
n consignment or tprepayment cases,
E. Buy-hﬁmn Government  procurement Will review in multilateral forum. ... .. ..o
practices.

1 MT=metric ton=2,204.6 pounds.

2 Includes parts for heavier aircraft,

3 Ad valorem equivalent. Tariff is 240 yen per kilogram.
4Soybean oil.

Dra¥r LETTER FROM EC REPRESENTATIVE TO U.S. REPRESENTATIVE

Mr. Chairman, I herewith wish to confirm that in the course.of the negotia-
tions between the European Community and the United States, the Buropean
Community stated its intention to take the following measures:

1. STOCKPILING OF GRAINS

During the crop year 1971/72, the Community will add 1.5 million tons to its
normal carryover stocks of wheat hitherto anticipated to be 2.4 million tons.

For the crop year 1972/78, the Community is equally ready to make a stock-
piling effort in the area of grains,

The amount of the stockpiling will be determined by the situation of the
g:arket, which will be the subject of discussions to take place at an opportune

me,

2, EXPORT RESTITUTIONS

In the practical implementation of its export restitutions systems for grains
until the end of the 1971/72 crop year, while conforming to the rules of the
common agricultural policy, the Community will take care that the system does
not result in trade diversions in favor of the Community.

3. ORANGES AND QGRAPEFRUIT

The duty applicable to Community imports of sweet oranges (ex 08.02 A)
from the United States and other MFN suppliers in the periods June 1 to
Seg’t:mber 80, 1972 and June 1 to September 80, 1078 will be § percent ad
valorem.
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The duty applicable to Community imports of fresh grapefruit (08.02 D) from
the United States and other MFN suppliers during the period from April 1, 1972
through December 81, 1978 will be 4 percent ad valorem.

4, TOBACCO

The Community declares that in establishing the fiscal system necessary for
the institution of a common market for manufactured tobacco it is its intention
to ensure that the fiscal imposition to be introduced be neutral, that it conform
with the necessity of broader competition and that it be reasonable and balanced
for all interests concerned.

The Community is ready to have discussions with the United States at an
appropriate time on the question of fiscal harmonization on tobacco products.

8, ACOEBSBION TREATY

The Accession Treaty will be notified to GATT immediately upon signature.
Bxamination of the Accession Treaty will be undertaken in the GATT according
to Article XXIV procedure as soon as the texts have been transmitted to the
CONTRACTING PARTIES. This examination will, as i{s the custom, involve all
provisions of these agreements which are relevant to the competence of the
GATT. The Community plans to furnish to the GATT, In good time, the docu-
mentation required to permit the beginning of Article XX1V :6 tariff renegotia-
tions immediately after completion of the ratification procedures which, accord.
1gg to the provisions of the Treaty, is envisaged for the 81st Decembor 1972 at
the latest.

The Buropean Community recognizes that the United States accepts the
principle of reciprocity and mutual advantage as a basis for solving pending
issues in their economic relations and will approach problems raised by the

United States in this spirit.
[Complimentary close]

DRrA¥T LETTER FROM U.S8. REPRESENTATIVE TO EC REPRESENTATIVD

Mr. Chairman, I herewith wish to confirm that in the course of the negotia-
tions between the United States and the Buropean Community the United States
made known that it is the intent of is domestic farm programs to add to stocks
10 percent of its production of grains (estimated to be 281 million metric tons)
in the crop year 1071/72, Moreover the United States made known that it 18 the
intent of its farm programs to bring about the additional withdrawal of 18
million acres from the production of feedgrains and of 8 million acres from the
production of wheat for the 1972/78 crop year.

The United States takes note of the Community’s statement regarding the
fiscal harmonization for manufactured tobacco and declares its inteniion to avail
itself, as appropriate, of the opportunity offered by the Community to discuss
this subject, without prejudice to other avenues of pursuing its interests.

The United States recognizes that the Buropean Community accepts the prin-
ciple of reciprocity and mutual advantage as a basis for solving pending issues
in their economic relations and will approach problems raised by the European
Community in this spirit,

[Complimentary Close]

BuroreaAN CoMMUNITY CONCESSIONS
GRAIN STORAGE

The European Community will add 1.5 million metric tons of wheat to its nor-
mal carryover stocks. This is in addition to 2.4 million tons already earmarked
for storage. For the crop year 1972/78, the Community will make a further stock-
piling effort in the area of grains, The amount of the stockpiling will be deter-
mined by the situation of the market at the time, and will be the subject of dis-
cussions as needed.

In 1971, Buropean grain crops were exceptionally heavy. European grain sup-
plies would have a depressing impact upon the international market situation if
entirely moved into use or exports during the remaining months of the current



96

geason. The Community decision to add to stocks will help to balance supply and
demand. Also, in view of the actions already being taken by other major grain
trading countries to prevent market instability both in the current season and
for the year ahead, the Community undertakings are consistent with its respon-
sibllities in the international grain trade. Since surplus amounts of XC wheat
are regularly used for animal feed in replacement of feed grains, the Community
storage measures can affect the trade situation for both wheat and feed grains.
In the 1970/71 season, the Community imported almost 9.0 million metric tons
of wheat and feed grains from the U.S., valued at approximately $500,000,000.
The EC normally takes 15 to 20 percent of total world grain exports and, in ad-
dition, is itself a major exporter of soft wheat, wheat flour, and feed grains.

GRAIN PRICES

The Community has agreed that in the practical implementation of its export
restitution systems for grains for the balance of the current 1971/72 crop year,
it will take care that the system does not result in trade diversion in favor of the
Community.

This undertaking recognizes that excessively high restitutions can disrupt
trade patterns and cause grain exporting countries such as the United States to
lose traditional market outlets, EC corn and barley exports compete with corn
and barley from the U.S. mainly in other markets of Western Burope, such as
Spain a“«d the United Kingdom. They are also a potentlal source of competition
in Easrcrn Europe and developing markets elsewhere. Community wheat ex-
ports also compete in Western European markets such as the United Kingdom
and are a potential source of competition in a large number of other traditional
U.8. markets outside of Western Burope as well. The EC general export cestitu-
tions as of February 1972, are $46.00 per metric ton for wheat, $87.00 for barley,
ahad $22.00 for corn,

' TOBACCO

The European Community declares that in establishing the fiscal system
necessary for the institution of a common market for manufactured tobacco
products, it is its intent to ensure that the flscal imposition to be introduced
be neutral, that it conform with the necessity of broader competition, and that
it will be reasonable and balanced for all interests concerned. The Community
is ready to have discussions with the United States at an appropriate time
on the question of fiscal harmonization on tobacco produets,

The EC common tax system is still in the initial stages of formulation, It
18 to be implemented in stages and be in effect by 1980, and will consist of
some combination of specific and ad valorem elements, for example, the first
stage formula adopted by Germany last July contains a 25 percent ad valorem
element and a 75 percent specific element. To the extent that there is an ad
valorem element in the final formula, the retail price of cigarettes manufactured
from high quality U.S. type tobacco will be increased relative to the retafl
price of cigarettes manufactured from 1less expensive tobaccos available from
EOC member states and associates. Therefore, the higher the ad valorem element,
the greater the manufacturer's incentive to shift away from using high quality
U.S. leaf and toward cheaper tobaccos grown elsewhere in the world,

Nearly one-third of U.S8, tobacco exports now goes to the EC. This proportion
would approach 60 percent in an enlarged Community since it would then
include both our best customers, the UK and Germany. U.8, tobacco exports
to the BEC plus the four applicants were valued at $828 million in FY 1970
dnd $327 million in FY 1971,

' ' OITRUS FRUIT

“The Buropean Community has agreed that it will reduce the common external
tariff on fresh oranges from 15 percent ad valorem to 5 percent during the
months of June through September in 1972 and again in 1978, The common
external tariff is the schedule of customs duties on imports from the United
States and other countries that do not benefit from special preferential rates
of duty. Preferential rates apply to oranges imported from Mediterranean coun-
tries such as Spain, Israel, Morocco, and Tunisia.
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The European Community also agreed that beginning April 1, 1972, and
continuing until the end of 1978, the common external tariff on grapefruit
will be reduced from 6 percent ad valorem to 4 percent. A preferential rate
applies to grapefruit imported from Israel.

The effect of these changes is to reduce the trade advantage that lower pref-
erential duties give to imports from the Mediterranean area and to expand
the market for oranges and grapefruit in the EC. Exports of U.S, oranges to
the EC in FY 1971 totalled over $8 million. Exports of grapefruit to the EC
totalled over $2 million in FY 1971,

DECLARATION

Within the framework of their negotiations, the United States and the Buro-
pean Community have agreed to communicate the following Declaration to the
Director General of the GA'I'T for transmittal to the contracting parties. Other
contracting parties are invited to associate themselves with this Declaration to
the extent and at the moment they would deem appropriate.

The United States and the Community recognize the need for proceeding with
a comprehensive review of international economic relations with a view to nego-
tlating improvements in the light of structural changes which have taken place
in recent years, The review shall cover inter alia all elements of trade, including
measures which impede or distort agricultural, raw materfal and industrial
trade, Special attention shall be given to the problems of developing countries,

The United States and the Community undertake to initiate and actively sup-
port multilateral and comprehensive negotiations in the framework of GATT
beginning in 1973 (subject to such internal authorization as may be .equired)
with a view to the expansion and the ever greater liberalization of world trade
and improvement in the standard of living of the people of the world, aims which
can be achieved inter alia through the progressive dismantling of obstacles to
trade and the improvement of the international framework for the conduct of
world trade. The Community states that in appropriate cases the conclusion
of international commodity agreements are also one of the means to achieve
these aims, The United States states that such agreements do not offer a useful
approach to the achievement of these aims.

The negotiations shall be conducted on the basis of mutual advantage and
mutual commitment with overall reciprocity, and shall cover agricultural as
well as industrial trade. The negotiations should involve active participation of
as many countries as possible,

The United States and the Community agree to initiate and support in 1972
an analysis and evaluation in the GA'T'Y of alternative techniques and modalities
for multilateral negotiation of long term problems affecting all elements of
world trade,

The United States and the Community will seek to utilize every opportunity in
the GATT for the settlement of particular trade problems, the removal of which
would lessen current frictions, and will strive for further progress with respect
to those matters now being discussed in the GATT Committee on trade in In-
dustrial Products and the GATT Agricultural Committee. They sagree that
progress in GATT in solving specific problems in 1972 could facilitate the way
in the GATT for a new major initiative for dealing with longer term trade
problems,

PROPOSED MODIFICATION OF PAR VALUE OF DOLLAR, BAOKGROUND MATERIAL,
DEPARTMENT OF THE TREASURY, FEBRUARY 1972

CONTENTS
I. Introduction
1I. TheDSfmithsonian Agreement and Related Negotiations on Trade and
efense:
A, Exchange Rate Realignment.
B. Related Trade Negotiations.
O. Defense Financing Arrangements,
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III. Modification of Par Value of Dollar:
A. Need for Change in the United States Officlal Gold Price as Part of
Exchange Rate Realignment,
' B. Increases in Value of Assets and Liabilities.
IV. Background on the Monetary Orisis of 1071
A, International Payments Developments.
B. U.8. Assessment at Mid-Year,
0. New Hconomic Poliey.
V. Long-Term Monetary Arrangements,

ANNEXES

1. Technical Bxplanation of Proposed Legislation.

2. Group of Ten Communique, December 18, 1971,

8. Average Appreciation Against the Dollar.

4, Listing of Bxchange Rate Changes Hince December 18, 1071,
5. IMF Resolution on International Monetary System,

6. Statistical Material,

II. THE SMITHSONIAN AGREEMENT AND RELATED NEGOTIATIONS ON TRADE AND
DEFENSE

The Smithsonian Agreement of the Group of Ten followed & period of inter-
national monetary adjustment, involving @ generalized system of floating (but
not freely floating) exchange rates, during 1971, The Agreement consisted of
a series of interrelated measures designed to help resolve balance of payments
problems, to restore more settled condltions to the exchange markets, and to
provide a framework from which longer-term reform could evolve, It was also
agreed that discussions should be promptly undertaken on measures for reform
of the monetary system over the longer term, and several areas of reform to
which attention should be directed were identified.!

The agreement on “near-term” issues comprised:

a new pattern of baslc exchange rate relationships among the countrles
concerned ;

provisional arrangements to permit up to 214 percent margins of exchange
rate fluctuation above and below the new exchange rates ;

recognition that trade arrangements are a relevant factor in assuring
lasting equilibrium in the international economy ;

agreement by the United States to propose to the Congress a suitable
means for devaluing the dollar in terms of gold as soon as a related set of
short-term trade expansion measures were available for Congressional
scrutiny ; and

agreement by the United States to suppress immediately the 10 percent
import surcharge and related provisions of the Job Development Credit.

Al. Bachange Rate Reallgnment

During the week following the Agreement, the Group of Ten participants indi-
vidually announced the exchange rates and exchange rate policies to which they
had agreed. The Government of Canada announced that it would not immediately
set a new fixed rate for the Canadian dollar, but instead would maintain
temporarily a floating exchange rate and would permit .undamental market
forces to esiablish the exchange rate without intervention except as required to
maintain orderly conditions. Wider margins were adopted by the other forelgn
members of the group, The changes, and the new pattern of exchange rates
for the U.8. dollar, are summarized in the table below, Annex 8 provides calcu-
lations of the average appreciation of certain foreign currencies vis a vis the
dollar,

" 1The text of the Communique issued at the conclusion of the Smithsonian Agreement
appears at Annex 2,
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TABLE 1

Percent Percent
change argre-
from IMF clation

arity of agalinst Countries’ currency units, per dollar
Typo of "Apyf"ao 'u.s. ey P

Country rate 19711 dollarsé Oid New
Bolglum...ceeun....... Contrald..... 2,76 44,8 francs.
Canada.......coueee... Float + *) 4,
France.... crenann 2 52 francs,
Gorman entral 44,61 .. 3.22 Deutsche marks,
Italy... ..do. -1,00 .. 581.5 lire,
Japan.... ..do. 7,668 .. 308 yen.
Netherlands. ...do. 2.76 .. 3.24'guilders,
swﬁogcn'.a..d.. ...‘do. ;‘l.% - 3‘3}1”“&"
witzerland. . . X .. 3.84 francs,
United Kingd ...do. . 0 .. +38 pound.
United States................. do....... 1-7.89 ).

§ Expressed as parcent change in Bnms of gold per currency unit,

2 Expressed as percent change in U.S. cents per foreign currency unit.

3 All changes are computed -1 the basis of par values of Apr, 30, 1971,

4 “Contral rates’’ have been osubllsgod in'some cases, In lisu of new ’m values, as the effective rates around which
cumggy. vallluu will be maintained within certain margins pending formal par value changes,

cable.
] wnzg?land s not 8 member of the IMF.
7 if approved by the Congress.

The Group of Ten participants recognized that thelr agreement would trigger
decisions on exchange rates by most other countries and indicates their view that
it was particularly important that no country seek improper competitive ad-
vantage through its exchange rate policies. Changes in parities could be justified
only on the basis of an objective appraisal which established a position of
disequilibrium,

As of January 20, the International Monetary Fund had received indications
from all but five of its members of their decisions on their exchange rate sys-
tems.! All proposed exchange rate changes have been examined by the IMF in
accordance with the Fund’s own Articles of Agreement, and the Fund has taken
such formal action as was appropriate in each case to enable the rates concerned
to be implemented.

B, Negotiations on Trade Hopansion Measures

The Smithsonian Agreement noted that urgent negotiations were under way
between the United States and the Commission of the HBuropean Communities,
Japan and Canada “to resolve pending short-term issues at the earliest possible
date” . . . and “to establish an appropirate agenda for considering more basic
issues in a framework of mutual cooperation in the course of 1972 and beyond.”
These negotiations addressed themselves both to a framework for negotiation of
major trade 1ssues, including issues which the United States considers of critical
{mportance, and to a series of short-term questions.

One outcome of the negotiations was agreement between the United States
and Japan to initlate and actively support in the GATT during 1978 (subject
to such internal authorization as may be required) multilateral and comprehen-
give negotiations with a view to the exchange and greater liberalization of world
trade. A similar agreement has been reached with the Huropean Communities
subject to approval by its Council,

The talks also resulted in a series of practical steps to remove trade obstacles
that have become an irritant in trade relations. These issues have by no means
been fully resolved, but a beginning has been made. The Japanese Government
has decided to undertake a series of trade liberalization steps of immediate value
to the United States. Both countries have agreed to join in efforts during 1972
within GATT toward the removal of some trade barriers leading to comprehen-

1 Pxchange rate changes and the new dollar rate for each IMF member country are
listed in Annex 4.
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slve trade negotiations in 1973. An agreement in substance with the European
Communities subject to approval by its Council covers similar issues.

In short, a broad understanding has been reached for future negotiations in
a time frame that takes into account the fact that international trade is under-
going an adjustment process initiated by recent comprehensive and substantial
currency realignments. In the case of Canada, the parallel short-term negotiations,
dealing mainly with certain bilateral agreements and understandings that no
longer fit the facts of our economic relationship, have not been brought to a suc-
cessful conclusion,

The immediate reduction of some tarlff and non-tarlff barriers by our trading
partners, apart from their immediate value, is evidence of their intent to mini-
mize economic friction and expand trade in reciprocal negotiations. These uni-
lateral steps do not completely fulfill U.S, desires, but together with the commit-
ment to negotiate reductions in trade barriers over the longer term they do con-
stitute recognition that improvements must be made in the trading systemn.

Short-T'erm Measurecs

The greatest progress toward liberalization in the immediate future with tan-
gible benefits for the United States will be made by Japan, For several years
there has been a large and growing defielt In our trade with Japan, partially
aggravated by the maintenance of trade barriers initiated during an earlier
relatlve weakness in the Japanese external position. While many important re-
strictions remain, the actions, supplementing the yen appreciation of 16.9 per-
cent relative to the dollar, represent a useful contribution towards bringing the
United States-Japan trade imbalance into reasonable adjustment, They are also
a welcome sign that Japan wishes to participate more fully in international
efforts to reduce barriers,

With respect to agricultural products, Japan will increase the quantity of im-
ports permitted under quota of fresh oranges, orange and grapefruit juice, high
quality beef; eliminate the duty on soybeans and tallow; and reduce the duties
on turkey meat, soybean meal, vegetable oils and some 10 other products. A duty
free tariff quota will be established for feeder cattle. The effective date for these
changes will be April 1, 1972, the beginning of the Japanese fiscal year,

On industrial products, Japan will reduce tariffs on April 1, 1972, on automo-
biles, computers, computer peripheral equipment, machine tools, color film, X-ray
film and some 80 other industrial products. Japan will also reduce the internal
excise tax on large and medium sized automobiles. Bffective February 1st, Japan
removed import quota restrictions on light aircraft and light aireraft parts,
computer peripheral equipment (not including memory or terminal devices),
radar and radio navigational equipment for aircraft; light and heavy ofl. A U.8.
technical team will visit Japan this spring to discuss liberalization of restric-
tlons on imports of computers and computer equipment in addition, Japan will
grant more liberal treatment to the establishment in Japan by U.8. firms of
wholly-owned subsidiaries for importation, wholesaling and servicing, Some
actions are also being taken to reduce other Japanese non-tariff barriers.

The European Communities have also agreed in principle on some short-
term measures that are pending approval of the Council of the Huropean
Communities.

The U.8. has agreed to participate in bilateral antidumping discussions with
the Japanese at the technical level. The United States has agreed to consider
proposing the elimination of the “Final List” (Section 402 (a) of the Tariff
Act) method of customs valuation, contingent upon reciprocal actions by other
countries. The United States may moderate its inspection measures of Japanese
canned tuna as determined by the effectiveness of Japanese measures in meet-
ing U.8. laws and regulations concerning decomposed canned tuna.

The U.S. has been concerned that certain trading arrangements with Canada
no longer fairly reflect the economic circumstances surrounding economic rela-
tlonships between our two countries. While it has not yet been possible to
achieve appropriate balance in these arrangements, the United States will seek
appropriate means of reducing imbalances in trade agreements with that
country.

Conclusion

These negotiations have by ho means settled the major issues outstanding in
the fleld of international trade. Nevertheless, a beginning has been made. Cer-
tainly, there is greater recognition today of both the need for further progress
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and the dangers implicit in failure to achieve that progress. We look forward to
major trading nations joining with us in seeking future steps to revitalize the
world trading system.

0. Defense Financing Arrangements

The President's announcement of August 15, 1971, included the statement:

“Now that other nations are economically strong, the time has come for them
to bear their fair share of the burden of defending freedom around the world.”

The implication was that the persistent U.S. payments problems were caused
partly by the high level of U.8. defense expenditures abroad. If some of those
defense burdens could be borne by other countries, the shift required in other
U.8. accounts, including trade, would be smaller.

Some reduction of defense expenditures overseas could be expected as we
withdrew from Vietnam., However, these savings could be dissipated by rising
prices and the increased cost of foreign currencies. Important imbalances have
remained within Europe. Thus we felt justified in proposing that Europe carry
a larger share of the common defense burden, which would mean some increase
in their defense responsibilities, greater contributions to the cost of maintain-
ing U.8. forces in their areas, or a combination of both.

The U.8. wants to maintain fully the strength of the alliance. Unilateral re-
ductions in U.8. forces might be followed by reductions in the forces of our
allles rather than a compensating increase. Reductions should be the subject of
negotiations with Warsaw Pact powers, not the result of unilateral action. The
U.8. view was that forces of our Huropean allies needed to be strengthened.
Thus, & number of conflicting objectives had to be reconciled.

The result so far has been the signing of a new agreement for partially off-
setting the cost of U.8. forces in Germany and announcement by our European
allles that they intend to increase expenditures on their own defense forces by
more than $1 billion in 1972. These agreements are steps toward maintaining the
strength of our common defense with a smaller proportionate burden on the
United States. However, the increased expenditure by our Buropean allieg on
their own defense forces, except as it may involve procurement from the U.8,
will not directly reduce our payments deficit. Nor will the share of Huropean
gross national products spent on defense be larger than in previous years.

Consequently, this area will need further examination and action in the year
ahead. The alternative would be to achieve the adjustment needed in our inter-
national payments balance almost entirely in the trade sector of the balance of
payments. Our trading partners may find preferable new arrangements enabling
the U.S. to maintain its forces in Purope without imposing strain on the inter-
national payments balance, that is, with consequences for the payments balance
no different from those of maintaining the same forces in the United States.

O



