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$577 BILLION DEBT LIMIT

WEDNESDAY, JUNE 28, 1975

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

The committee met, pursuant to notice, at 10:15 a.m., in room
2221, Dirksen Senate Office Building, Senator Russell B. Long
(chairman) gresiding. - -

Present: Senators L’on%oTalmadge, Byrd, Jr.,, of Virginia, Nelson,
Bentsen, Haskell, Curtis, Dole, Packwood, and Roth, Jr.

The CHAIRMAN. This committee will come to order.

The committee is holding a hearing today on H.R. 8030, a bill
to raise the temporary debt limit from $531 billion to $577 billion
until November 15, 1975. o .

We are aware of the fact that there may be objection to bringing
this measure before the Senate, and that the committee is under
a burden of making the bill available for Senate consideration at
the earliest moment, in the event that a parliamentary snarl over
the New Hampshire contest would delay-consideration of this measure,
and therefore we have moved as expeditiously as we could. Immediate-
ly upon receiving the bill from the House, we scheduled this hearing.
1 apologize to the Senators that they did not have earlier notice
and also to the Secretary who I understand had to burm a lot of
n;iéinight oil and early mormning oil to prepare his statement for us
today.

Mr. Secretary, we appreciate all of your diligence and all of the
work to prepare for us today. I suggest that you present your statement
in the fashion that most suits your good judgment, and after that
we will limit ourselves in the amount of time that we will interrogate
you on this matter.

(The bill H.R. 8030, and a staff memorandum relating to H.R.
8030, follows:] —

a



Union Calendar o 160:
22 H, R. 8030

o7 [Report No. 94-312)

IN THE HOUSE OF REPRESENTATIVES

June 19,1078

Mr. UrLLuan (for himself and Mr. ScunezseLt) introduced the following bill;
which was referred to the Committee on Ways and Means

June 19,1978

Committed to the Cominittee of the Whole House on the State of the Union
and ordered to be printed *

A BILL

To increase the temporary debt limitation until
November 15, 1975.

* Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,

AN

That during the period beginning on the date of the enact-
ment of this Act and ending. on November 15, 1975, the
public debt limit set forth in the first sentence of section
21 of the Second Liberty Bond Aot (31 U.8.C. 757b) shall
be temporarily increased by $177,000,000,000.

- 8ro. 2. Effective on tho datd ‘of 'i‘he enactment of this
.Act, the first section of the Act of Febrnary 19, 1975, en-
titled. “An Act to increase the temporary debt limitation
and to extend such temporary limitation until June 30,
1975” (Public Law 94-3), is hereby repealed.

¢ Subsequently passed by the House without amendment.
I
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MEMORANDUM

TO ¢ Members of the Committee on Finance

FROM : Michael Stern, Staff Director

June 24,

SUBJECT: 1Increase in Temporarylnebt Limit (H.R. 8030)

1975

House Bill.--Under present law, the permanent debt limit
is set at 3400 billion, with a temporary additional limit of
H.R. 8030

$131 billion, effective through June 30, 1975.

would:

1, Increase the temporary debt limit from $531
billion to $577 billion; and

2. Set the period in which the new temporary
debt limit applies from July 1, 1975 until
November 15, 1975,

An earlier bill (H.R. 7545) to raise the temporary limit
to $616.1 billion through June 30, 1976 was defeated on the

House Floor.

Budget Outlook.-~The actual fiscal year 1974 deficit
on a Federal funds basis was $17.5 billion; the unified or

consolidated deficit was $3.5 billion.

The current estimates

for the fiscal year 1975 deficit are $48,7 billion (Federal
funds) and $42.6 billion (on a unified budget basis).
fiscal year 1976, the deficits are currently estimated at

$57.9 billion (Federal funds) and $59.9 billion {unified

basis). These figures are shown in the table below:

(dollars in billions)

For

FY 1974 FY 1975 FY 1976
February Current February Current
Actual Estimate Estimate Estimate Egstimate
Federal funds:
Receipts $181.2 $186.0 $188.4 $199.3 $201.8
Outlays 198.7 229.0 237.1 254.2 259.7
Deficit (-) -17.5 -43.0 -48.7 -54.9 -57.9
Unified budget: )
Receipts 264.9 278.8 281.0 297.5 299.0
Outlays 268.4 313.4 323.6 349.4 358.9
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STATEMENT OF HON. WILLIAM E, SIMON, SECRETARY OF THE
TREASURY OF THE UNITED STAYTES

Secretary SiMoN. Thank you, Mr. Chairman.

We prepared this quite lengthy statement, and it is quite important,
It extends far beyond just the usual request on the part of the
Secretary of the Treasury to increase the debt ceiling, and I am
not going to—due to the shortness of time this moring and the
short notice given to everyone—go through it. However, 1 would like
to summarize parts of it, because I think it is important and hope
that you will have the opportunity to read it.

There are some pages I wish to read regarding the need for greater
flexibility in debt management that I am seeking from this committee.
In the past, secretaries have come to this Congress, as I do today,
to request an increase in the debt limit. | have very grave doubts
that this procedure has really insured the most productive consultation
between the Congress and the Administration.

I would like to discuss with you today, as 1 did earlier with the
Ways and Means Committee, some possible new departures. The new
procedures prescribed in the Congressional Budget and Impoundment
Control Act cover the debt ceiling issue.

We should have our debates here in Senate Finance and in the
House Ways agnd Means Committees on the manner that we handle
the debt financing, which is a complex issue. Even though my steward-
ship as Secretary of the Treasury with regard to debt management
matters is presented to the Congress annually in an annual report,
I think a debate on this subject from time to time would be more
relevant and certainly more productive than just coming up on a
debt ceiling, which I must admit is meaningless. It is nothing more
than a recognition of past sins.

Comprehensive tables are attached to my statement, which show
the amount of debt outstanding and the projected debt, looking as
far as we can look. The tables show how we have indeed financed
the debt in the past. The Congress, on May 14, passed the First
Concurrent resolution on the fiscal 1976 budget. The $617.6 billion
debt ceiling provided in that Resolution would be very acceptable
to us.

We would like a better understanding here in the Congress and
with the American people in the area of Treasury financing and debt
management. Decisions are not arrived at in a room with two or
three people, who are expert in this area. They are arrived at after
consultation with a wide group of leaders in our financial community.
The Government Borrowing Committee, the American Bankers As.
sociation, numbers among its membership senior bank officers from
all over the United States, large and small. The Government Securities
and Federal Agencies Committee, which I was a member of for many
years when I was in the banking business, includes senior officials
of investment banking firms, who are expert in the Government securi-
ties market. A number of these ple have served in the Treasury
Department as assistants to the Secre for debt management, so
they all have a very broad view of the market.

Both of these committees, as well as all other experts in the United
States are in full a%:'eement that the Treasury must tap all maturity
sectors of the market and that its offerings must be designed to
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create and build an upward sloping yield curve. Now, if I have said
that once before committees of Congress, 1 have said it 15 times—and
it is an important point to make—and I am providing documented
proof of why an upward-sloping yield curve is so important here
in my testimony. :

We agree completely with the experts’ wisdom. We must not over-
load a particular area of the marketplace, but finance in a sensitive,
responsible way in the areas where the—as a market participant would
say—the market is “‘decadent.”

The average maturity of our privately-held debt has declined from
S years, 9 months in- 1965 to 2 years, 9 months, presently. The
imptg(r!tance of an upward-sloping yield curve cannot be underesti-
mated.

I am quoting now the words of one of our advisory commiittees:

Because the majority of institutional investors borrow short-term funds and invest
them longer—this is true of commercial banks, of savings institutions, and
others—anything that raises short-term rates destroys the incentive to invest longer
term, be it in mortgzﬁ:c. corporate bonds, or stocks. This is because any action that

makes short rates higher than otherwise simply increases the risks of investing long,
and destroys the incentive or need to extend investment maturities. -

I have attached to my statement charts indicating interest rates
and what their performance has been this year while the Congress
was debating whether the budget deficit would be $60 or $80 or
$100 or $150 billion—all sorts of different figures were spoken of.
I want to emphasize that people who make decisions in markets do
notf survive very long by acting on statements that are not based
on facts. .

Based on the Administration’s projection of a $60 billion deficit
in fiscal 1976, our new cash requirements, including off-budget financ-
in%. are going to total $73 billion this year, $38.2 billion in
Ju _ly—December, $34.5 billion January-June.

he simple facts are that on December 31, 1974, private investors
held $181 billion of marketable Treasury obligations. By June 30,
1976, that is a tyear from now, they will have acquired another $80
to $90 billion of marketable securities. That is a 50 percent increase
in this relatively short period of time, which is rather extraordinary
when one understands investor preferences for diversification, et
cetera.

In fiscal 1976, all Government borrowing, including State and local,
is going to be 80 percent of capital market borrowing. This percenta§e
could change depending on the ultimate size of the Federal deficit.
If you consider Government borrowing relative to total funds
raised—including mortgages and short-term credit—it would be 50
percent, a rather large number. -~

A table is attached to my statement showing the changes in the
ownership of the public debt. I think that analysis of this data will
support a conclusion by this committee and the Congress that the
Treasury has been financing the deficit in a responsible and construc-
tive manner. In this regard, 1 am personally deeply concerned by
the notion | sometimes hear expressed that there is some simple
answer to ﬁnancinﬁ these deficits which is going to avert painlessly
all of the risks which are inherent in financing operations of this
magnitude. As | said before the Ways and Means Committee in our

87791 0 -78 .+ 2
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question-and-answer period, this optimism seems to work in inverse
proportion to peoples’ experience in the financial maket. We are
raising an unprecedented amount of money, and the sheer size of
this financing is going to require the gteatcst flexibility with regard
to the choice of maturities. You are all well aware of the statutory
exception of $10 billion to the 4% percent ceiling on Treasury bond
rates.

1 am going to submit for the record, if I may, Mr. Chairman,
the history- of the 4% ceiling, which dates back to 1918. It is a
very interesting document. It is only a few pages long. It will not
take you long to read.

[The material referred to follows:]

ORIGIN OF THE 4% PERCENT INTEREST RATE CEILING

- INTRODUCTION

Present law prescribes that only $10 billion worth of Treasury bonds held by the
general public may have an interest rate in excess of 4% percent. The 4% percent
interest rate ceiling has been in effect since 1918 when the Second Liberty Bond
Act of 1917 was amended. Recently, Congress has acted several times to alleviate
the constraint imposed by the original interest rate ceiling.

1. In 1967, the maximum maturity on Treasufy notes was increased from 5 years
to the present maximum of 7 years, thus exempting issues up to 7 years from the
4% percent limitation.

2. In 1971, the Treasury was authorized to issue up to $10 billion of bonds without
regard to the 4% percent ceiling.

3. Then, in 1973, the $10 billion exemption was amended from the 4% percent
ceiling so that it would apply to bonds outstanding in the hands of the public.

The Congress authorized the $10 billion exemption to observe the effects of eliminat-
ing the ceilinﬁ. It gave the Treasury the opportunity to establish whether increased
flexibility will have desirable effects with respect to debt financing.

BACKGROUND OF THE 4% PERCENT INTEREST RATE CEILING

The present interest rate ceiling dates back to 1918. Until World War 1, the Secretary
of the Treasury was given little discretion in the actual implementation of public
debt operations. The Congress was the main debt management authority for the Federal
Government. Congress determined the interest rates, maturity structures, call features,
and other characteristics of the debt. Periodically, Congress authorized the Treasury
to use alternative types of securities with the terms specified by the authorizing legisla-
tion.

World War I brought a change in this situation. Congress altered its previous policy
of specifying the terms and conditions of debt issues because of the large amounts
of borrowing and number of loan operations required. In the first and the second
Libesty Bond Acts, it gave the Secretary of the Treasury broad authority to determine
the terms and conditions of issue such as conversion, redemption, and maturity.

Debates and discussions at the time concerning these acts show that both Congress
and the Treasury were thinking almost exclusively of what interest rate would be
necessary to successfully issue debt. They concluded in the spring of 1918 that an
interest rate of 4% percent was adequate. The 4% percent was chosen in 1918 simply
because it was the rate necessary to sell bonds in the closing months of World War
I. Thus, conceptually the 4% percent rate was a necessary marketing rate—not a
ceiling in the stricter sense. And, of importance in the current debate, its exact level
was, and is, an historical accident. ,

During the early part of 1919, it became clear that additional financing would
be required in the near future. A complicating factor in the financing was that the
final session of the 65th Congress would terminate before the date of new financing.
Secretary of the Treasury Glass requested that the interest rate ceiling be removed
for notes and bonds so that financing could be achieved while Congress was in adjourn-
ment.

Before its adjournment, Congress responded to the Secretary’s appeal by removing
note issues from the interest rate ceiling and authorizing the Secretary’s discretion
in determining rates of interest. The use of bonds was not directly involved in the
final financing of World War I. Once again, the restriction applying to bonds, but
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not notes is also an historical accident. In the years following the war, the question
of the interest rate ceiling was no longer a relevant concem.

Although yields on Treasury securities exceeded 4% percent from time to time
during the early 20, the ceiling did not represent an impediment to Treasury financing,
because the volume of issues was small and was financed entirely by notes and other
short-term issues. For the most part, yields on Treasury securities remained well below
4% percent except for short periods during the 1950's (1953-1954, 1957-1958). After
the mid 60's, the situation been different, and the Treasury was unable to sell
long-term securities until enactment of the $10 billion exemption in 1971,

SUMMARY

The original purpose of the interest rate ceiling has lost relevance in light of changed
market conditions. The ceiling was intended to be a level necessary for financing
in 1918 and represents merely the last time Congress acted to set Tressury interest
rates.

Secretary SIMON. The reason that the 4% ceiling was there basically
is that was the interest rate that was necessary to finance the U.S.
{Government during World War 1. I suggest that 50 or 60 years later.
tliimcs have changed a little bit, and it is time to take another look at:
that.

Moreover, Treasury notes are not subject to an interest rate limita-
tion. A note is a coupon security that matures in 1 to 7 years.
The Congress on three occasions in the last 10 years has recognized
the Treasury’s need for greater flexibility.

In 1967, the maximum maturity was increased from S to 7 years
in the definition of a note. In 1971, the Treasury was authorized
to issue $10 billion in long-term bonds without regard to the 4%
percent ceiling. In 1973, the $10 billion exemption was amended
so it would apply only to bonds outstanding in the hands of the
public, excluding government accounts.

We have used up $8% billion of the $10 billion authority. This
leaves $1% billion of long-term authority for the massive financing
task ahead.

_ We have to restructure our debt. The flexibility that I have now
for conducting our borrowing operations is grossly inadequate.

The weight of practical experience market advice that we have
received from all quarters is that we offer securities in all maturity
areas to minimize the risk of an adverse impact on particular sectors
of the market. Also there are erroneous conclusions about the impact
of Treasury financing. For example there is a tendency for people
to think of housing finance in terms of permanent, 30-year mortgage
financing, but as every homebuilder knows, the availability of short-
term construction financing is as important to getting the job started
as the permanent financing is to get it completed.

Also, as we move forward into the recovery phase as we are now,
there is additional reason for concern with our debt structure. It
is obvious that a substantial portion of our financing in the future,
as it has been in the past, is going to have to be handled in the
short, intermediate area. There will be another Secretary of
the Treasury coming here before you a few years from now who
is going to complain bitterly about the concentration of Treasury
issues in the short term. The options do not exist today to prevent
the massive refinancing job that we are saddling this future Secretary
of the Treasury with, just because of the sheer size of debt maturing
in the short term.



L
L TN

IN

I\

8

In the first 6 months of this year 68 percent of the securities
the Treasury has issued have been under 2 years and 26 percent
have been in maturities 2 to 7 years. Only 6 percent of the securities
that we have issued so far have been over 7 years, and the important
thin%aonl 3 percent—actually sli%htly less—have been over 20 years.
We have n, as | say, responsible and sensitive to what the market
desires and what it can handle, without being disruptive.

If we concentrate our new offerings entirely in the short- and inter-
mediate-term areas, when the economy has achieved a substantial
measure of recovery, the problems of the Fed are going to be greatly
complicated. As | said, it would also be the problem of the future
Secretary of the Treasury.

There are already substantial build-ups in the amount of securities
coming due each year. That is going to continue. I say “likely” in
my testimony, but 1 change that to “going.” Two years ago, the
gnvately-hel marketable debt maturing within a year amount to just

84 billion. Today, it is $119 billion.

Two years ago, our major refundings were quarterly, and now it
looks like we are going to have significant coupon maturities every
single month of the year.

We are not going to escape the future adverse consequences of
necessary short-term financing. In my judgment, however—and 1 know
this is the %ud ment shared by other market professionals—excessive
amounts of short-term direct Treasury debt would contribute to
another situation in which we could get an excessive rise in short-
term interest rates with the whole panoply of economic consequences
that developed in 1966, 1969, 1970 and again in 1973.

This is not an immediate problem, but as the recovery develops
and private credit demands expand, commercial banks and other
lenders are going to liquidate Treasury securities, just as they always
have, to accommodate the private sector. Short-term Treasury debt
is very near to money. Unless there is a substantial rise in interest
rates, it is going to readily liquidated at small cost to provide
funds for other purposes. If Treasury financing needs are still large
at that time and excess demand threatens to reignite inflationary pres-
sures, the Fed will have toresist this liquidation by the private sector
by allowing short-term rates to rise.

The alternative of Fed purchases from the private sector—in other
words, monetization of the debt—could temporarily restrain the rise
in rates, but only at the expense of future inflation.

I know the argument that we should refrain from long-term borrow-
ing at this time when rates are historically high and wait until rates
are lower. This has superficial appeal, but it really begs the question
of why the Secretary would want to finance at 8 percent when he
can finance at 5% percent in the short-term area.

Long-term financing avoids the need for frequent future refundings.
Prudent debt management requires any financial manager to make
sure that he has a debt structure that it is balanced. Every corporate
and municipal finance officer would be glad to tell you that, and
that is the reason why in" World War Il we chose to finance with
2% percent Victory Bonds versus % of 1 percent Treasury bills. It
was a very, very wise decision. There are other reasons that also
make this compelling.
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What we are specifically recommending to the Chairman and the
commiittee is that the exception to the rcent ceilir:ﬁ“())n long-
term bonds be increased from $10 billion to $20 billion. 1 recom-
mend that the maximum maturity of Treasury notes be extended from
the present 7 years to 10 years. The extension of the maximum
note maturit?', assuming that market conditions permit, could be a
powerful tool in helping to arrest the decline in the average maturity.

There is also a notion that is widely recognized that constant
short-term financing creates great inflationary pressures. If we finance
the Government’s vast deficits only in the short-term sector, it is
going to look like we have indeed copped out to inflation.

The urgency of the need for greater debt management flexibility
is underscored by the facts that I have already mentioned. 1 also
request flexibility for the Secretary of the Treasury to vary the savings
bond rate. Savings bonds now account for approximately 25 percent
of the privately-held debt. It is a very stable form of debt. Its average
life is about double that of our present marketable debt, and we
:'Ihin"l‘)'liin fairness to the saver that the Secretary should have some

exibility.

There is a large debt management job before us, and I can assure

ou, Mr. Chairman, just as others have in the tKast and others will
in the future, the Treasury will handle its part of the debt management
job responsibly. I would like to ask you, please give us the tools
to do this job.

Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Secretary, 1 would like us to consider these
amendments that you are sug%esting. I know some of them | want
to vote for. I may want to vote for all of them.

First, let me explain that the bill is not in the committee at this
moment. 1 requested that the bill remain at the presiding officer’s
desk in the Senate because of the parliamentary situation that exists
there, with one Senator threatening to hold up the decision on the
debt limit until the New Hampshire contest is resolved. 1 am not
sure the New Hampshire contest is going to be resolved any time
soon, and I do not want to find ourselves in a situation where the
Government cannot pay its employees or contractors.

If the debt limit expires, this Government would have needlessly

laced itself in a very embarrassing situation before its citizens and

fore the rest of the world. Would you agree with that, Mr.
Secretary?

Sl)‘ecretary SIMON. Yes, sir, 1 do. You could not pay Congressmen
either.

The CHAIRMAN. Or their employees either. I simply want to do
all I can to make sure that the Senate will have the opportunit
to pass a debt limit bill. That is why I did not ask that the bill
be referred to the committee, but the committee can propose amend-
ments that can be offered on behalf of the committee on the floor,
if that suits the judgment of the majority on this committee.

Now, Mr. Secretary, I always ask for a series of charts and 1 would
like if you would just simply bring us up to date. It would help
to show the comparison of relative factors and to relate the debt
to the growth of the economy and matters of that sort. 1 would
appreciate it if you would make that material available to us.
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Secretary SiMON. We sent that up earlier to you, Mr. Chairman,
so 1 think you have everything that you need, and | will submit
this for the record. If there is additional material that you would
like, we would be delighted to——

The CHAIRMAN. | ask that it be made a part of the record at

this
(

int.
e following material was subsequently supplied by the Depart-

ment of the Treasury:)

1)
2)
3)

4)
5)
6)

7)
8)
9

TABLES ON ESTIMATED GROSS AND NET GOVERNMENT AND PRIVATE DEBT

Table

Subject

Estimated Gross Government and Private Debt. by Major Categories

Estimated Per Capita Gross Government and Private Debt

Estimated Gross Government and Private Debt related to Gross National
Product

Estimated Net Government and Private Debt, by Major Categories

Estimated Per Capita Net Government and Private Debt

Es'l’irngsxed Net Government and Private Debt related to Gross National

uct

Estimated Federal Debt related to Population and Prices

Privately held Federal Debt related to Gross National Product

Changes in Per Capita Real Gross National Product

See footnotes at end of tables.

OFFICE OF THE SECRETARY OF THE TREASURY June 5, 197§
OFFICE OF DEST ANALYSIS
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TaBLE 2. - Estimated Per Capita Gross Government and Private Debt?

(Amounts in dollars)
State Federal ? Total
and gross
Total local Public  Agency Total debt
$1477 $146 $13 $9 $143 $1767
143 153 12 10 140 1750
1331 157 143 10 153 1643
1227 157 166 9 176 1561
114} 1558 189 11 201 1498
1110 151 228 37 263 1526
1 154 240 44 284 1534
1108 153 268 46 314 1572
| 152 289 45 334 1583
1053 152 303 47 351 1557
1051 153 320 52 372 - 15717
1070 152 339 54 393 1616
1143 149 432 57 489 1782
1183 141 799 40 839 2138
1159 131 1208 » 1245 2536
1149 123 1659 21 1681 2954
1097 113 1979 10 1990 3202
1192 13 1825 1 1836 3142
1370 120 1778 4 1780 2N
1494 133 1717 6 1724 3383
1540 148 1716 5 1722 3410
1786 166 1685 ? 1693 3645
1977 180 1674 ] 1680 3837
2109 196 1697 s 1702 4008
2223 218 1718 4 1723 4164
2299 246 1710 4 1714 4260
2615 279 1692 8 1700 4595
2799 296 1637 10 1647 4743
2927 318 1598 18 1617 4862
3058 345 1657 13 1671 5075
3 374 1635 32 1667 3339
3478 398 1606 3s 1641 $s18
3681 422 1612 37 1649 5753
3931 447 1627 41 1668 6047
4242 472 1634 42 1677 6392
4572 497 1656 47 1704 6774
4979 530 1651 50 170} 7212
S 556 1678 71 1746 7703
5783 590 1734 101 183S 8209
6441 633 1783 75 1858 8934
7209 680 - 1816 68 1884 9718
7731 728 1899 61 1960 10420
8366 806 2048 53 2101 11274
867 2151 56 2207 12485
10626 919 2233 ss 2288 13834
11629 987 2328 53 2378 14995

See footnotes at end of tables.
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Tasiz 3. ~Groes Goverament and Private Debt Related 10 Oross National Product

Private ! State Foderal $
Gross ¢ and
P;md\mw Individual Corporate Total focal Public Agency Total
(miltions $) (Ratios of debt to Gross Nationa! Product (%))
$96.7 75.4 1107 186.0 18.4 16.9 1.2 13.1
. 81 86.4 129.2.. . 2156 227 193 .. 16 208
66.9 97.0 149.9 2489 29.1 266 19 28.6
56.8 100.5 169.2 269.7 u? 36.6 2.1 8.7
60.3 . 84.6 153.2 2)7.8 323 39.8 s 4.0
68.6 726 132.1 204,7 280 4.8 7.0 48.3
7.4 64.2 116.0 180.2 283 39.5 7.2 468
865 58.3 105.1 163.6 22.7 398 6.8 46.6
I X 58.3 103.0 161.3 22.4 42.6 6.6 49.2
87.6 571 99.1 136.2 226 45.0 7.1 2.1
948 53.6 91.6 145.1 21.2 442 7.3 51.8
102.6 49.3 82,7 1320 18.8 4.8 6.7 4.3
138.8 40.1 70.2 110.3 144 41.7 5.5 47.3
179.0 219 594 873 10.7 604 31 63.5
202.4 24.1 $4.5 786 89 820 2.8 84.5
2174 23.) 50.1 73.5 19 106.} - 1.4 107.5
196.0 219 50.8 78.7 8.2 141.9 08 142.7
2214 271 49.4 76.4 7.3 117.0 0.7 117.8
245.0 28.3 2.6 80.9 7.1 104.9 03 108.1
261.2 309 $3.4 84.2 1.8 96.8 0.4 97.2
260.5 4.7 $3.9 88.6 8.3 98.7 0.3 99.0
M 338 539 87.4 8.1 82.5 0.4 82.8
338.2 338 56.7 90.5 8.3 76.7 0.2 16.9
361.0 358 56.2 9.1 8.6 4.1 0.2 74.3
360.8 39.7 59.0 9.7 9.7 76.3 0.2 76.5
3798 414 5.3 98.7 10.6 134 0.2 736
409.7 440 62.0 108.9 113 68.3 03 68.9
433.2 45.1 64.0 109.1 116 6.9 04 64.2
438.1 47.4 67.3 1149 12.5 62.7° 0.7 63.3
469.2 471.5 66.3 1140 129 61.8- 0.3 62.3
496.8 .3 68.7 118.0 134 8.5 1.1 59.7
$03.5 523 72.8 124.8 14.3 $7.6 1.3 589
542.8 52.% 72.1 124.6 14.3 546 1.3 558
$74.7 54.3 733 121.6 14.5 s28 14 $4.2
611.8 36.5 4.7 131.2 14.6 506 - 1.3 51.9 :
654.0 s8.1 76.0 1342 14.6 48.6 14 500 .
7198 57.8 6.7 134.4 14.3 44.6 1.4 459 194.7
1726 57.8 - 7199 137.4 14.2 426 1.8 4“4.4 196.0
825.0 $7.7 81.6 139.3 14.2 418 2.4 44.2 1977
898.6 $7.2 86.7 1439 14.2 398 . 1.7 415 199.6
953.7 57.8 95.7 153.2 14.3 386 1.4 40.1 2007
1009.8 58.1 988 156.9 14.8 388 1.2 9.8 1.4
1099.1 58.9 98.7 1576 15.2 86 1.0 39.6 24
1226.8 59.9 100.3 160.2 14.8 166 1.0 326 2.5
1351.4 60.8 104.6 165.4 14.3 348 0.9 356 4
1424.0 61.8 13 173.1 14.7 346 0.8 354 3.2
See footnotes at end of tables.
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TTASLS 4, ~Bstimated Net Goverament and Private Debt, by Major Categories
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TABLS §. -M Per Capita Not Government and Private Debt?

State Tota

and net

Totad local Federal? debt
$7350 $44 $11 $806
197 46 70 918
886 49 202 1138
930 52 244 1227
993 58 222 1274
978 64 212 1288
n 207 1273

1038 76 194 1310
1077 82 184 1344
1142 88 178 1406
1183 163 1441
1239 101 152 1494
1295 108 145 1546
1328 111 138 1578
1308 119 134 1562
S ier s raerssaatsiaaesens 1196 128 149 1474
LebreNsatkessnteriserraes 640 1098 132 170 1401
rbrraesienerres 406 1018 129 193 1341
597 991 128 240 1387
978 126 270 1378
989 126 294 1410
985 124 304 414
949 124 3 1383
949 128 328 1400
969 123 337 143t
1038 120 420 1378
1045 11 751 1910
1081 108 1124 2281
1042 100 1528 2667
95 1797 2889

.96 1616 2794

1237 . 103 1532 2072
1351 - 118 1462 2929
1396 127 1452 2976
1622 142 1427 3192
1795 156 1400 3382
1914 m 1408 3492
191 1413 3630

217 1408 3716

2381 247 1383 4012
2543 263 1327 4134
2633 282 1296 4234
~2m 307 1320 4400
2991 338 1387 4684
382 359 1327 4839
3337 383 1343 5064
3567 412 1359 533
3854 443 1360 5638
4134 471 1375 6001
4523 5038 13" 6400
94 333 1382 6810

- ) 367 144} 7237
s813 611 1434 %79
637 1427 8563

706 1469 ggo

7518 706 1574 9
8431 84 1633 10932
9542 1659 12101
10432 970 1702 13108
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TasLe 6.~ Estimated Net Government aod Private Debt Related 0 Gross National Product

Grosst Private® sm
ross -
l:nﬁonﬂm Individual Corporate - Total local  Federal®
(millions $) : (Ratios of debt to Gross Nationa! Product (%))
$96.7 75.4 219 - 1673 14.1 17.1
83.1 86.4 107.5 193.9 172.7 19.9
66.9 97.0 1248 2218 239 o217 .
- 568 100.5 " 140.8 . 2414 29.2 378
60.3 84.6 127.8 C212.1 270 40,3
. 68.6 726 110.1 . 1827 23.2 443
77.4 64.2 96.6 © 160.9 208 4.4
86.5 58.5 - 880 146.5 18.7 43.6
- 876 $8.3 86.5 144,9 184 447
- 876 $7.1 83.7 J40.8 184 46.2
94.8 53.6 77.8 LN 123 44.9
107.6. 49.3 . 203 119.5 15.2 41.6
1388 40.1 © 60.1 100.1 11.6 40.6
179.0 279 51.2 9.1 8.6 56.8
202.4 © 241 41.2 .3 7.2 76.3
2174 233 433 66.6 6.4 9.5
196.0 279 43.5 71.4 6.8 128.8
‘ 14 2.1 42,2 69.3 6.2 103.7
245.0 28,3 447 23.1 6.1 90.5
261.2 309 © 453 76.2 6.5 82.4
£ 260.8 347 45.6 80.3 7.3 83.$
33 © 338 ;. 459 79.4 7.0 69.8
338.2 338 .822 7.2 64.1
361.0 . 358 4.7 83.6 2.5 614
360.8 39,7 o S0.1 "898 8. 62,9
3798, 414 T 48,8 . 899 9.3 60.3
'409.7 4.0 "852.8 .. 96.4 10.0 56.0
433.2 ‘45,} ,540 99.2 10.3 51.8
438.1 47. . 56.9 104.2 111 $0.9
T 4692 . 418 v 558 103.3 114 492
496.8 149.3 578 - 1071 120 48.6
503.5 523 60,8 . }IJ.I 129 "47.6
‘542.8 525 60.5 130 130 45.8
© 8147 543 . 618 1158 134 44.1
- 6118 36.5 b 627 119.2 13.7 4.1 -
,6540 58.1 . 638 1219 138 40.4
719.8 644 1 137 370
11126 s7.8 ‘610 21248 136 3s.2
"825.0 $1.7 68,2 “135.9 137 34.7
898.6 3. 727 . 1298 137 328
953.7 - 5. 80.2 1327 140 30.3
1009.8 581 828 1409 14.3 298 -
1099.1 38.9 82.7 lzl.s 14.8 29.7
12268 - 399 84.0 1439 144 27.8
1351.4 608 87.7 1486 14.0 25.8
14240 61.8 9.4 1382 144 25.3
See footnotes at end of tables.
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. TasLy 7. —Estimated Federal Debt Related (0 Population and Prices

Outstanding Federal debt | Per capita Federal debt ? Real per capita Federal debt *
Privately : - Privately Privately
\ held ‘ held held
Dec. 31 Gross* Net? oet*  Gross? Net® net®*  Orosst Net® net?
1929 iieciniennee $17.8 - 8165 $16.0 $143 $135 $131 $434 $409 - $397
930....c0c0000in00nn 173 165 15.8 140 134 128 452 431 413
L2 IETTTYTTOIRNOuE 19,1 18.5 173 154 149 142 47 530 507
Veanens 220 21.3 19.4 176 -~ 170 158 698 676 - 616
283 24.3 21.9 201 193 174 794 763 (1
3] 304 28.0 263 240 221 1018 856
362 344 320 284 .270 251 1067 1014 943
40.3 377 353 314 294 278 1167 1091 1022
43.1 39.2 36.6 334 304 284 1203 1094 1022
938...ciinnenininns 45.6 40.5 37,9 351 3 ridl 1299 1154 1
- DYTTITTITTOTIION A8, 42,6 ,1 in 328 1386 1210 1139
evoracsseanannsn . 52.2 4.8 42.6 393 337 321 1449 1244 1183
1941....cc0c00ie 63.6 563 .0 489 420 403 1644 1411 1383
A942..00eiinieiiinins 113.7 101.7 95.5 840 731 703 25719 2307 2166
1943....... w - 1710 154.4 1429 - 1245 1128 1041 3709 3349
- 233.z 2119 193,1 1681 - 1528 1390 7 2
279. 252 228.2 1990 17 1624 5678 5128 4632
260.7 229.5 206.1 1836 1616 1452 4418 3889 3493
257.6 2217 199.1 1780 1532 1376 3940 3191 s
25).8 2153 192.0 1724 1462 1304 37t 2813
2579 217.6 1977 1722 1452 1320 3788 3193
2578 2174 196.6 1693 1427 1291 3515 2681
260.2 216.9 193.1 1680 1400 3293 2748 2443
2683 221.8 196.8 1702 1403 1249 3308 2731 2427
2760 226.8 1723 1418 1 3325 27132
279.3 229.1 204.2 1714 1408 1252 3324 2724 2428
28 229.6 1700 1383 1 3284 2672 2183
2783 2243 199.4 1647 1328 1 3093 2493 2216
278.1 223.0 198.8 1617 1296 1153 2363 2106
231.0 204.7 16711 1320 1170 2993 2365
296.3 2414 2148 1667 1387 1207 2395 2131
296.6 2398 - 2!;.4 1641 1327 1175 2858 2308 2044
3030 246.7 2178 1649 1 1185 2851 2321 2049
1 13 2336 1 1359 1194 2321 2039
1963 .ccciiccicnianes 3174 251.8 0. 1677 1 1183 2817 2286 1987
= TR 7 3 X 264.0 2 1704 . 1375 1183 2829 2284
SO | X | 266.4 225.6 1702 - 1371 1161 2112 223 1891
1966.....000000000000 343.3 271.8 221.8 1746 13 1157 2152 2179 ]
1 - 3 286.4 2373 1838 - 1441 1194 1826
l 291.9 2389 1858 U4 1190 2718 2124 1238
289.3 232.1 1884 1427 1148 2594 1964 1876
i 301.1 239.0 1 ! 1166 - 2358 1917 1522
1 3259 288.% 2101 1574 1232 2652 1987 1553
1 312 2699 163 1292 2695 1994 1sn
[} , . . lgg 1276 7 1861 1432
1 280.1 2378 I 1321 2378 1702 1321

»s«roamueudolm )
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TABLE 8.~ Privately Held Federal Debt Related to GNP

{Dollar amounts in biltions of doltars}
, 1
Gross Ratio of Year-to-
national Privately debt to year price
product ¢ held debt ¢ GNP (%) changes? (%)
$96.7 $16.0 16.5 covevviiiiriiiennnes
83.1 15.8 19.0 -6.0
66,9 17.7 - 26.5 ~95 -

56.8 194 34.2 -10.3
60.3 219 36.3 .5

' 68.6 28.0 408 2.0
77.4 320 41.3 30
86.5 35.3 40.8 1.2
87.6 36.6 41.8 3.1
87.6 379 43.3 -~2.8
94.8 40,1 4.3 -.5
107.6 42.6 39.6 1.0
138.8 54.0 38.9 9.7
179.0 95.5 534 9.3
202.4 142.9 70.6 3.2
2174 193.1 88,8 2.1
196.0 228.2 116.4 2.3
221.4 206.1 93.1 18.5
245.0 199.1 81.3 8.7
261.2 192.0 73.5 2.6
260.5 197.7 759 -1.8
3113 196.6 63.2 5.8
338.2 193.1 57.1 5.9
361.0 196.8 54.5 9
360.8 2009 55.7 7
379.8 204.2 53.8 -4
405.7 204.8 50.0 4
433.2 199.4 46.0 29
438.1 198.8 454 30
469.2 204.7 43.6 1.7
496.8 . 2148 43.2 1.5
503.5 2124 42.2 1.5
542.8 217.8 . 40.1 6
574.7 222.8 38.8 1.2
611.8 2239 36.6 . 1.6
654.0 227.0 34.7 1.2
719.8 225.6 31.3 1.9
772.6 221.5 294 3.3
825.0 2373 28.8 30
898.6 238.9 26.6 4,7
953.7 232.1 24.3 6.1
1009.8 239.0 23.7 5.5
1099.1 255.1 23.2 34
1226.8 269.9 22.0 34
13514 268.6 19.9 8.8
1424.0 280.1 19.7 12.2
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TABLE 9.—Changes in Per Capita Real Gross Nazional Product

' GNP GNP pér capita, change

‘ 1Private aummunauamfmnymm in which thete |s no
R R e P e L

e per capita from year ago
GNP in constant
. billions of . 1958 Cons :
Dec.31 ~ . 1958 dollars - dollars® 1958 dollars  Percent
l929-n~---u-u'---ino‘onnnl( 520306 31672 ----- ssesan sessanqerren sessssssrany
1930....0 e iererreoees 183.5 1491 s—-lsn Z108
193 .iiiiiiniiiennnnn, veerens n 1693 - - 1365 -126 -8.5
1932 ccniviiiiiniiiiiinnennens - 1442 1185, =210 ~154"
1933 .. 1418 o121 . -8 ~24
1934, 154.3 ‘ 1221 . ?4 8.4
1935 1695 1332 . it 91
1936.....c000vieninrinniionninii’ 193.0: 1507 175 13.2
I8 L X i O OO TN 2032 . - 18T 70 4.7
193>8100pl-c0tl05tl't.ll,lill.l.ll . 1929 o 1486 “91 —-Sts
939 ‘ 209.4 1600 .. 114 11
227.2 1714 114 7.1
2637 1969 255 '14.9
297.8 - 2200 231 11.7
. 337.1 2456 256 " 11.6
361.3 2601 145 . 59
3552 . 259, =T ~-28
3126 . 2200 —327 ~129
-309.9 2142 -60 -2.8
323.7. - 2199 : 57 2.7
3241 - . C 2164 -—35 -—1.6
3553 2333 . . . 169 7.8
834 . 2478 142 6.1
395.1 - 2508 33 1.3
412.8 o 28577 69 - 2.8
407.0 2497 -—80" -3.1
438.0 . 2640 143 5.7
446.1 .2641 . 1 BN |
4525 2631 -10 -
" 4473 "2558 ' ~73 -2
474.9 2671 113 -4
l960.u..-..’nn.--nuu-uuu K 487.7 . 2699 F 28 B |
1961 1rvrrevoermeseemmreoneeenns 4972 2707 8 o
19621mm1veerescoessoerersrns 5298 2840 133 4,
1963 -rremrroescoorerreeeioons 5510 2912 7 2.
T L7 S s81.1° 3028 116 4
1965....ccvvnenvnisirnrenens o 617.8 3180 152 S.
1966 Weevedns st cavagrainpannnnn . 658-1 : 3348 ' ‘68 . s
1967.....c0eviiirivinssinaianne 675.2 3398 50 B
T O 7066 3521 123 3.
T 2 725.6 3580 59 1
l970.......‘.'.. ..... 490000000 122'5 3527 —53 ~l
1911aiihnnu--u"unuiu--u ' 746‘3 ' 3605 78 2-
l972..‘l.'l‘.ll..I"."l"l.l.‘. 792‘5 ' 3795 190 S.
l973l1|Oh.|IIOOOOQCOCIOD'COIGQO'» . 839-2 . 3989 - 194 "‘s-
1974...cc0iivieinenn cerrrnnes 821.2 3875 -114 -2.

D=wDAIRAMWOOW O =Rhoh

to $0.7 b(tlbnonl?l!llﬂ.i Sbllllonodlzﬂlw SSOOhilliononlﬂll
I13. and 316.4 billion on 12/31/74,
' otal Federal securities includes mmmw-.mym
'Pucaﬁudelnhenlenlmdhy viding debt figures by mdmuamlumm

end of yeas. Calculated as an a thefotllhmdﬂﬂtclho(hr
for-the years 1939 through present. to 1939, averages «z«uﬂ"“"

Bonwhn the public equals gross Federal debt less securities beld in Government accounts (a unified budget
the public less Federal Reserve bouim

'm all item consumer price index, December to December basis.

o Per capita expressed in December 1974 prices (consumer price index for all items).

Notz. - Detail may not add to totals because of rounding.

Source: Federal delt, Treasury Department; mmmawmm,ww

billion on
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The CHAmMAN. Now, I do want to ask about one other thing
in your statemept. You, say: “The alternative of Federal Reserve
purchases from the private sector, monetization of the debt, could
temporarily restrain such a rise in rates but only at the expense
of adding to the inflationary potential.”

A 1ot of people have béen upset, Mr. Se_cretar{;, about your state-
ment that you did not know whether it would be possible for the
Government to finance this large a debt or this sudden an increase
in the debt, and the thought occurred to me that by law it could
be done.if we simply required the Federal Reserve to buy Government

the-days when President Truman used such
a device to hpld interest rates’down.. .
Now, they said that would" be inflatiomary because every time a

‘dollar finds its way into-banks that dollat could be-loaned out four

or five times over, but I would think that if you Would accompany
that device with a limitation on the lending ratios, the reserve ‘ratio
at the bank, you might make that system work. '

Secretary SiMoN. Could I say something, Mr. Chairman?

The CHAIRMAN. I would like to get your reaction to that.

‘Secretary SiMON. First of all, I never did say—let me disagree—that
we could not finance this debt. On the contrary, I have said just
the opposite. When the Federal Government comes into_the financial

‘markets, it moves to the head of the line. It is the premier borrower

in the world, indeed, and it enjoys the highest credit rating.” My
concern was” that these extraordinary deficit levels that were being
talked about ‘last winter would place a terrible burden on the other
borrowers who need this -money for capital expansion and other
productive uses. - e . -
As far as legislation would require the' Federal Reserve to increase
the money supply, Mr. Chairman, I think there is pretty well
unanimous opinion among. all schools of economists on this subject
that if money supply expands at too.rapid a rate for a period of
time the direct result is mflation. As I say, that is quite unanimous.
There might be a difference of ?ﬁ)iniOn .about what the money supply
growth should be as we "are pulling out of the recession and into
the recovery period, but there is no disagreement that I know of
on what the long term should be. . : o
And this money supply creation, the monetization of debt would

. occur just at the time—because there is a 9-month lag approximate-

ly—just at the time the recovery was taking place. It would be clearly
inflationary. - - .

The CHAIRMAN. Well, this Government has the (rower to_limit the
amount that the banks can loan. We agree on that, do we not? .
_ Secretary SiMoN. They have what they call a “reserve requirement,”
that the Fed can adjust to take care of that. , .

The CHAIRMAN. And all of that derives itself from a provision in
the Constitution which says that Con%ress will create money and regu-
late the value of it, is that not correct ‘ o ‘

We then farm that authority out to the Federal Reserve, and the
Federal Reserve in turn tells thé banks how much money. they can
lend, based on deposits in those banks. - - ' o

Secretary SiMON. In effect they do that through reserve require-
ments, yes, Mr. Chairman. L a
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‘The CHAIRMAN. I heard Paul Douglas, back in the days he was
serving here, express the view that when the Federal Reserve buys
bonds, it pumps more money inta circulation, and that money can
then be multiplied by 4 or 5 to 1, by the lending and the reserve
required on it by the banks. But-if one were to tighten up on the
reserve requirements, it would seem to me that one would tend to
offset somewhat the inflationary impact of the Federal Reserve buying
its own bonds, that is putting money into supply by buying Govern-
ment bonds. . . ‘ -

Secretary SIMON. Of course, if you tighten up on the reserve require-
‘ments, you just tighten up on_ the ability of the commercial banks

~ to lend to the private sector at the expense of the Government sector.

We.are doing that anyway just by the very fact that the Government
is going to preempt so many borrowers. o -

t is a necessary process. There are always people who want to
botrow who cannot borrow. There is a class of disadvantaged, whether
they be poor quality, cannot afford to pay the interest rate—there
are lots of reasons. : : -

The CHAIRMAN. Well, all I am saying is that if you are trying
to get down to ultimates, if éou cannot persuade somebody to buy
the bond or lend the Federal Government the money, you can require
that the Federal Reserve buy .it. That has been done before, there
is nothing new about it. Then you can tighten up through the Fedéral
Reserve on the amount.of money that the banks can lend out, and
by doing that you can offset to a very considerable degree the infla-
tionary impact of the Federal Government buying its own bonds.

Secretary SIMON. I think, Mr. Chairman—and I must admit it has
been many years since I read the Douglas debates in the Senate,
and I was a great admirer of the Senator—that we paid a terrible

rice for keeping interest rates artificially low to finance World War.
I. All we did was postpone high interest rates in the inevitable infla-
tion that followed. They removed the peg in March 1951 which effec-
-tively stopped the Fed from pegging the rate.of interest and making
sure that the Treasuwhco_uld finance. .- . - . : -

The CHAIRMAN, at I am really concerned about, Mr. Secretary —
and I hope the committee will give me consent to ask this one addi-
tional question—is this fear'expressed by some citizens, based on.
your statements in speeches made to various business groups in which--
you indicate that you have very serious doubts that the Government
can finance its deficit. - v o o -

Secretary. SIMON. No, sir, that is not ‘what I have said. We can
go back to all of the testimony. I-have said I have never had any
doubt about the Government’s ability to finance. What I worry about,
is -the. private sector and  their ability :to: finance during this period
of & year to a year and a half from-now. - .. =~ . e L

And what you are suggesting, even though I am hearing it for
the first time, is just an indirect preemption of the private sector
in their demands on the capital market..- - . L S

We will get ours. There is no doubt about that. But, at the expense
of others. ,

The CHAIRMAN, Senator Talmadge? . .

Senator TALMADGE. Mr. Secretary, about 2 months ago I read a

_ statement attributed to Chairman: George Mahon, of the House Ap-
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propriations Committee, who said that our Government would have
to borrow in the next 18 months $167 billion. Is that correct?

Secre SiMON. I read Chairman Mahon’s statement at that time,
and yes, he made a lot of assumptions that may or may not be
true. 1 do not think that number is relevant anymore. 1 think that
the very health?' debate that we had in Congress during January
through April of this year, made everyone quite aware of the dangers
of the escalating deficit which was astronomical at that time. It was
everybody's favorite game; pick a number. _

Senator TALMADGE. If the Government has to borrow anything near

~that magnitude, what will it do to interest rates?

Secretary SiMON. Well, any additional borrowing by the Federal
Government will create an u d bias on interest rates, and this
upward bias on interest rates will be compounded by private borrowing
demand generated by the economic upturn. It is pretty unanimous
that we are embarking on recovery right now. That is why we have
to work now to do two things. ‘ '

First we must keep the present budget deficit as low as we possibly
can—because, for the most part, it is unavoidable due to the recession,
lower tax revenues and unemployment.

But, more important than that, we have to make sure that the
deficit is temporary in nature. What scares me is the grospect that
these deficits—as a result of Federal spending that is built in—will
continue for the balance of this decade. All one has to do is go
take a look at what is going on in the credit markets today. We
are at the bottom of the d . recession in 40 years, and double-
A corporate rates are at 8% percent. As we start the economic
recovery and private demands start to increase we are at, startinﬁ
from another new, higher interest rate level—higher than the leve
we started from in 1969-1970; higher than the 6 percent we started
from in the credit crunch of 1966. : o

Senator TALMADGE. Now, apparently, the recession has cooled down
to some degree the inflationary spiral that was so rampant a few
gmimths?ago. But 1 think it is still in the area of about 7 percent,
18 it not ‘ ' '

Secretary SiMON. It would be under 6 in our most recent data,
Senator Talmadge. We have succeeded in bringing the inflation rate
down from the extraordinary double-digits to this level. It is goin
to remain sticky at 6 percent—give or take a little bit—level, an
it is going to take time to work it down from from there. ;

Senator TALMADGE. Has the same slowdown occurred in most of
the other industrialized nations of the world? o .

Secretary SIMON. Those who have taken the proper::meas-
ures—Germany started to pursue anti-inflationdary policies long before
we did and they had better success than we -have had. Actually,
theirs never went up as much as ours; the high of the German inflation
rate was under 7 percent, when everybody in the world was experienc-
ing inflation rates anywhere from 12 to'25 percent. *

Senator TALMADGE." What about Japan? Has theirs slowed down
substantially?

Secretaqi_SlMON. It is in the process, yes, sir.

Senator TALMADGE. Britain, 1 believe, continues very high.

Secretary SIMON. Well, Britain has adopted different spolicnes than -
some countries have, and their inflation rate today is at 25 percent.
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Senator TALMADGE. How much is the exorbitant price we are paying
to OPEC nationg for petroleum contributing to inflation?

_ Secretary SIMON. Well, the best measure of that, Senator Talmadge,
is-in the wholesale price index. Some people like to use the consumer
price index, but the wholesale price.index does not have services
in it, and therefore is more relevant. I would say, on a one-shot
bagis—and remeémber there are the fiscal and monetary reasons for
our very high inflation rates as well as food and fuel effects—on
a one -time basis, petroleum accounts for about a third. That is the
silly sart about attempting to ju.stifﬁ.a further increase in the price
of oil today, based on inflation. Here are these countries sayin
“inflation is forcing us to raise the price of oil again,” when their
actions are what contributed so significantly to inflation. I do not
understand that kind of logic.

Senator TALMADGE. What have OPEC nations done to these vast
reserves that they have accumulated? .

_Secretary SIMON. They have invested the money, as we have
discussed in many testimonies, in a very conservative fashion. It is
in their best interest to do so0. Last zear, in 1974, the United States
received over $11 million of the OPEC surglat;s—about half of that
in Government bonds, and the rest of it in k deposits and other
areas. .

Senator TALMADGE. 1 have no further questions, Mr. Chairman.
Thank you, Mr. Secretary.

The CHAIRMAN. Senator Curtis? .

Senator CurTis. Thank you, Mr. Chairman.

Mr. Secretary, we appreciate your appearance here today. As I
understand it, one of the ameéndments that you feel strongly about
is that we raise the amount of bonds that can be issued at more
than 4% percent interest from $10 billion to $20 billion. Is that
correct? - - ‘

Secretary SIMON. Yes, sir. D

Senator CurTis. Do you feel that, in addition to making the debt

_ more manageable, this action will- actually save money for the

Treasury.

Secretary SIMON. Yes, it will. A

Senator CurTis. In what way? - o

Secre SiMON. In the long run, it will assist us by giving us
flexibility in the marketplace so that we will not put pressures on
any particular maturity area after we use the remaining $1.5 billion
of authority we have to issue long term bonds. An over-reliance on
the bill area pushes up short-term interest rates, and that has a very
disruptive effect. It destroys the incentive for people to lend long,
which means the private sector has to——

Senator CurTis. In other words, under the existing law, if you
cannot get the money at 4% percent, you are forced to issue Treasury
HO;'G&’ not to exceed 7 years, and there is no ceiling at all. Is that
right ' R o .
. Secretary SiMON. That is correct, sir. ‘

Senator CurTIS. You are also recommending that Treasury notes
be issued for 10 years instead of 7. ‘

Secretary SIMON. That is correct, sir.

Senator CUrRTIS. And the third amendment is to remove the 6 per-
cent ceiling on savings bonds. ‘ A
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Secretary SIMON. Yes, sir. 3 - .
Senator CurTis. Do you feel we owe that to the small saver? B
Secretary StMoN. | most certairily do. 1 think we have been unfair
to the small saver for a long, long time. We must recognize the
equity question on the one hand and the importance of the savings
bond program in our overall debt management on the other—savings
bonds account for 25 percent of our “privately-held debt, and are
a very stable form of debt. And we would like that to grow. If
we want it to grow, we have to offer a rate of interest that more
nearly reflects market conditions. It goes both ways; interest rates
g0 up and down. :
Senator  CurTis. These are the three principal amendments you
are urging? -
Secretary SIMON. Yes, sir. '
Senator CugrTis.' Mr. Chairman, I believe we have a quorum here.
May I inquire—and I do not want to cut an y off—but realizing
the hectic situation in_regard to the schedufle, 1 want to inquire at
what gomt would the Chair like to entertain a motion on these amend-
ments ) o ‘
Thé CHAIRMAN. What is the judgment of the committee? It is all
right with me t6 vote on them now, if the committee wants to.
Senator PAckwoop. Mr. Chairman, I agree with Senator Curtis.
I have no questions to ask. We go through this subject every six
months or so, when we go through the debt limit, and before we
are stopped from meeting by an objection on the Senate floor, |
would like to take whatever action—-= - o .
The CHAIRMAN. We are talking about three relevant amendments
in 3‘1: area of debt mandgement. It is- all right with me to vote
on them. - , Th e
Senator CurTIS. | do not want to shut off ‘anybody’s questions,
even afterwards, as far as that goes, to establish the record. :
The CHAIRMAN. Does anybody object to voting on the amendments?
b Senator Byrb. 1 do not object, but 1 want to vote on them one
y one. ' i
Senator CurTis. The one is to remove the ceiling on bonds that
can be issued at more than 4% percent. The limit now is $10 billion.
It would raise that to $20 billion. That is one amendment. The other
amendment is, Treasurgenotes now cannot be issued for longer than
7 years. That would raised to 10. That would be the second
amendment. The third one would be to remove the 6 percent ceiling
on savings. I shall not push it now, because I do not want to cut
anybody off. , , " S o
he CHARMAN. Well, many times 1 have op the third one,
but the more I think about it, I have been incfined to the view
that the small E bond, holder was being discriminated against; and
I have cofné’ to see that you ought to pay him as ‘much as you
pay the big fellow who can ‘afford to buy a big" bond. So, I have
no objection to the amendments myself. S
Senator CURTIS. The only ‘rpint am raising is, does anybody object
to having the ‘motion placed now? You can vote any way you want
o . _

‘The CHAIRMAN. Well, why do’we not vote ‘on_each _o}le of them?
Pit the firstone. - R y
Senator CurTis. All right.

dsulinatatdm.. - L e B )
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I move that we raise the $10 billion to $20, billion on the amount
of bonds that can be issued for.a rate of interest greater than 4%

ot

The CHAIRMAN. All in favor say aye. ...
. [Chorus of ayes. ). ST |
_Senator HaskeLL., I would like to be recorded as voting present,
Mr, CHAIRMAN, . . .
. The CHAIRMAN, Opposed, no.
{No response. ) : .
_The CHAIRMAN, The, ayes have it. S .
Senator CurTis, Mr., Chairman, I move that the length of Treasury

.

a question in that regard, Mr. Chairman?

- Senator BYrp: May 1 as
The CHAIRMAN, Yes, - . ~ . C
‘Senator BYRD. Mr, Secretary, most of your bonds and notes are

considerably less than 7 years now, are they not? .. ,

. Secretary SIMON, Yes, sir, they are, Senator Byed,

. Senator BYRD, What do you. hope to gain by increasing it from

7 years to 10 years, = e e e e g :
Secretary SiMON. It gives us the additional flexibility of being able

to issue loni;er intermediate securities without baving.to use part of

the $10 billion apthority to- issue. any securities maturing ip ,more

&?\n 7 years.. It has become a viable maturity area in recent years,

en interest rates skyrocketed, corporations and banks in particular
began using this 5§ to l%,ycar»area with muth success; and as this
maturity area has become acceptable to investors. We can take good
advantage of this maturity area, along with others. It just gives us
additional flexibility to smooth out a yield, curve without using up
the $10 billion exception to the 4% percent ceiling. I would hesitate
to sell an 8, 9, or 1 &acar bond ‘and yse up some of the very valuable
long-term authority that we have. $0, as a result that is an area

that we just haye never been present in.: . .. N
Senator BYRD. Thank you. I second the motion. of the Senator

from Nebraska,. - . . -~ . = . Do

.- The Cmmé\«m.,All in favor say.aye,

,%%hqrus,o ayes.] N

‘The CHAIRMAN. Opposed, no. ,

[No response.] : ) , L .
Senator HAskeLL, Mr. Chairman, I would like to vote present.

.Senator BENTSEN. On the third one, I would like to ask a question

before we voteonjit. = . . ; :

... Senator CurTis. Yes. It is to remove the 6 percent ceiling on
S__e;gtor BENTSEN. | very strongly, supported the first two, and I

may support the third one.” But I do have some concem, as expr

by the Chairman and others, and as you haye stated. in your statement,

Mr. Secretary, about some of the thrift institutions and the competition

therewith. And you are then *y.ing ﬁ:)u are recommending. the

removal ‘of regulation Q-type ceilings, The trouble with these thrift
institutions, is they really get whipsawed with their. short-term savings
and their long-term investments; -and you, take off. regulation Q, and
then they get to competing for these savings accounts, and they get

o
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Now, of course, 1 know if you take the full thrust of the Hunt
Commission recommendations, perhaps you resolve some of this.
Would you elaborate a little more on this?

Secretary SiIMON. You know, this is why I thought it would be
very helpful to talk about debt management and savings bonds instead
of coming up on debt ceiling twice a year before the two knowledgea-
ble committees, the Ways and Means and the Senate Finance. Chang-
ing the debt limit is really a charade, a recognition of what has
already been spent—we are not going to run out of money in the
Federal Government. | would expect that any Secretary of the Treas-
ury would, just as 1 would, before I ever increased the savings bond
rate—that is for all savings bonds—come up and tesuf%[s before the
two relevant committees on this issue, knowing that this is a sensitive
subject as far as the thrift institutions are conceérned. Now, the thrift
institutions basically are going to be penalized any time the Treasury
bill rate starts to move up in the area of 6% to 7 percent, because
that is when the disintermediation, in our experience, begins to occur.
We do not need, due to the other benefits of savings bonds, to
be truly market-competitive. All. we would like is the flexibili-
ty—because it is a good selling tool—to let the le know that

ey are going to receive, along with the other benefits, a close-
to-market rate of interest, keeping in mind that the thrift institutions
cannot be penalized. But people buy savings bonds for longer periods
of time than they keep money in the thrift institutions. We would
not want to try to compete with the consumer certificates that banks
issue. This is a matter in which we should come up and consult
with the Congress. ‘ )

- Senator BENTSEN. Well, you see, I am concerned with the housin
market, and I am concerned about jobs thére; and 1 am concern
about having long-term mortgage money available. So I would like
your feeling. I really have not decided how to vote on this, and
I would like to have your feeling as to what impact this would have
on thrift institutions now, if the taken off regulation Q.

Secretary SiMON. It would have absolutely none, because I have
no intention of raising the rate now, Senator Bentsen. It is now
required. The disruption would occur if the Secretary of the Treasury
came up here during a period of sharply rising interest rates to seek
legislation to raise the savings bond rate. People -would say, ‘“‘well,
he is going to raise it right now. Let us wait and see, and pull
our money out of the thrift institutions.” It is always good to make
a decision to grant flexibility when change is not needed. Discussion
should be held before the flexibility is utilized by any Secretary of
the Treasury, rather than in an emergency. It is a recognition, as
1 say, ﬁgi the needed flexibility and equity to the saver when interest
rates . -

The Secretary should also be sensitive about interest rates going
the other way as well. _

Senator BENTSEN. Then let me make one side comment, Mr. Chair-
man, if you would indulge me on that. I share the concern with
the members of this Committee and the Secretary about being able
to finance this deficit. But what we must also consider is the fact
that this year capital spending by &rivate enterprise is substantially
down, despite the forecast of Dr. Greenspan last fall, when he said
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it was going to be up. Private borrowing is substantially down, and
if we are going to be able to finance a deficit, it is going to be
at a time such as this when we are using only 65 to 60 percent
of our productive capacity. In addition, the consumer confidence index
is down and over 8 million J)eoplé are out of work. It is not going
to be easy to finance the deficit, but I have some confidence we
can, because business borrowing is down. If business borrowing was
up, then I think we would be in a very serious bind. :

" Secretary SIMON. I agree with you, Senator Bentsen; and that is
a concern when business borrowing commences to increase.

Senator BENTSEN. I have no er comments. ‘

The CHAIRMAN. I am going to make it clear; I am going to vote
for the amendment, for very simple reasons. First, I do not think
it is fair to tell a small saver who is participating in a payroll savings
plan, that just because he can only buy about $12 worth of bonds
a month, that he has to settle for a 6 percent rate, while a fellow
who can buy a $100,000 bond can get an 8 percent rate, and maybe
more. That does not seem right to me. And, second, I do not think
the Treasury bond ought to be just a sorry deal for somebody who
loans his money to Uncle Sam, such as the man who is loaning
his money to Uncle Sam at 6 percent, when he could go right down
to a bank or savings and loan that is insured by the U.S. Government,
and put his money on deposit there, and get a much better return.
While 1 have strongly opposed raising these interest rates, 1 have
about concluded that when you have 6 percent inflation, the r
fellow is not making a nickel on the interest, if you look at the
depreciation in the value of his capital to begin with. In real terms,
he has not made anything. )

Senator BENTSEN. Mr. Chairman, 1 am concerned about hitting the
housing market right now.

The CHAIRMAN. Well, it is all right for us to all vote for it for
different reasons. All in favor say aye. ‘

[Chorus of ayes.]

The CHAIRMAN. All opposed, no.

[No response.]

- The CHAIRMAN. The ayes have it.

Now, these will be proposed as committee amendments. The bill
stays in the calendar, and advances to a second reading, and then
it will be called from the calendar; and we will offer these as commit-
tee amendments, all three of them.

Now, if there is no further voting to be done, Senator Byrd, you
might want to ask some additional questions about this debt. You
are usually very concermed about it. I listen, always, very studiously
to your thoughts on this, even though we do not always agree.

Senator BYRD. I just want to tft a few facts. Mr. Secretary, what
would be the interest cost to the government for this fiscal year,
ending next week?

Secretary S(MON. When we calculate interest costs on a fiscal year,
Senator Byrd, we do it without ttying to forecast what interest rates
may do. We assume that the &resent interest rate structure in the
marketplace will continue and then we estimate how much debt will

o in the short end, how much in the intermediate, and how much
in the long end of the market. Interest on the public debt is éstimated
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at $32.8 billion in the 1975 fiscal year, and approximately $36 billion

for fiscal year 1976.

Senator BYRD. That is the same estimate that you made in January
or February. There hiis been no change jn'that? ~
Secretary SiMoN. No, sir.” - . , o
Senator Byrp. at’ is J'our new gs%im_at,& as 10 the Federal fund
the same thing for ngelgl fund outlays?
Secretary SiMON.. Federal funds receipts for 19
at $201.8 billion, outlays $259.7 billion. — = ,
Senator Byrp. So the outlays, you figure, would be up about. $5
billion over what you had es d several months ago? . .
Secretary” SIMON. Yes, and fiscal 1976 is still fuzzy. It depends
on.-a lot of actions and inactions and assumptions, based on the
budget the President sent up to the Congress and what subsequently
has happened, Senator Byrd,. == = A ) L
. Seépator ‘BYRD.  And what are your current foreign liabilities?. If
gou need to go back 4 month or two,'l would like the most recent
gure you have handy. The last I have is Septémber 1974, which
is $110 billion. ' b |

6 are estimated

~~ Secretary’ SiMON. We are looking it up in our Treasury Bulletin
mew. o * |

Senator BYrp. We ‘will come back to ‘thdat. The next question is
this; did I understand you correctly that the average maturity of your
government obligations has declined from five years five. months fo
two years five frionths? - L o L

Secretary SIMON. Two years' nine’ months from five years nine
months. It is in my testimony. . o

Senator ByRp. How much has the value of the dollar -depreciated
since 19697~ . S S C

Secretary SIMON. 41 percent, L | -

Senator BYRD. 41 percent sifice 19692 What was the inflation rate
when President Nixon put on- price controls on August 15, 19717

Secretary SIMON. It was in the 3% percent area, Senator.

Senator Byrp. 3% percent? o - .

Secretary SIMON. Approximately. o » :
thSe_nator?, Byrp. So it is approximately double now what it was at
at point? _ . S
Secretary SIMON. Yes, sir. . e

Senator ByrRD. Now, what do you estimaté will be ‘the national

debt on June 30, 19767 S

. Secretary SIMON. $607 billion, approximately, Senator. _
Senator BYRD.. Then, the ‘way I calculate that, in a. six-year
period—namely 1971 through 1976—in that six-year period, 36 per-
cent of the total national debt will have been accumulated?
Secretary SIMON. I have not done that arithmetic. .
Senator BYrp. Well, it adds up. The deficits add up to $221 billion.
Secretary SIMON. 1 am sure that does not—well, it obviously does
not iriclude off-budget ﬁr;an'cing, Senator Byrd.. 5
Senator BYrD. No, that does not include off-budget financing.
Secretary SIMON, No, sir. S , X
Senator BYRD. Are you ,su&‘gesting it 'would be a larger percetitage

or a smaller percentage than'the 36 percent?
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Secretary SiMON. It would be larger. I think the total number in
the past 10 years, if my memory serves me, is about a quarter of
a trillion dollars that we have borrowed; that is off-budget financing
and direct Treasur%'financinf. That is a 10-year period, Senator.

Senator BYRD. That would not directly affect the total debt, that
is, the debt that we are talking about?

Secre SiMoON. No, not under the unified budget concept, it does
not. It ought to, but it does not. :

Senator BYrRD. That is what I thought. That is what 1 am getting
at. It a") ars to me that if our total debt were calculated, it would
be $607 billion.

Secretary SiMON. That is direct Treasury debt?

Senator BYRrD. Direct Treasury debt.

Secretary SIMON. Yes, sir.

Senator BYRD. And that $221 billion of that will have been created
during the six-year period, 1971 through 1976. As I view it, then,
it would be another way of sayi;f that it would be 35 percent of
our total debt has been accumulated during that time. :

Secretary SIMON. Our debt, I believe, has doubled over the last
eight years from the last arithmetic I did. It really is growth in Federal
spending that has been quité alarming during this period. :

Senator BYRD. And your view-is that, despite the large total of
the gebt, that total does not represent the real total national indebted-
ness

Secretary SIMON. No, it is not, because there is no doubt in my
mind, whether you want to call it moral obligation or otherwise,
the off-budget financings of the Federal Government would be
honored by the Federal Government.

Senator BYRD. Have we been able to get that figure on foreign
liability yet? :

Secretary SiMON. The total which you are referring to on a balance
of payments basis is $121 billion, approximately.

enator BYRD. $124 billion?

Secretary SiMON. $121 billion.

Senator BYrD. That is at the end of the last month, perhaps?

Secretary SIMON. Yes, sir.

Senator BYrRDp. Thank you, Mr. Secretary.

Secretary SIMON. Thank you, Senator Byrd.

Senator DoLE. Mr. Chairman, I do not have any questions. I know
the b?ecretary’s time constraints. | know we resolved the amendments

roblem.

P The CHAIRMAN. Senator Nelson? Senator Packwood?

Senator PAckwoob. I do not have any questions.

Senator Nelson. I figure if Senator Dole has no questions, then
I will pass too.

The CHAIRMAN. I must say, the members have really gone easy
on you, Mr. Secretary. They have voted for your amendments, and
they have not asked you any questions. If you can do that well
every day, you will make out extremely well.

Secretary SIMON. Yes, I would be home free, Mr. Chairman.

The CHAIRMAN. It might be that by starting out with the senior
members, we wore the juniors out before we got to them.

Secreta%(s)lMON. It is crowding out.

Senator DoLE. We are saving our fire for the Senate floor.

37791 0 -1 6
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The CHAIRMAN. I think they are almost exhausted from fighting
over the New Hampshire contest and went light on you today. But,
Mr. Secretary, I personally think that we ought to have a debt limit.
I think that one can raise a question as to whether we should depart
from the rule of relevance, but I do think that when this Government
increases its authorization. to go more deeply into debt, as it was
with the old Liberty Bond Act, that we ought to take a look at
where we stand, how we hope to finance the debt; and give some

‘thought to what the interest rate will have to be and what the burden

will have to be on future generations in the event they cannot reduce
it. And also, we should consider the suggestions that you might want
to make with regard to better debt management.

Now, I understand your frustration when someone puts a major
amendment on a debt limit bill, as some of us have done from time
to time, to finance the election of a President or some such thing
as that. And I can only tell you that the same is true of any revenue
bill. It is always subject to someone coming in with his favorite amend-
ment, looking for a bill that he thinks might be on its way to the
President’s desk, and thinking, well, now, if this is one the President
might sign, and I would like to put my amendment on one that
would reach the President’s desk. And I have seen that to be the
case, whether it be the Republicans in the Minority or the Democrats
in the Minority, 1 have seen that trend of those who from time
to time want to amend a bill to put something onto it. At the moment,
I think I would be inclined to resist any non-relevant amendments.
I believe the ones we have agreed to, by any fair judgment, are
relevant to the bill.

Secretary SiMON. Thank you, Mr. Chairman.

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

That concludes this morning’s session. :

Senator BYyrp. Mr. Chairman, I would like to ask unanimous consent
to put a table of receipts and outlays into the record.

he CHAIRMAN. Without objection, agreed.

[The table referred to by Senator Byrd and the prepared statement

with attachments of Secretary Simon follows:]
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DeriCiTs IN FEDERAL FUNDS AND INTEREST ON THE NATIONAL DEBT
1957-1976 INCLUSIVE

. Billions of dotlars)

PREPARED FOR SENATOR HARRY F. BYRD, JR., OF VIRGINIA |

Surplus (+)
or Debt
Year Receipts Outlays deficit (~) interest
68.8 67.1 +1.7 7.3
66.6 69.7 -3.1 7.8
65.8 71.0 -11.2 7.8
75.7 74.9 +.8 9.5
75.2 79.3 ~4.1 9.3
79.7 86.6 -6.9 9.5
83.6 90.1 -6.5 10.3
87.2 95.8 -8.6 11.0
90.0 94.8 -39 11.8
1014 106.5 -5.1 12.6
111.8 126.8 -15.0 14.2
114.7 143.1 ~284 15.6
143.3 148.8 ~-55 17.7
143.2 156.3 -13.1 20.0
133.7 163.7 ~30.0 21.6
148.8 178.0 - -29.2 22.5
161.4 186.4 -25.0 24.2
181.2 198.7 -17.5 29.3
188.4 237.1 —48.7 329
201.8 259.7 -57.9 36.0

*Estimated figures. .
Source: Office of Management and Budget and Department of the Treasury. !

June 25, 1975.

STATEMENT OF HON. WiLLiAM E, SIMON, SECRETARY OF THE TREASURY

MR. CHAIRMAN AND MEMBERS OF THIS DiSTINGUISHED COMMITTEE: It is again time
to consider the borrowing authority of the Treuurlr ent.

The present temporary debt ceiling of $531 billion, which was enacted by the Con-
gress on February 19, will expire at the end of this month. On July 1, in absence
of new legislation, the Treasury will be unable to issue any new debt obligations
of any kind, either to refund maturlng issues or to raise needed new money. -

In the past, Secretaries of the Treasury have come to the Congress—as [ have
today—to request an increase in the debt limit only when the Treasury was close
to running out of borrowing authority. 1 doubt, however, whether this procedure has
really insured the most productive consultation between the Congress and the Adminis-
tration. For that reason, |1 would like to discuss with you today, as I did earlier
with the Ways and Means Committee, some gossible new departures.

Under the new yrocodum prescribed in the Congressional Budget and Impoundment
Control Act of 1974, the Congress has now established its own timetable for determinin
the government’s aggregate receipts, outlays, deficit, and debt. As the new congressiona
budget and debt limit process is placed into effect, it would seem to me appropriate
for this Committee to consider shifting its focus from the amount of the debt to
the way in which the debt is managed; that is, to the timing of debt issues, the
size of denominations, the maturity structure, and the marketing technmes.

While a detailed account of the stewardship of the Secretary of Treasury with
regard to these debt management matters is already presented to the Con'gren each
year in the Annual Report of the Secretary of the Treasury on the State of Finances,
we would be happy to work with this Committee in any way that it sees fit in scheduling
gveaight hearings for the review of these important governmental activities in greater

epth.

n this regard, | should note the considerable discussion in recent months of the
potential impact of large federal deficits on the prospects for economic recovery.
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Dr. McCracken put the matter succinctly when he noted before the Joint Economic
Committee earlier this year that:

If the financial community has been slow to appreciate the role of fiscal policy
in the management of the economy, economists have been slow to face fully
the implications of the fact that Treasury financing and Krlvau borrowing do
compete for funds in the same money and capital markets. And Treasury require-
ments are now large enough so that their impact on financing in the private
sector must be faced quite explicitly.

For the fiscal year 1976, the whole Congress has already ;poken with regard to
the debt limit. The congressional budget resolution for fiscal 1976, which was adopted
by the Congress on May 14 provided for an $86.6 billion increase in the debt limit
to a figure of $617.6 billion for the fiscal year ending June 30, 1976.

I understand that this congressional action does not have the force of law in the
sense of providing the Treasury with borrowing authority after the end of this month.
Yet, as 1 said to the Ways and Means Committee, 1 wonder whether it would not
be more productive if we just accepted that number and got down to a more substantive
discussion of the real issues of debt management.

We all know that there is no widespread inclination to use the debt ceiling as
a real determinant of federal spending and taxing. Decisions on those subjects are
made by the Congress in other legislation, and once the taxes are set and the ‘;'pending
is mandated, the government has no choice but to borrow to cover the differences
between its revenues and outlm.

1 could, therefore, accept $617.6 billion figure as a reasonable estimate of the
peak borrowing of the Treasury in the next fiscal year despite the fact, which you
all know, that the fiscal 1976 budget deficit figure adopted by the Congress in its
May 14 action is significantly larger than the deficit proposed by the President. -

In suggesting that Ways and Means also adopt $617.6 billion figure, 1 was
influenced by several considerations.

First, 1 had understood that the Congress in settinf its debt ceiling figure was concen-
trating on a forecast of the June 30, 1976, debt level. Normally, however, the debt
is as much as $5 billion higher a few weeks earlier in mid-June just before the
heavy June tax receipts are received.

Second, I understood that the Congress was operating with an estimate which was

. about $5 billion lower than our current estimate of Federal borrowing which is subject

to the debt ceiling even though the purpose is to finance Federal agency programs
which have been placed outside the bmrget. ’

Table 1 attached to my statement shows our estimates, based on the President’s
proposed budget program in 1976, of debt subject to statutory limitation at the end
of each month through fiscal year 1976, as well as the peak debt in mid-june 1976.
Our estimates include all Treasury borrowing to finance both budget and off-budget
programs and make the usual assumptions of a $6 billion cash balance and $3 billion
margin for contingencies. The table shows our peak debt limit need on June 15 at
$613 billion, compared to the congressional figure of $617.6 billion. Given the uncer-
tainty in estimates and the fact that the debt limit does not control spending, |
questii;):ed whether this relatively small difference was worth an extensive legislative
exercise, -

Indeed, in view of the new congressional u?rocedures. the Committee should consider
doing away with separate legislation on the debt ceiling and concentrating on our
debt management operations.

As members of this committee know, the House yesterday approved an increase
in the debt limit to $577 billion through November 15, effective on the date of
enactment. I am glad to be able to endorse this action as evidencing a reaffirmation
of the policy adopted in the Congressional Budget and Impoundment Control Act.

Obviously, 1 believe that the President’s views on the size of the budget deficit
in fiscal 1976 should and will prevail. But it seems to me that the House action
is a highly responsible act in that it provides the borrowing authority required by
the budgetary targets adopted by the Congress on May 14.

It also seems to me to be significant that the expiration of the temporary limit
under the House bill essentially coincides with the date for the final congressional
resolution on the budget totals. This since the Congress will speak to the debt limit
in that resolution, that action on the debt limit itself will be a pro forma action,
and an opportunity will be afforded for the review of our debt management operations
and economic and financial developments in some more detail than heretofore has
been feasible.

In light of the very large deficits that we have been financing and will need to
finance in the coming year, whether we look at the congressional numbers or the
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President’s, 1 think it is important for the Congress and the American people to
understand what the Treasury has been dolng in the area of debt management.

In making our financing decisions, we have sought and obtained the best advice
of practical and experienced market participants and financial leaders.

The Government Borrowing Committee of the American Bankers Association num-
bers among its membership senior bank officers from banks in all géographical areas
of the country and of a wide range of sizes from the very largest to relatively small
banks. Commercial banks are the largest private purchasers of Government securities.
Advice on bank demands for new government securities is vital.

The Government Securities and Federal Agencies Committee of the Securities Indus-
try Association similarly includes senior officials of institutions active in the government
securities market, a number of whom have served also in responsible itions in
government—several in the Treasury as Assistants to the Secretary for Debt Manage-
ment. This Committee also has a broad view of the market.

The members of both advisory committees have been in full agreement that the
Treasury must tap all maturity sectors of the market and that its offerings should
be designed to create and build an upward sloping yield curve to appeal to nonbank
investors and to improve the maturity structure of the debt. They have pointed out
also wé‘hat such policies would provide some protection against excessive monetary
growth. )

We have not followed the specific recommendations of the advisory committees
in all respects, for the ultimate judgments have been ours, as they should be. But
their advice has been valuable, and the results of our financing operations have indeed
been satisfactory.

1 agree completely with the wisdom of their consistent advice that to raise the
tremendous sums we require, without extreme disturbance to our financial structure,
we must issue securities in all the different maturity ranges; and we must do our
best to halt the long continued concentration of our debt in short-dated securities.
In that regard, it is a matter of concern to me that the average maturity of the
privately-held marketable debt has been allowed to deteriorate to the point that the
average maturity at the end of June will be 2 years and 9 months compared to
S years and 9 months just a decade ago and 10 years and 5 months in June 1947.

The importance of an upward sloping yield curve should not be underestimated.
In the words of one committee:

Because the majority of institutional investors borrow short-term funds and invest
them longer—this is true of commercial banks, of savings institutions and
others—anything that raises short-term rates destroys the incentive to invest Ior;?er
term, be it in mortgages, corporate bonds, or stocks. This is because any action
that makes short rates higher than otherwise simply increases the risks of investing
long, and destroys the incentive or need to extend investment maturities.

I particularly call your attention to the attached charts showing the recent course
of interest rates. As these charts indicate, intermediate and longer-term interest rates
rose steadily from mid-February until the announcement on May 1 of our May refunding
and cash financing program.

The Treasury was accused of having “talked up™ these interest rates and has also
been blames by some for the market difficulties encountered by corporate and other
borrowers in this period.

There is, in fact, very little, if any, lasting market effect from a statement by the
Secretary of the Treasury or any other person regarding the course of future market
rates unless the facts support his conclusions.

Those who make decisions in markets do not survive for long by acting on statements
that are not based on fact. Market reactions to statements which are not based on
facts are temporary and self-correcting. The key to fundamental market moves is
what market participants perceive as the realities of current and prospective financial
conditions. These, in turn, are determined by existing and anticipated conditions affect-
ingfi the supply and demand for savings, including the present and prospective Federal
deficits.

I would like to point out that as Secretary of the Treasury it is my responsibilit
to maintain the financial inte ria'l of the U.S. Government and, in so doing, to spe
out whenever that integrity reatened. Unfortunately, the cause of a problem Is
too frequently attributed to the messenger rather than to the message itself. As the
Wall Street Journal said in an editorial, it’s like blaming the obstetrician for the
high birth rate. As you all well know, in the period between Febru and May,
it appeared that the Federal deficits for fiscal 1975 and fiscal 1976 would be increased
by congressional tax and spending actions almost without limit. That was the factor
in this period that was clearly responsible for the rise in interest rates.
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The market rally following our M.i‘ financing announcement was based on the
downward revision in the anticipated Federal deficit resulting from larger than an-
ticipated corporate and individual tax receipts and the immediate relief to the market
that was provided by the reduction in our estimated borrowing requirements for the
two months of May and June. . -

The further factor which has since hefliped to lower rates, is the growing sign of
greater congressional recognition of the financial and economic dangers of excessive

udget deficits. Our experience has clearly indicated that further reductions in interest
rates from now on depend on maintaining a firm grasp on the budget situation, on
continued progress against inflation, and on continued Y;ogrm in improving the finan-
cial structure of our business firms. All of these things are essential to achieving
a solidly based and long-lasting recovery of the economy.

Based on the Administration’s projection of a $60 billion deficit in fiscal 1976,
our new cash requirements, including oﬂ‘-bud%et financing, will total nearly $73 bil-
lion—$38.2 billion in the July-December 1975 half year and $34.5 billion in the
January-June 1976 half year. This has not been generally recognized, except by active
market participants. The simple facts are these: On December 31, 1974, private in-
vestors held $181 billion of marketable Treasury obligations. By June 30, 1976—18
$onthsri later—they will have acquired another $80-90 billion more of marketable

reasuries. -

In Fiscal 1976 all Government borrowing, including State and Local, is expected
to amount to about 80 percent of the net borrowings in the securities market; and
the Federal sector alone will account for 50 percent or more of the total funds
raised in all credit markets.

Tables and charts are attached to my statement showing changes in the ownership
of total outstanding Treasury debt over the past year; offerings of new marketable
securities by maturity since January 1; the schedule of obligations maturing in the
next 12 months; and historical information on new issues, maturities, and new money
financing for recent years. -

Also attached to my statement are transcripts of financing press conferences this
year,

I believe that analysis of this data will support a conclusion by this committee
and the Congress that the Treasury has been financing the deficit in a responsible
and constructive manner. In this regard, however, I must say that 1 am personally
deeply concerned by the notion I sometimes hear expressed that there is some simple
answer to financing the deficits which will avert painlessly all risks which are inherent
in operations of this magnitude.

In addition to raising an unprecedented amount of new money, we will also have
substantial refunding requirements in fiscal 1976, as Table 4 shows. Apart from the
$93 billion of privately-held regular weekly and monthly bills, $26.0 billion of privately-
held coupon issues will mature in fiscal year 1976.

Thus, our gross financing job will total over $190 billion.

The sheer size of this financing job requires the greatest flexibility with regard
to the choice of maturities for every new securities offering. And yet, under present
law, however, there is a statutory limitation of $10 billion on the amount of bonds
held by the general public with interest rates in excess of 4% percent. Moreover,
Treasury notes, which are not subject to an interest rate limitation, are restricted
to a maximum maturity of 7 years. Bear in mind that, since 1965, interest yields
required by the market on longer-term Treasury securities have been in excess of
4% percent, and the Congress on three occasions in this decade has recognized Treasury
needs for greater flexibility in its debt management operations.

In 1967, the maximum maturity on Treasury notes was increased from 5 years
to the present maximum of 7 years, thus exempting issues up to 7 years from
the 4% percent limitation. -

In 1971, the Treasury was authorized to issue up to $10 billion of bonds without
regard to the 4% percent ccilinf.

en, in 1973, the $10 billion exemption from the 4% percent ceiling was
amended so that it would apply onlgoto bonds outstanding in the hands of the
public. The effect was to exclude any bonds held by government accounts, includin
the Federal Reserve Banks, in calculating the amount outstanding against the $1
billion limitation.

The Treasury has used $8.5 billion of the $10 billion bond authority. This leaves
a balance of only $1.5 billion,

In light of the mag;itude of our projected refunding and new money needs in
fiscal year 1976 and beyond—and also in light of the basic need to restructure the
debt to redress the neglect of past years—the flexibility which I now have for conducting
our borrowing operations is grossly inadequate.
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The weight of practical and experienced market advice, as | have already indicated,
is that we should offer securities in all maturity areas to minimize the risk of an
adverse impact on any particular sector. Indeed, unless we can offer securities in
all the maturity ranges to a wide range of investor interests, debt management is
made more difficult and the ultimate cost of financing our deficits is likely to be
increased. Obviously, this means a market judgment is called for at the time of any .
financing, and if our choices are restricted by inadequate authority to issue a range
of securities, such choices are made more difficult and the results are likely to be
less satisfactory.

In this connection, I should mention the sometimes erroneous conclusions about
the impact of Treasury financing operations on particular sectors of the economy.
There is a tendency, for example, to think of housing finance in terms of permanent,
30-year mortgage financing, but as every home builder knows, the availability of
short-term construction financing is as important to getting a job started as the per-
manent financing is to getting the job completed. We also know that the deposit
flow to financial institutions, such as savings and loan associations, is far more sensitive
to the competition of shorter-term Treasury obligations than to the competition of
longer-term obligations. Indeed, every sector of the economy, every aspect of our
financial markets, is so interrelated that undue concentration of Treasury financing
in any particular maturity area can have adverse effects throughout the whole mar-
ket—which could largely have been avoided by a better choice of new securities.

As we move forward into the recovery phase, there is an additional reason for
concern with our debt structure.

It is obvious that a substantial portion of our financing in the future, as in the
past, will have to be handled in the short and intermediate area. In fact, in the
first 6 months of this year we have issued $47.6 billion of new marketable securities
excluding exchange offerings to the Federal Reserve and Government accounts and
counting only the net additions to bills. Of this total, $32.5 billion—68 percent—has
been in maturities of less than 2 years; $12.4 billion—26 percent—has been in maturities
of 2-7 years; and only $2.7 billion—less than 6 %ercent—has been in maturities over
7 years; that is, in the bond area. Only $1.5 billion, 3 percent of the total, has
been in long-term maturities over 20 years.

But if we concentrate our new offerings entirely in the short- and intermediate-
term areas, then, when the economy has achieved a substantial measure of recovery,
the problems of the Federal Reserve will be greatly complicated, as would the problems
of future Secretaries of the Treasury. The already substantial build-up in the amount
of securities coming due in each year is going to continue. Two years ago, the private-
ly-held marketable debt maturing within a year amounted to just $84 billion. Today,
the figure is $119 billion. Two years ago our major refundings were quarterly, but
itf ishe now likely that we will soon have significant coupon maturities in every month
of the year.

We cannot escape all of the future adverse consequences of necessary short-term
financing. In my judgment, however—and | know this is a judgment shared by other
market professionals—excessive amounts of short-term Treasury debt could contribute
to another situation in which we could get an excessive rise in short-term interest
rates, with the whole panoply of adverse economic and financial consequences such
as developed in 1966, 1969-70, and again in 1973,

This is obviously not an immediate problem, but as the recovery develops and
rivate credit demands expand, commercial banks and other lenders will attempt to
iquidate Treasury securities to obtain funds for lending to the private sector.

Short-term Treasury debt is very near to money and, uniess there is a substantial
rise in interest rates, it can be readily liquidated at small cost to provide funds for
other pu s. If Treasury financing needs are still large at that time and excess
demand threatens to reignite inflationary pressures, the Federal Reserve System will
have to resist this liquidation by the private sector by allowing short-term interest
rates to rise.

The alternative of Federal Reserve purchases from the private sector—monetization
of the debt—could temporarily restrain such a rise in rates, but only at the expense
of adding to the inflationary potential.

I know the argument that we should refrain from long-term borrowing at this time
when rates are historically high and wait until a time when rates are lower. Despite
the superficial appeal of this argument, to preclude the Treasury from the sound
debt management practices available to virtually all other financial market participants
will inevitagly lead to undesirable and damaging results.

It may seem strange that any Secretary of the Treasury would wish to borrow
at a rate of near 8 percent in the long-term market when he could borrow at a
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rate of 5 percent or less with 91-day bills, an apparent cost difference of 3 percent,
which could translate into many millions of dollars of interest in a year's time,

Such mechanical-type calculations beg the question.

In the first place, long-term financing avoids the need for frequent future refundin
of debt at unpredictable rates of interest. Short-term rates are volatile and their volatility
would be increased by concentrating Federal financing unduly in the short-term area.
Such volatility would harm not only Treasury finance but the financing of private
borrowers. This is one reason that the Treasury chose to do a substantial part of
World War 1l financing with 2% percent bonds, when the_alternative was financing
with 3% of 1 percent bills. The immediate budget cost was less of a concern than
the consideration for-future economic stability; but undoubtedly, with the subsequent
rises in interest rates, the long-run cost of bond financing was less than the cost
of continually rolling over the bills.

Second, and more important, short-term Treasury debt is a near-money, so that
to achieve the same economic effects, Federal Reserve policy must be relatively more
restrictive if the amount of short-term Treasury debt outstanding is larger. If we finance
all of our debt in the short-term area, therefore, we will create a prospect that future
interest rates will be higher throughout all financial markets than if we finance a
meaningful portion of our debt in the longer-term area.

Thus, the apparent interest saving from short-term financing can be an illusion,
whether we are concerned about the budget alone or whether we take the point
of view of the economy as a whole, and 1 might add that nearly every corporate
or municipal Treasurer who has relied on short-term financing in the last few years
will share this view.

Beyond this, an inability of the Treasury Department to utilize all maturity sectors,
including the long-term sector, would be interpreted by the market, and the public
generally, as indicative of a lack of will to deal with the inflation which is still our
basic, Ion%-enm economic problem. Whether that were or were not a valid concemn,
it would an important psychological barrier to the future reductions in longer-
term rates, which 1 percelve as essential if we are to restore health to the housing
industry and are to encourage the business investment which is needed if this country’s
economic progress is not to falter. Long-term interest rates have continued to reflect
ingrained inflationary expectations. Our financing should be conducted in a way that
\a}r‘ill help to overcome those expectations—not in a way which will tend to confirm
them.

For these reasons, I believe the time is now appropriate to increase the amount
of bonds that may be issued without regard to the 4% percent ceiling on rates and
to extend the maximum maturity of Treasury notes.

1 specifically recommend, with regard to the 4% percent ceiling, that the exception
be increased from $10 billion to $20 billion. I wish to emphasize as strongly as [
can that market conditions are unpredictable, so that the amount of longer-term issues
which might be issued in any specific period could vary greatly, depending upon
market demands. The record indicates, however, that we have been responsible and
sensitive to financial and economic conditions in our use of the exception-to the
4% percent limit. We will continye to be responsible and sensitive.

I also strongly recommend that the maximum maturity of Treasury notes be extended
from the present 7 years to 10 years. This extension of the maximum note maturity,
assuming that market conditions permit, could be a powerful tool in helping to arrest
the decline in the average maturity of the debt and reduce the concentration in
short-term issues which has taken place in recent years.

In addition, 1 want to urge that early consideration be given to removing the 6
percent rate ceiling on Savings Bonds. Such action would allow the rate on Savings
Bonds to be varied from time to time in accordance with changing financial circum-
stances in the interest of both savers and taxpayers. Thus, we could provide greater
assurance to the Savings Bond investor that his Government will continue to give
him a fair rate of return on his investment. Greater flexibility to adjust Savings Bonds
rates could also make a significant contribution to the Government's overall debt

- management objectives. Savings Bonds account for about one-fourth of the total private-

ly held Treasury debt, and the average Savings Bonds investor holds his security for
a longer period than investors in marketable Treasuries and is thus an important
source of stability to debt management.

Such flexibility would obviously need to be exercised with due regard to the impact
of Savings Bonds rate changes on depositary institutions. As experience has demon-
strated, however, there is no way permanently to insulate these institutions from the
effects of changing economic circumstances. We have, therefore, pro d a Financial
Institutions Act, which will allow the removal of Regulation Q-type ceilings by providing
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the thrift institutions with expanded powers which will improve their ability to compete
without a Federal crutch.

The urgency of the need for greater debt management flexibility is, 1 believe, under-
scored by the fact that I have already mentioned. During this calendar year, out
of the $47.6 billion of marketable securities issued to the public, $32.5 billion has
been in maturities of less than 2 years. This is 68 percent of the total in money
market instrument. $12.4 billion has been in maturities of 2 to 7 years. This is 26
g:rcent of the total. And only $2.7 billion, less than 6 percent of the total, has

en in the bond area over 7 years. In fact of all our market financing, only $1.5
billion, just 3 percent, has been in maturities of over 20 years.

There is a large debt management job before us. The Treasury will handle its part
of the debt management job responsibly. I urge you to act promptly to give us the
tools to do the job. -

TABLE 1.—PUBLIC DEBT SUBJECT TO LIMITATION FISCAL YEAR 1976

BASED ON ESTIMATED BUDGET RECEIPTS OF $299.0 BILLION, OUTLAYS OF $358.9
BiLLION, UNIFIED BUDGET DEFICIT OF $59.9 BILLION, AND OFF-BUDGET OUTLAYS

OF $14.2 BILLION
{In billions of dollars)

With usual

Operating Public debt $3 billion

cash subject to margin for

balance limitation contingencies

1975 Estimated

June 30............c.oeues 6 533 536

July 31 i, 6 540 543

Aug. 31 ..neneinneenen, 6 548 551

Sept. 30............ cevens 6 547 550

Oct. 31.iiiiiiiinnnnnnnns 6 553 556

Nov. 30.......c.evvvenee 6 560 563

Dec. 31 .....cceuenennnee. 6 567 570

1976 3

Jan. 3., Voo 6 569 572

Feb. 29...ccccvvinnnnnnne, 6 - 579 582

Mar. 31 ...oooevinnnnnnn. 6 591 594
Apr. 15..cceiivnviannnenn. 6 600 603

Apr. 30.......c.coueereee. 6 593 596

May 31.....cciinnnennn. 6 605 608

June 15 (peak) ........, 6 610 613

June 30.....c..cc0nvennnns 6 607 610

57-7191 O - 75«6



£\

N AN
TABLE 2.—-CHANGES IN OWNERSHIP OF TREASURY PUBLIC DEBT SECURITIES
[Par values ! in billions of doliars]
Total Mutual State and  Foreign
End Out- Fed. and privately Commercial Insurance savings Corpora- local and inter- Other
of standing GA held banks? Individuals® companies banks tions* governments national® investors$
Lv. Chg Lv. Chg. Lv. Chg Lv. Chge Lv. Chg Lv. Chg Lv. Chg Lv. Chg Lv. Chg Lv. Chg Lv. Chg

1974 "
May ...474.7 28 2153 4.1 2594 —1.3 544 —-24 800 08 60 .1 26 =01 112 0.7 292 -09 573 14 186 -1.1
June ...475.1 4 2187 342564 -3.0 532 —1.2 807 759 -1 26 0 108 4 283 9 s717 4 173 —-13
July.....475.3 2 2156 —3.1 259.7 33 539 .7 816 9 57 2 26 O 1.3 S5 288 S 569 -8 188 1.5
Aug....481.8 652228 722590 -7 530 -9 86 10 57 O 26 0 11.0 -3 292 .3 $6.0 9 190 2
Sept ...481.5 -3 2216 —-1.2 2598 8 529 -1 833 7 58 d 25 -1 105 -5 293 d 560 0 195 K
Oct.....480.2 —1.3 217.8 —-3.8 2625 27 535 6 838 S 59 d 25 0 112 7 288 S 566 6 203 8
Nov ..4854 52 2200 3.22653 28 545 1.0 843 S 59 0 25 0 110 -2 287 -~ 583 17 201 -2
Dec.....492.7 7.3 221.7 1.7 271.0 5.7 565 20 848 5 6.1 2 25 0 110 0 292 .3 584 1 24 23
1975
Jan......494.1 1.4 2204 —13 2738 28.545 —-2.0 853 S 62 d 026 d ns3 3 300 8 615 31 223 -1
Feb.....499.7 5.6 220.8 42789 5.1 569 24 853 O 62 O 27 1 114 1 305 S 646 3.1 213 —10
Mar.....509.7 10.0 2199 -9 289.8 109 620 5.1 857 4 66 4 29 2 120 6 297 -~-8 650 4 259 46
Apr.....5167 702259 60299 1.1 630 1.0 86.1 4 6.7 d 0 3.2 3 125 S5 298 d 649 -1 247 —12
May ...528.2 11.5 226.5 63017 108 NA NA NA NA NA NA NA NA NA NA NA NA NA NA NA NA

1 United States savings bonds are included at current redemption value.
2 Consists of commercial banks, trust companies, and: stock savings
banks in the United States and in Territories and island possessions.

Figures exclude securities held in trust departments.
3 Includes partnerships and personal trust accounts.
* Exclusive of banks and insurance companies.
3 Consists of the investments of f(

accounts in the United States. Begmmng with July 1974 the ﬁgures

;xc'::de noninterest-bearing notes issued to the International Mong Monetary
Ul

¢Consists of savings and loan associations, nonprofit institutions,

corporate pension trust funds, and dealers and brokers. Also included

are certain government deposit accounts and government-sponsored
agencies.

balances and intemational

Source: Office of the Secretary oftheTmsury Office of
Debt Analysis.

June 18, 1975.
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. TABLE 3.—-OFFERINGS OF MARKETABLE SECURITIES!
JANUARY-JUNE, 1975

{Amounts in biltions of dollars)
. Percent
_ Maturity Amount of total
Total offerings ................ rrererrererrrreriasertseraranstan Crereserrrernsenns $47.6
UNAEr 2 Years....uvuuveeiiiriirierennieerenierresniiosesnnesisrersnssenrons veerers 32.5
Bills.......cccceenen 15.7
13, 26-week bills 1.7
52-week bills..... cane 24
Other bills..... 1.6
Coupons... 16.8
1 year-3 mo issued 1/9.. 8
1 year-6 mo., issued 3/3.. 1.7
2 year-0 mo., issued 3/3..... 1.7 ..
1 year-2 mo., issued 3/25... 1.6 ..
2 year-0 mo., issued 3/31... 23 ..
1 year-8 mo., issued 4/8..... 1.5 ..
2 year-0 mo., issued 4/30 1.6 ..
2 year-0 mo., issued 5/27... 2.1 ..
1 year-5 mo., issued 6/6........... Feetteteraressrereranoanataennne 1.6
2 year-0 mo., to be issued 6/30.......cccoviverreiiiinrcnncnnns reeereens 2.0
27 YeArS...iviveueirnieencstorssvernsens Ceeeeteerruereereetreshertnenerneennsnee 124
4 year-4 mo., issued ll7 ...................................................... 1.3
3 year-3 mo., issued 2/18......ccccviiniiiiiriniieinieiieieiennerneerninrne, 313
6 year-0 mo., issued 2/18......cccoovurvirnniiiinnnnnnas Cererierressrasraes 1.8
6 year-8 mo., issued 3/19....... eretueseertre s ene s teanartaenresaresanes 1.8
3 year-3 mo., issued 5/15.........coeien. eveberervrntrernsennrarssrrrannns 2.8
gear-o mo., issued SIS, Vevenreennrseeenrettaberertatrantronnnes 1.5
T=20 YEArS......vtuviieriinnraiererencrnennens eheererserierterertraresereniranes 1.2
15 year-l mo “issued L T TR verenas ceensseranenns 1.2
OVer 20 years........ccocivrevniirvvericnnssanssanens Cerserestirerarsrasstisereniae 1.5
20/25 year-0 mo., issued 2/18.......c..00verenens ereresiserneserieserrane 8.
25/30 year-0 mo., issued 5/15.....c.ccovervies vesaeeeres renrreraeeranes N/

1 Includes net additions only to bills and excitdes exchange offerings to Federal Reserve and Govemment Accounts.
Source: Officé of the Secretary, Office of Debt Analysi;
June 13, 1975.
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TABLE 4.-MARKETABLE MATURITIES THROUGH JUNE 30, 1976
ISSUED OR ANNOUNCED THROUGH JUNE 30, 1975

{In biltions of doilars]
Out- Privately
standing held
Treasury bills......ccocveiiireriiiiiiieiiiieeneirnirimeriemiererieerneinreneernnss $126.9 93.2
Regular weekly... 100.5 NA
52-weekK......oonunus et tnventarnenraetarar et naereetonenranrernetsusntonrnaetnne 26.4 NA
Cc;l;g’osns ANA OhEr. ...t ve it iiniiiiie it crerirerissnrersnesssntossnen 37.0 26.0
ST8%0 NOLE Bf15/75 . e ciirieriiiiiiiiiiiiieirireciisenireensnsieesasasasens 7.7 4.6
838% NOE 9/30/75 ... vireieeereiiiiriveniiieeiiecrieerseereieereiseees 2.0 1.9
B R 0 I LA T 2 O * M
TP N0tE 11/15/78 e cvvriiiiiiiieiiiiiiiriivncecreiieeereenisrsnnsenssnssns KN | 2.4
T NOte 12/31)75 e creiiiiiiireiiiieriiiiirirnsiiiessssisssssiasessnsenns 1.7 1.5
1976:
January 31 bill ..o 1.6 1.5
6Y4% NOLE 2/18/T6...vueeniiniiiiiiiiieiiiiiiieniieeninreressrnsenerens 17 9
STB% NOLE 2/15/T6. e cvviverireiiniinerernieicirieinsesineisrensnessns 4.9 3.5
8% note 3/31/76..... 2.3 2.1
114% note 4/1/76.... *) *)
6%1% note 5/15/76.. 2.7 1.9
5%% note 5/15/76.. 2.8 2.2
6% note 5/31/76........ 1.6 1.5
8%% note 6/30/76 2.7 2.0
I 1 O TR 163.9 119.2

! Treasury bills in two-year note cycle slot.
*Less than $50 mitlion. -
NA = Not available.

Note: Figures may not add to totals because of rounding.
’ 'Sdﬁ}'c_i:_dffice of the Secretary c_)fth'e Treasury, Office of Debt Analysis.

June 18, 1978.
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TABLE 5.—TREASURY ISSUES, MATURITIES AND NEW MONEY FISCAL YEAR 1973-75
{1n millions of dollars}
Jul-Dec.  Jan.-June Jul-Dec.  Jan-June Jul.-Dec. Jan.-June
1972 1973 Total 1973 1974 Total 1974 1975p Total
GrOSS iSSBES....ceumeeureaeeannenes 144,374 134,745 279,119 142,145 141,228 283373 167,379 187419 354,798
i . 125,297 120,660 245957 132,111 128,981 261,092 144307 149,565 293,872
19,077 14,085 33,162 10,034 12247 22,281 23,072 37854 60,926
131,565 140,915 272,480 134,562 . 144349 278911 147.651 154,632 302283
115975 124,463 240,438 124,490 131,740 256,230 130,854 140,859 271,713
15,590 16.452 32,042 10,072 12,609 22,681 16,797 13,773 30,570
| 12,809 -6,170 6,639 7,583 -3,121 4,462 19.728 32,787 52,515
Issued to private:
Bills (n€t).....ccvvemnveaenannnns 9322 -~3,803 5519 7.621 —-2,759 4,862 13,453 18,706 22,159
Coupons to foreign?.......... 15,327 6,683 22,010 8,102 9.810 17,912 14,561 31,955 46,516
(200) (985) (1,185)
Total....oovreeeemnneeenaae 24,649 2,380 27,529 15,723 7.051 22,774 28,014 40,664 68,678
Maturities privately held:
Coupons.......ccccerencerennnnnes 11,798 9,114 20912 8,095 10,061 18,156 8,568 7215 15,783
New money from private... 12,851 ~6,234 6,617 7,628 -3,010 19,446 33,446

' Assumes rotlover of $4,506 million regular bills maturing Sunc 26, 1975.
t lncluded in coupons issued to private.

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

4618

52892

June 13, 1975.

1y
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NEWS CONFERENCE
BY
UNDER SECRETARY JACK F. BENNETT
TREASURY FINANCING PLANS
JANUARY 22, 1975

UNDER SECRETARY BENNETT: As you know, the Secretary
is ageaking, right now, to the Ways and Means Committee
on the President's Economic and Energy Program and he will
be speaking again, tomorrow morning, to the Ways and Means
Committee on the Treasury Financing Plans through Fiscal |,
Year '76, and on the need for a substantial increase in the
debt ceiiins. And, in view of his appearances, I will con-
centrate today just on the financing situation in the current
half-year period. .

During this period of the year, traditionallz, we have
limited net financing needs. For example, from 1970 through
1974, our net needs really varied around zero, from a high
of $3.9 billion one year to a low of a negative $5 billion
last year. But this year, we have a growth industry. The
forecast increase in our Treasury marketable debt this half

'gear period is $28 billion. Now, that is on top of the $17

illion of maturing, longer term coupon issues and, of course,

on top of the regular bill cycles.

_Now, these are the borrowing plans based on the Presi-
dent's program. Of course, if the Congress were to increase
the deficit, the borrowings would be even larger than the
$28 billion. -

So far this year, out of the $28 billion needed in this
half year, we have already borrowed $3.3 billion through a
g:% le of short coupon issues and increases in the regular
al

Today, I would like to announce plans for raising $5.3
billion of new money between now and early March, in addition
to the refundings.

Obviouslg. the $3.3 billion we have already raised,
and the $5.3 billion that I want to announce today, leave
about $19 billion more to be financed later in this half-
year period.

Some of that increase will probably come in the "bill"
area. We plan to retain the flexibility to vary the amount
of weekly announcement on the bills.

We have been using that flexibtlic{. lately, only in
the upper direction, and we will probably do go again in
the coming weeks--but not always in exactly the same amount.

Two weeks ago, we announced an increase of $200 million.
Yesterday, we announced an increase of $300 million.
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In addition, ‘we probably have to have some additional
coupon issues, but we do not anticipate any such issue--other
than the ones being announced today--before mid-March. Such
an issue remains a possibility for late March or April.

Now I would iike to get down to the three announcements
for today. ’

Firstly: The one-year bill offering--which is scheduled
to be paid for on February llth--to replace the $1.8 billion
maturing--will be increased, by $300 million, to $2.1 billion.

This is not an advance announcement. The formal announce-~
nent ?111 be out on January 30. ;

MEMBER OF THE PRESS: That was-~those numbers, again?

UNDER SECRETARY BENNETT: There is $1.8 billion maturing
on February 11. We are going to refund that and raise $300
million--that 1s increase it to $2.1 billion. We will form-
ally announce it later, but I want to announce now the full
package of our financing plans--other than the weekly bills
-=through early March.

The second thing that I would like to announce is in
the paper you have: the three securities to be issued on
Tuesday, Februrary 18th.

As you see, there is a total of $5.5 billion and, since
there is little over $3-1/2 billion of publicly held notes
maturing, it will be raising almost $2 billion by that
operation. Each of these three are going to be auctioned
on a yield basis. As you can see, the three are the $3
billion, 3-1/4 years, maturing May 1978; $1-3/4 billion, -
6-year note, maturing in 1981; and the é3/4 billion--the
25 year bond--maturing in the year 2000. Although that secur-
ity is callable, in 1995, it does go into the year 2000. This
is our first venture into the year 2000 and beyond.

We also--as we did last time--are providing that at

.cge option of the investor, payment for up to one-half of
th

e bond can be deferred for a few weeks; literally through
March 3rd.

In view of the decline in interest rates, and the
lengths of these securities we are issuing, you will note
that they will be issued in denominations as low as $1,000.

-
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Thirdlz: I would like to announce, now, that we expect
to sell $3 billion of notes for payment on March 3, in ad-
dition to the refunding I have just announced. I expect
that we will issue the formal announcement of these notes

on Februrary 11, and we will auction them on February 19.

There will be two note issues, each of $1-1/2 billion;
the first will mature the last day of February 1977. That
is, in two years. The other, on August 31, 1976. That is,
in eighteen months. So there are two issues: one for two
years, and one for 18 months.

Now, you can see that these two new notes resemble the
two~-year notes that we have been issuing on a regular cycle
in an amount of about $2 billion on the last day of eac
quarter.

In the coming months, we will be studying the possibility
of establishing regular month-end, rather than quarter-end
cyecle, two {ear notes; and these two notes to be issued on
March 3 would, obviously, fit neatly into such a cycle.

If we do this--if we establish this cycle--it might
still be appropriate that the amounts issued in the third
month of each quarter might be a bit larger than the others,
because there may be more demand for the quarter-end notes.

. In any event, of course, we will have a regular quarter
note maturing at the end of March.

Now, I would be happy to consider any questions, but
the Wire Services may like to go now. I suggest that they
observe an embargo until 4:35 p.m.--all right?

MR. PLUM: Fine!

MEMBER OF THE PRESS: Make it 4:45!
UNDER SECRETARY BENNETT: 4:45?
MEMBER OF THE PRESS: Right.

UNDER SECRETARY BENNETT: That's all right with
me. 4:45.

MEMBER OF THE PRESS: That is even better.
UNDER SECRETARY BENNETT: Any questions?
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MEMBER OF THE PRESS: Would you give us some more
details on the debt limit? ‘

UNDER SECRETARY BENNETT: No! Those will be
announced tomorrow.

MEMBER OF THE-PRESS: Would this financing carry

you beyond the debt limit if it is not raised?

UNDER SECRETARY BENNETT: Oh, yes! The present
debt ceiling is $495 billion. We are almost $495 billion
right now, and we have another $28 billion right here.

- MEMBER OF THE PRESS: And when does the $495 billion
last until? :

UNDER SECRETARY BENNEIT: Well, literally, under
the law, it would expire March 31, 1975,

MEMBER OF THE PRESS: March 31.

Well, that means that even the financing announced
today will take you over the top. I mean, the one that is in
our piece of paper.

UNDER SECRETARY BENNETT: The total package we
announced today will take us. over the top. Yes.

) MEMBER OF THE PRESS: So you would need an increase
before February 18, would you not?

UNDER SECRETARY BENNETT: There are some variations
in our cash. I think you better wait and let the Secretary
go into that in greater detail tomorrow. .

MEMBER OF THE PRESS: The Secretary told the Ways

and Means Committee today that February 18 was the date.

UNDER SECRETARY BENNETT: He did?

MEMBER OF THE PRESS: VYes! -

UNDER SECRETARY BENNETT: That is news to me.
MEMBER OF THE PRESS: Yes, sir. “
ANOTHER MEMBER OF THE PRESS: You said that you

did not--you will have some more coupon stuff--but not before
mide<March.
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UNDER SECRETARY BENNETT: Right!

MEMBER OF THE PRESS: I assume that means with the
,exception of the third item that you have announced?

UNDER SECRETARY BENNETT: With the exception of the
things we announced today. .

Yeos? MEMBER OF THE PRESS: The one-and-a-half --
es

UNDER SECRETARY BENNETT: There will be no more coupons
before mid-March. We haven't decided the financing after that.
We have not decided the weekly bills even from now until March,
but we do want to announce that there will be no more coupons,
in all probability before mid-March.

MEMBER OF THE PRESS: Would you ‘expect every weekly
bill to be increased by something? )

UNDER SECRETARY BENNETT: Well, we are going to vary
it, but they have all been increised lately,

' MEMBER OF THE PRESS: I missed the first part of
this. You may have answered this questions, but is the new -
cash that is in the refinancing part of the $3.3 billion you

said you have borrowed? .

UNDER SECRETARY BENNETT: No! What I said was that
we néed approximately $28 billion new cash this half year.
We have already raised $3.3 billion. We are groposing, in these
three steps I announced today, to raise $5.3 billion. That
leaves another $19 billion to pick up. Some of that $19 billion
will come from bills, The rest will come after early March.

MEMBER OF THE PRESS: The $28 billion that you began
with is the Treasury's marketable debt borrowing base. Is
that about equal to what the budget deficit is going to be in
this half year? .

UNDER SECRETARY BENNETT: It includes the borrowing by
the Treasury on behalf of the Federal Financing Bank, of course,
which is not in it.

MEMBER OF THE PRESS: The $28 billion includes the
Rederal Financing Bank?

UNDER SECRETARY BENNETT: No! It includes borrowing
by the Treasury to lend to the Federal Financing Bank. It
does not -- we have not at this point forecast any market
borrowing by the Federal Financing Bank. It would probably
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cost more if the Federal Financing Bank borrowed through the
market, so we are only planning to borrow through the Treasury.

* MEMBER OF THE PRESS: Would the $28 billion of total
borrowing be the most for any such period --. the highest ever
for a six-month period? -

UNDER SECRETARY BENNETT: Well, it certainly 15 outside
of the ball park for the first half. .

Let me just check one thing.

Now, my numbers only go back to 1970, but it is .
clearly well above any half year that is on this record through
1970, I would doubt if we have anything that large in the ~
years before that,

~MEMBER OF THE PRESS: How about the war years?
UNDER SECRETARY BENNETT: Did you say something?

. MEMBER OF THE. PRESS: I was thinking back in
World War II. :

UNDER SECRETARY BENNETT: I would think so. I don't
have the literal record. ) .

MEMBER OF THE PRESS: How much has the Federal _
Pinancing Bank borrowed from the Treasury and how much is it -
authorized to borrow?

UNDER SECRETARY BENNETT: The Federal Financing Bank,
so far, has borrowed about $1.5 billion on the market, and
$3.5 billion from the Treasury. _

I am sorry. $3 billion from the Treasyry; $1.5 billion
from the market, at this point.

A

" MEMBER OF THE PRESS: And how much is it authorized
to borrow from the Treasury?

UNDER SECRETARY BENNETT: It is authorized to borrow
from the market $15 billion.

It has no limit on borrowing from the Treasury.

— -
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' - MEMBER OF THE PRESS: 1If, perchance, the Congress
should not enact the tax rebate and, instead enact a reduction
of withholding taxes which would be strung out through the

whole year for the same rough amount, your number here would
be somewhat smaller, would it not, in the first half?

UNDER SECRETARY BENNETT: It depends on how soon it
started, I suppose. I am sure Congress could take action
that would increase this. .

MEMBER OF THE PRESS: Or decrease it?

UNDER SECRETARY BENNETT: Or decrease it -- either
One- e .

MEMBER OF THE PRESS: If they don't enact it --
this includes $6 billion worth of rebate in May, doesn't it?

UNDER SECRETARY BENNETT: Yes! This is, literally,
based on the program as he presented.jt.

e

MEMBER OF THE PRESS: Mr. Bennett, what kind of
impact do you expect a borrowing of this size to have on
interest rates in the market?

UNDER SECRETARY BENNETT: Well, it is difficult to

. balance. On the one hand, the kind of activity we have been

having, you notice, has been pusing them down. This size of
borrowing pushes in the other direction. What is the net?
I don't propose, at this moment, to forecast.

MEMBER OF THE PRESS: Are you contemplating any
changes in the treatment of tax and loan accounts except for
the reducing average life of those deposits as you have been
doing regularly?

UNDER SECRETARY BENNETT: We will be talking to
the Congress, soon, on the tax and loan accounts,

MEMBER OF THE PRESS: Would you consider moving
in the opposite direction and making those accounts more
valuable to the banks, so they would be better able to help

you financing? _
UNDER SECRETARY BENNETT: I would not think so.
MEMBER OF THE PRESS: You say you don't know?
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UNDER. SECRETARY BENNETT: I would not think we would
be moving in the other direction. We are moving, rather,
in the direction of paying directly for services, and kecping

"all the balances and not using that as a way of inducing some

investors to buy -- to provide services. We are moving away
from the tie-in deal, in other words.

MEMBER OF THE PRESS: This, conceivably, could set
short term interest rates climbing again?

UNDER SECRETARY BENNETT: Well, you have, again,
opposing forces. In other words, there has just been a reduction
in the reserve requirements, and this moves in the other direction,
but what is the net? That markets have known that we were
coming -- we have been anticipated with these new announcements --

we had to have more borrowing.

MEMBER OF THE PRESS: I was not here for the last

What is the gurpose of, giving the bond buyers a couple
of extra weeks to pay half of their subscription?

UNDER SECRETARY BENNETT: There is plenty of time for
those who get money on the 18th to place it. We thought there
might be some people, if given a little more time to scrape
it together and plan it, who would be willing to buy the
securities, if they could pay for it in two installments.

Of course, in recent periods, the largest we have financed of
a very long term security was $600 miliion. We are stepping
this up to $750 million.

MEMBER OF THE PRESS: On the $1,000 minimum, what was
it? I know you switched back and forth a few times?

UNDER SECRETARY BENNETT: What is what?

MEMBER OF THE PRESS: The $1,000 minimum -- you
switched back and forth in past auctions -- the last auction --
the note auction -- what was last minimum?

UNDER SECRETARY BENNETT: The last thing we had,
the minimum was $5,000 early this month,

MEMBER OF THE PRESS: When was it last $1,000?
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UNDER SECRETARY BENNETT: ‘Sorty.” .
MBMBBR OF THB PRBSS. Whon was, it last a $1, 000

"

. UNnan 'SECRETARY naunnTr. *1é79 ﬁas thév$1.000 note,
- was i€ not? , . o L

MR, SNYDBR: Thgt is right.‘ 1979.

o UNDER* SBCRBTANY BBNHETT $1y this month, we had
two notes: 1976 and 1979. 1976 we did for a $5,000 minimum.

The 1979 we did for a Sl 000 minimum. . . -

; ‘ MBMBBR OF THE PRESS: Do you expect the next round
of financing to maintain the top ‘notch?

. UNDER- SECRETARY BBNNBTT. The next round of financin%
On these two in early Mdrch .- wo have not decided on the details

on'those.

: MEMBER OF THE PRESS: "Mr. Bennett, you had referred
to some figures for second ﬁalf borrowings for the past few
years, ‘

~ enote?

i I wonder if you could;jﬁst read us what thpse figures
are : . :

UNDER SECRETARY BENNETT; No! The Secretary is going
to go 1nto all that tomorrow. o o .

 MEMBER OF THB PRBSS' What the borrowings were? ,
Just the figures on what the borrowings were for the second
‘six months of the fiscal yearx?

: . UNDER SECRETARY BENNETT: He will be going into
"what our projectious are. 1 can read:-you what they were in

previous years.

’ . MEMBER OF THE’ PRESS" No" I am 1nterested in compairing:
figures -- the borrowing for the last period of this ‘fiscal
year conpared to, say, the previous two years,

3 UNDER SECRETARY BENNETT: Well, I can' t give you tho
’ figure for our projected borrowing for the last half of this

B year. -

”if\h
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If you are interested in the borrowing for the last
half of the previous --

MEMBER OF THE PRESS:' Okay!

UNDER SBCRBTARY»BE&ﬁFTT: Is that what you want?

MEMBER OF THE PRESS: Yes! |

UNDER SECRETARY BENNETT: What I will be reading
'{ou. here, are figures for net increase in Treasury marketable

orrowing in the last half of calendar years,
Is that what you want?

UNDER SECRETARY BENNETT: No! I wanted the last
half of the fiscal year.

UNDER SECRETARY BENNETT: I can read you the last
half of fiscal years -- the current half-year period.

MEMBER OF THE PRESS: Right!
-~ UNDER SECRETARY BENNETT:
1970: - $1.5 billion

S

©1971: + $3.9 billion
1972: - $2.5 billion -
1973: + $1.1 billion i
1974: - $5 billion )

197S: + $28 billion

MEMBER OF THE PRESS: Thank you.

UNDER SECRETARY BENNETT: Those figures included
all of the securities that we issued to foreign governments,
some of which were called "speclals“ :

MEMBER OF THE PRESS: Have you any projection about
Agency borrowing in this half year? More? Less’ Normal? -
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UNDER SECRETARY BENNETT: We have a ‘projection.

I am sorry. I don't know whether 1 should release
that number because Ash and Simon are testifying on this.
I don't want to steal the things they are putting on.

MEMBER OF THE PRESS: Is it possible to-say
whether it will be less than the first half-of last year?

1f not, "Okay".
- T am just wondering 1f this might ease a little of

" the pressure.

_UNDER SECRETARY BENNETT: Yes.

I don't have the detailed numbers and Mr. Snyder
tells me they are not good, anyhow. So I guess I better: el
not give them to you. -

MEMBER OF THE PRESS: Why do you have the February 18
date for the new securities?

UNDER SECRETARY BENNBTT: Well, they mature on the

15th, which is a Saturday. Monday the 17th is a holiday.

MEMBER OF THE PRESS: You don't need the money over

that 3-day period.

UNDER SECRETARY BENNETT: They don't get paid off
until the actual outflow. .

1t is a 3-day weekend.
I thipk I will see you more often this year!

(Whereupon, the Press Briefing was concluded at 4:45 pm).
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- NEWS CONFERENCE .. -
. UNDER, SECRET. ACK F. BENNETT-
- ARG A _A%tﬂﬁc PLANS

.. -+ FEBRUARY 24,197 -
. UNDER SECRETARY BENNETT: 'Gentlémen and ladiss, I am
grateful for,your coming today becausé we have an awful lot
of financing to do and we figurc that the more we can inform
our potential customers the better off we will be.

- We have to give a lot:of careful attention to this—and__

" maybe do some innovative things. ~For that reason, we had

an unusual meeting today with our two advisory committees.

. We have a Securities Industry Association Advisory Com-
mittee and an American Bankers’Association Advisory Committee.

- They usually come in once.every three.months before our

] is still our anticipation.

quarterly announcements, We had them in again todaz, not to.
talk specific announcements but to have them view the total
problem for the whole-year and'give us their thinking.

That package I gave you there is a package they were
given -and I thought you might find it useful to have., We
gave them a little bit of background, which I also would like
to give you to bring you up to date on the size of financing
needs, : T - :

We last met a month ago on the 22nd of Januéry and the
financings which we announced then and had announced-earlier
would raise $10.6 billion for this current half:year period.

At that time we said that we anticipated we would be
issuing no new coupon issues, before mid-March, that is issues
over one year, beyond those :then being announced. ‘'And that

But, we do anticipate the need to borrow in the coupén
area, about $7 billion worth between the middle of March and
the middle of April. Now, that would be in addition to what
we faise in the bill area, ‘ .

So far this year we have used our flexibility to vary

‘the weekly and monthly bill announcements always in the up-
ward direction and we have raised this year$3.1 billion in

increases on the bills as they mature. We will probably con-
tinue to-raise-money but I don't want to specify the exact
amount because we need some' flexibility in the bill area. I
hope we don't need much flexibility with respect to that ‘
announcement of $7 bililon. There is some uncertainty about
that, particularly in the¢ estimates of tax receipts.

There is a lot of uncertaintylﬁof course, about ‘the
impact of congressional action, but that primarily comes after

-—-the middle of April.

.
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: The House Ways and Means Committée tax: bill, H.R. 2166,
would leave us with an esfinatqd84.4 billion addftiongl bor-
rowing ‘requirement this half year above the President's Pro-
gram. If the President's Energy Program were blocked, that
would add another $1.1 billion. " , o

. Congress has already taken'some'actiop”ﬁith respect to
food stamps which would add $200 million in this half year.

. Now, there have been some actions, of course, othér
than Congressional actions. The President announced the
release of the Highway Trust Fund, but that has only $100
million effect during this -half year period. There have been
a lot of other things. We took in less from ‘an off shore lease

and .there have bgen variations in taxes.

The President's Program as proposed would have left us
with a bprrowing need in this half year of about $28 billfon,
a little over $28 billion, of which, we have done SIQ.G’billion
and I am anhouncing today that we will be doing $7 billion, -

- That will leave.another $11 billion to be done in the bill" "

area or in later coupon issues. '
'Measures that Congress could take could take easily that

$11 billion to $21 billion if I add all these different things

together, . . : . , o

v

. The second half of the year, §f'coﬁrse.'ié even more

‘ﬁncertaiq; You ‘recall the,Prgsiﬁant‘s Program called for bor-

rowing net new money in the second half of the year of $37 bil-
lion. That number would be obviously bigger to the extent

that Congress does not agree with his nescission proposals.

** But ‘the mdin reason I wanted to talk to you today, was

about the specificds of the financing that we're thinking of -

for the period mid-March to mid-April, 1I'd 1like to not make
any formal announcement of those in the sense thdt we're
putting out thé formal announcement today. 1'd like to pass
around a plece of paper that tells you what we're now thinking

_of. This is not a commitment.to do exactly these things.

' We'will make the formal anhouncements and commitments
as we get closer to the dates, but this is our present thinking
and I think it might be helpful if the market Knew it so they
can be pre ared. We. could changé' the amounts or the dates or
the times but this ‘s Qefin}tely our current ‘thinking, )
Pass that around, Jack, will you. "~ o .
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These announcements that you are about to see are for
five different coupon issues. Two of them are further filling
in the two-year note cycle on the end of a month that we be-
gan in recerit weeks. .

One of them is the regular quarter end two-year refund-
ing. The other two are longer coupons. One for almost seven
years and one for over .15 years.

Now, please bear in mind that while these are goihé on
we will probably also be raising additional funds in the bill

area. !

Now, the first one shown there, for payment on March 19
would be a reopening of a note that is now outstanding and
ratures in 1981, The others are new securities,

The third one, which is the regular quarter end is 3
Treasury refinancing of a Federal Financing Bank piece of ..
paper that is maturing, When that piece of paper maturgs the
Federal Financing Bank will not Mave any securities held by
the public. They will all be held by Treasury,

QUESTION: Why is there net--you have a net cash to be
raised on that third item of a billion?

UNDER SECRETARY BENNETT: Nell, there is $1.2 billion
publiclz held of the FPFB bill that is maturing on the 31st
of March, We are issuing it to the public for $2.2 billion
s°b¥§ are only raising $1 billion of net new money from the
public. : : ,

Now, on that particular security since ittis cxistihg "
the Fed and other holders have some in addition to the public

holdings. PRI
~ QUESTION: *So you arc actually raising $8.2 in that period,

"you will be auctioning $8.2?

UNDER SECRETARY BENNETT: Yes.

Now, during this period ahcad, in additon to the bills
we will actually be auctioning, we will he auctioning $12
billion. We have the regular refunding on the 15th of May,

We have these two quarter end refundings and we have ‘tax ‘
anticipation bills and cash management hills maturing in April
and June, so that adds up to $12 hillion in addition to the
$7 billion hero, all in addition to what we do in bills,

QUESTION: But thosc are just roll-overs,
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UNDER SECRETARY BENNETT: The $12 billion that is coming
up is just a roll-over. So, between now and the end of this
half year, we have $12 billion of ordinary roll-overs, $7 bil-
lion of coupons I am announcing today, plus $11 to $21 billion
some gortion of which will be coupons. The coupons presumably
:i}l e gfter the middle of April but the bills will start

efore then. .

QUESTION: 1s it $7 today or is it $8 today?

ONDER SECRETARY BENNETT: I think the left-hand columns
add up to $8 billjon--try it and see.

) QUESTION: The items you listed that Congress is in the
process of doing or in the case of food stamps has done, add
up to only just under $6 billion and yet you said there could
easily be an additional $11 billion for this past half year,

UNDER SECRETARY BENNBTT: I said from $11 billion to $21
billion.

QUESTION: An additional $10, right?

UNDER SECRETARY BENNETT: Well, I mentioned also the
Highway Trust Fund as one. )

QUESTION: Yes.

UNDER SECRETARY BENNETT: And, in addition to that we
lost some money on the off-shore lease sales. We may lose
sSOome more, :

QUESTION: You are also talking about revenue short-
falls?

UNDER SECRETARY BENNBTT: Well, wait a minute. There is
an addition to the rest of the program, There is the Presi-
dent's $17 billion for the fiscal 1976, There is another $27

. billion for the remainder of this half-year that is still up
- for consideration in addition to the tax bill,

QUESTION: ~ The rescissions.
UNDER sthnTAnv BENNETT: The rescissions.

QUBSTION: How about the revenue 1n-floﬁ, is that fall-
ing short of the rescissions?

UNDER SECRETARY BENNETT: At the moment we don't have
any particular revenue additions,
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_ }QUESTION:'-Is.the reason that the House Tax Bill would
impose upon you an estimated $4,4 billion more than the Presi-
dent's Program, the fact that: the rebate comes all in one go,

UNDER SECRETARY BBNNBTTE Well), both larger and sooner,
the total tax. '

QUESTION: 1If that is approved, would the $28 billion
figure you have been using for the first half of the year be
revised to what, $32.47 ‘- , :

UNDER SECRETARY BENNETT: Well, the tax bill alone would
take this figure of $28 billion up $4.4 billion, It aegends o
on how many things you added on top, If you added on the
rescission or energy, I am not predictihg, I am just trying to
say what some of these effects would be on the total neocdi~

UBSTION: 1 don'f see where you get another $4,4 bil-
lion from the Ways and Means tax bill, How do you break
thdt down? , o,

UNDER SECRETARY BENNETT: Well, the $4.4 billion is in
this half year. It would not be as large an effect in the:
second half, .

QUESTION: Except for bills, are you givink_the market
assurance that you won't raise any more than $7 billion in
this time period? " ' : S A

UNDER SECRETARY BENNETT: I am giving them a strong
expectation, 1 don't'want to give a full assurance, Just
as last time we thought it was useful to say to the market
we did not anticipate it would be necessary to come back for
coupon fssues before mid-March and as it turned out we -
didn't. We want the market to have this because this is a.
lot of notes and bonds to absorb but it is not a guarantee,

QUESTION: How much of these additions that you have
_outlined here will be carried over into subscaquent 6-month

' Beriods as well? Ybu orginally estimated, I think it was $90

{11ion over the next 18 months.'

UNDER SECRETARY BENNETT: = Well, the tax hill, for
example, would also have a small additional impact in terms
of our borrowing in the second ha)f, This_is not just a’
transfer from the second half to the first half,

QUESTION: s it possible to cstimate what the total
inpact.is over this 1R-month period?
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UNDER SBCRETARY BENNETT: I can give you an estimate of

the second half. It is a couple of hundred million, but I
don't have an estimate for the first half of 1976,

QUESTION: Did you have a breakdéwn on the $i.4‘billion§

UNDBR SECRETARY BENNETT: How much of it is the with-
holding and how much is the rebate you mean?

QUEBSTION: Why it should be $4,4 billion more than the
present rebate in the last half-year? =

UNDER SECRETARY BENNETT: Well, let's say in the two
halves of the year it is $4.6 billion, Is Fitzpatrick back
ther¢ somewhere? Do you have & breakdown of the $4.4 billion?

(0ff-the-record discussion)

Well, here is a little bit of the answer, The indi-
vidual rebate in the President's Program was $4,9 billion and
in the tax-bill is $8.1 billion.

‘:ngsrxon: Ig is because it all comes in one payment?
UNDER SECRBTARY BENNETT: This is the amount in this

half-year. Ours was in one payment., A little bit has

slopped over. ’ . ‘ ’

QUESTION: Your half of yourswould have been in the sec-
ond Qalf-year. ' .

UNDER SECRETARY BENNETT: No., There was a slop-over
effect. We had individual rebates ‘altogether of $4.9 billion
in the first part dnd $7.3 billion in the second half because
of the slop-over. It was nominally split but some of it
would not get cashed until the second half,

Now, where is the tax withholding effect on there?

. (0ff-the-record discussion)
I don't know the details,

QUESTION: I am not clear which one of these five is
what you'd call a regular quarterly, '

~ UNDER SECRETARY BENNETT: ' March 31. You see we have es-
tablished in the last couple of years a regular quarterly cycle,
At the end of every calendar quarter we had a two-year noté,
generally in the $2 billion range, This one, which happened to
be the only Federal Financing Bank issue on the Treasury
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date was smaller., . It was 21.2 billion, but the Fed owns
$300 million of it, so it is $1.2 billfon publicly held,

QUESTION: And it was a Pederal Financing Bank issue
instead of a regular quarterly? .

> UNDER SECRETARY BENNBTT: As we announced last time we
began to fill in the space between the quarters, Two of
these issues that I announced today are the same type of a
animal, filling in quarters., Now, there are still some holes .
left in a 2-year monthly cyéle but four will be filled in,
in additién to the regular quarter end issues that were
already there. A

QUESTION: You talked about innovation earlier, Cap
you givo us any ideas what sort of ideas you are considering
at this stage? : ,

. UNDER SBCRETARY BENNETT: Well, one is this monthly two-
year cycle, - ' ,

To some extent it is an innovation to be doing this
much longer term coupon in between the resular refundings,
We had 1ots of other ideas given to us today to think about
in terms of cycles further out, People have raised the idea
of going back to perpetuals and they have generally canvassed
the whole framework of Treasury financings,

UBSTION: Did the advisory committees that you talked
to to a{. did members of them express any preference for a
longer 1ssue. -

UNDER SRHCRETARY BENNETT: Let me sa¥ that this piece of
paper I have given you is not something I gave them., They
were not aware, We developed this since we met them,

QUESTION: What I mean is did they suggest that the
market might -- . .

UNDER SECRETARY BENNETT: There is a basic refrain in
both committees and a 16t of other advice we are getting -that
at the moment we have an opportunity to issue some longer term
securities. They can't be sure that later this year when the
economy starts picking up that we will be able to and should not
ignore this opportunity. ‘

They also feel that we have to try to presorve a yield
curve if wo are going to provido an adequate incentive for
the investors to lengthen their debt and the intermediaries
to lengthen theirs, , '
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QUESTION: Did your advisory committees express any
fears or qualms about money raising operations of Treasury,
particularly the $10 billion?

UNDER SECRETARY BENNETT: We did not ask them whether
this was too much money or too 1little.

QUESTION: And they did not yolunteer anything either,

UNDER SECRETARY BENNETT: We did not ask them. They
are technical. ]

QUESTION: Do you have any estimates about private -
financing? : » .

UNDER SECRETARY BENNETT: Well, that package we gave
you has a recent estimate of the Treasury projected flow of
funds for the year.

QUBSTION: What do you anticipate market reaction to be?

UNDBR SECRETARY BENNETT: Well, I hope that it will be
favorable in the sense that we are coming clean with the
needs. I don't think tha amount that we are announcing today

-should be a surprise to anyone because we indicated last time

what the amounts would be. So what we are trying to do
today is give plenty of notice so that the investors can
get ready and find a place for it. _ .

~ Okay. Thank you very much,

(Whereupon, at 5:05 p.m, the press conference was
concluded.) ‘
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- .NEWS CONFERENCE ;,
S
UNDER SECRETARY JACK F. BENNETT
'REVIEW OF APRIL FINANGING
. - MARCH 31, 1975

" UNDER*SECRETARY BENNBTT! “Good afternoon. I dppfecfite
your coming around. '

We think it is hélpful to- discuss tKe Treasury Finsncing
Plan in advance to help investors prepare for the markét. T
would like to discuss our sbof;-térq ingpcial outlook.

_— Ses [ Lot Sy SE L . .
_At-the time of the President'S Message early this year,
we had ‘a conference,. you uag recall, and projected $28 billion -
of net new money borrowing y the Treasury in this current half
Our best guess -- the one on which we are workrgg at the
n

moment --°is ‘that that number will be apout $41 bill in this.

. half year, "including the éffeéts'ofﬂfﬁe‘ggzv ax Legislation and "
a

assuming that the one-time ‘payments to § 1 Security recipients
are appropridted in time to;be‘pa;ﬁ in this half‘yearl T ‘

MEMBER OF THE PRESS: 'How much aré they?
UNDER SECRETARY BENNETT: $1,7 billion.

. Now, of that $41 billion, weuhave now‘écéoﬁpiished -- or
at least announced -- $23.3 bjllion so far this year.

Now, that, of,coufse, is in addition to roll-overs of
maturing securities., So far this year, we have already had
tge $gig1billion of maturing, privately held, securities other
t an sl

Normally, these days, we talk about the "new money."

We, #lso, have maturing regular securities in the remainder
of this half year as well. We have $10.7 billion maturing bet-
ween now and the end of this fiscal year.

But the main thing is that we now must project about $17-1/2
biltion of net new money borrowing between now and mid-year.
Out of that $17-1/2 billion, I would like to give today a pro-
jection of our financing from now up until our mid<May regular
refundin%. That is .a projection apart from the regular weekly
bills, This projection is not a firm promise, but it is our

best information. .

You will recall that in the last press conference of this
type, -- that was on February 24 -- we announced projected
borrowing through April 18 of five coupon securities and, in
fact, since then, we have announced exactly those five securities.
Ve did move earlier, the date of payment of the last one by six
days. We did come throufh with the exact same securities and,
of course, over that period, as we expected, we have made some "
variations in the weekly bif1s. ,
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Now, the projoccioh for this period from now until mid-May.
contains just two issues, other than the weekly bills. . Bach
qf these issues will be for $§1.5 bjllion. :

Tﬂe first one is the dno'annéunéed‘today,’fo{,whlch’you,_
have the handout there. That is a bill to be issued on April 14
for 9-1/2 months to mature at the end of next January. .

I would 'like to make cledr that, with this bill, we:are
not attempting to re-establish a 9-month bill cycle; rather,
we are moving further in the dirdction of‘establishing a regular
month-end two-year note cycle by filling in some of the blanks.

I woild expect that this 9-1/2 month bill will be rolled-
over, when it matures, into a regular tworyear month-ond note.

~ Moreover, the second issue -+ which we are projecting today,
is a note to be issued on April 30, for exactly two years, to
mature on April 30, 1977. -You can see that, with that, we are
£filling in some of the holes in this two-year cycle, S

- Chuck, will you pass around that tablé, the.spacing chart.
. A

We have the short end of the spacing chart that you might
look at. You can see that, beginning the first of next. year;
we have already filled in about eleveén 9f=the‘available‘montﬂ-
end slots. There are still five to go.:> . o

MEMBER OF THB-PRESS: What was that?

- UNDER SECRETARY BENNETT:. On this chart which Chuck is :
passing out, we see that starting the first of next year. until
two years from now there are about 16 month ends. e will have,
with this ‘announcement, filled in eleven- of the available month-
end slots with these two-year type securities. There are still

about five open. S . -
MEMBER OF THE PRESS: - Why not 247 - -
. . R - L. L N - w0 LR N . N
UNDER SECRETARY BENNETT: Financing is so great this year,

we have not bothered to fill in any of the rest of the '75's,

Ne would just have:to finante:it all over again.... . =~

I am Yeally starting my thinking”with'thn~fiYsttof:nekt

" year; but there are 24 if you add in the rest of_}his year.

- 1 hope, as I started to 'say at the beginning, that this. .
type of projection six weeks in advance will help the ‘investors
prepare. As you know, we have an auc¢tion touorrow of a 19-month’
security that also fits into this two-year cycle, but, then,
our next big announcement will be at the end of April, when we
announce the scheduled refunding on May 15. 1 would not be
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surprised 1f, on that occasion, in addition to the ‘refunding,

we raise some cash as well.

That announcement of the refunding will be made on May first.
1 think that is all I have in mind. .

Do you have ‘any questions? .
MEMBER OF THE ‘PRESS: Mr, Bennett hetween now and mid-May,

with the two $1.5 billion issues, how much extra-in new cash
would you expect to raise with the weekly bill offer? )

: UNDER SECRETARY BBNNBTT' I don't gropose to announce that
In recent weeks, we have.been raising $700 -to $800 million per
week, but we have to keep some flexibility here.

- 'MEMBER OF THE PRESS: And you said at the outset that youi
had accomplished --

UNDER SECRETARY BENNETT: ‘(Interposing) We raised $600 million

in our most recent announcement of a one-year bill.

I am sorry- .

MEMBER OF THE PRESS: You said at the outset that you had
accomplished, or announced, $23.3 billion so far this fiscal
year. You thought about $41 billion. -

That equals abbut $17.7 billion left. You used a $17.2
billion figure.-

UNDER SECRETARY BENNBTT. $17- 1/2"

MEMBER OF THB PRBSS. -Of which only "three" are being dis-
closed today. R

UNDER SECRETARY BENNBTT. Right!

MEMBER OF -THE PRESS: Plus some bills -- to'an.amountrhe
don't know, B . . :

UNDER SECRETARY'BENNETT: . I am not announcing #hy bills.
MEMBER OF THE PRESS: No., ' .
UNDER SECRETARY BENNETT: There will be bills during that

period. We will be raising some money between now and the re-
funding with bills. A
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. MEMBER OF THE PRESS: But not enough to make up the $17
billdon, 5

~ UNDBR SECRETARY BENNETT: Oh, no! There is plenty to do
in the refunding and thereafter. A

. MEMBER OF THE PRBSS: Does the grand total and, therefore,
the $17-1/2 billion still to go assume that ‘the Treasury will
borfow to cover the tax -- the entire amount of the tax.rebate
in this six-month périod?

ﬂNDBR SECRBTAR? BENNBTT;' This proﬂegt%gn th:{ 1 :m "025128
a e entire tax rebate

will be cash before the end of June.
~ MEMBER OF THE PRESS: Right!’

' Secondly, you méntionq&lan'apprdpridtion for the special

" $50 Social Security --

UNDER SECRETARY BENNBTT: I think the bill that the President
%ustlsigned is a bill authorizinf payments for the Social Security.
ation of that money . .

MEMBER OF THE PRESS: You previously had estimated, I think,

- $37 billjon for the following half year.

Do you have a revision on that as well?

. UNDER SECRETARY BENNETT: I don't have a really decent one.
I would think it would be in the order of $40 billion or some-
what more, but I don't have a really détailed oned. It was $37
billion when I was grojecting $28 billfon for the first half,
I don't have a really reliable forecast for the second half.

MEMBER OF THE,PRBSS: Mr. Bennett, the difference between
zogrb:sgimate for this half last time and this time is about
1l 1lion. - L : )

I think the Tax Bill would be about $6 or $7 billion,
wouldn't it? ‘ ’ :

What would be the rest?

UNDER SECRETARY BENNETT: Well, actually, it is the difference
between this time and the time before last. Last time, I was
gg%ngi?g?bers closer to $38 billion. They had gone up toward

on.
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To go back to the.time before l was using 328 billion: ‘ 
8 S b illign plus 1s the effect’duriﬁs this half year of thdptax.

MEMBER OP THE PRESS: “Let's puf it this way: Does the figure
that you are citing here inglude any Bills currently under con-
sideration which you expect to be passed, or is this all legis-
latioh which is already.on the bqus? -

UNDBR SBCRBTARY BBNNBTT° No. This doos not inclpde any
new Bills.

‘ ‘0f this 813 billioﬁ differenqe fron $28 billion to $41 billion.
_ the biggest piece is the Tdx Bill, §6 biilion plus. . i

There were a number of other things that effectqd the differenc~
“The lease receipts.on some gas and o0il lease sales were less’ than
expected, in the order of $2-172 billion, . Failure to act on some
of the rescissions requested by the President, $2-1/2 billioh, and
8 number of other things, Food Stamps, $100 million or 1ess on
the Highway Trust Fund, a lot of little things.

The big%est chunk of the $1% billion would ‘be the 36 biltion
plus on the Tax Bill.

MEMBER OF THE PRBssr How nuch ‘did ‘yéu sﬁy er the ‘gas and

<

oil?

UNDBR SECRETARY BBNNETT. On the order of 32 1/2 billion
That is just.a forecast. ‘Only part of it has passed N :

MEMBER OF THBE PR§S$ , Has aﬁy of the change resulted frog
less- than-expected: feceipts? S el e
UNDER SECRETARY BENNBTT x dcn-t “think there "is any major -
receipt change here.i‘ o . ) <
MEMBER OF ‘THE PﬁESS“' 1s this possible to be doné in a sso
billion deficit? -

UNDER SECRFTARY BBNNHTT. That rough number I was throwing
out for the second half of the yedar was, but the $60 billion ~ .
deficit is for the next fiscal year. ° . _

MEMBER OF THE PRESS Hhat is the approxinate outlook then,
for the fiscal year that is now ending o
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UNDER SECRETARY - BBNNETT: Sorry? .
MEMBER OF. THE PRESS: What is.the approximate outlook .-

4f you can give us one -- for the fiscal year now ending “-

the deficit. The budget deficit.

UNDER SECRETARY BENNETT: I don't like to forecast budget
deficits. ‘It is not my business.

MEMBER OF THE PRESS: Well, but maybe you can do something
besides forecast. How about estznated?

UNDER SECRETARY BENNETT: = Well, I can estinate the cash :-

MEMBER OF THE PRESS: Ten years --.T mean ten months of
the year are passed aren't they?

UNDER SECRETARY BENNETT: There is another part of Washington ‘

that is responsible. for announcing budget deficits. I am re-
sponsible for announcing monetgry;—'real money." They keep the

books over there.

MEMBER OF THE PRESS: Mry. Bennett, most of the five issues,
or the five issues that you sold in that last series are all
selIng at a discount now, and yet, Treasury bills seem to be
holding up in price, and- the yields are down, .

. Row many more bills can be absorbed before that market
starts to sell at a discount?

. UNDER SECRETARY BENNBTT. Our need for financing is S0 great -
that we can't afford to neglect any part of the market.

MBMBER OF THE PRESS: How much aid are you gettxng <+ how
much in forexgn .purchases do you see in what has taken place
irst to now, in Treasuries and, particularly, bills?

UNDER SECRETARY. BENNETT We "have been announcing -- each
week -- the amount of the purchases for the Fed and foreign
monetary accounts. Let's.see if I have a number, here, on the
total foreign purchases. It is complicated. .

We have, of course, three types of foreign purchases. We
still have some of the non-marketables that we used to deal with
in the "Germanys' and the "Japanese™, and the traditional Central
Banks, There are still some changes therec. ‘We have not issued
any of that type to any of the OPEC investors. We did, but they
have matured.
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=" “There are a lot of purchases that they make directly in

the market. Then, there are those which are made through the
Fed on behalf of the foreign monetary institutions; and I would
§uess that the acquisitions of the various foreiﬁn monetary :
nstitutions over this period are in the order of $2 billion --
a little bit less than $2 billion. . -

I guess if you add up all of these weekly announcements,
it would do, I would say, $1-1/4 billion.

MEMBER OF THE PRBESS: Since when?
UNDER SECRETARY BENNETT: The first of the year.
MEMBER OF THE PRESS: Foreign purchases?

UNDER SECRETARY BENNETT: Foreign purchases in the weeckly
auctions. : :

. ]
MEMBER OF THE PRESS: Plus, possibly, some additional in the
market? .

UNDBR SECRETARY BENNETT: Plus a lot more in the market!

MEMBER OF THE PRESS: How much will the Treasury be raising
in all, then, in this fiscal half, including roll-overs? .

Is it fifty-six?

- UNDER SECRETARY BENNETT: Welli strictly speaking, when we
c

are talking about roll-over statistics, it includes the fact that
we roll-over every week, and every month, three month, and six-
month, and one-year maturity bills, But if zou‘leave these regular
bills aside and you add up the $41 billion which we have to do,

the $4.8 billion other than regular bills that we have already
done, and the $10.7 billion that we have coming --

MEMBER OF THE PRESS: Does that include some "Tabs"?

UNDER SECRETARY BENNETT: -$56-1/2 billion is the total, in
this half year, of that type of borrowing. '

MEMBER OF THE PRESS: - The 10.7 is coupon issues?

UNDER SECRETARY BENNETT: The $10.7 billion is coupons, plus
Tabs and cash management bills, everything except the regular-
weekly and annual bills. It includes Tabs and cash management
bills maturing in April and June. . i
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~ MEMBER OF THE PRESS: The $23.3 billion new money that you
mentioned in the be innin§ carries through tomorrow's auction,
and is cut off at that point, on anything else beyond that?

UNDER SECRETARY BENNETT: - Yes!

MEMBER OF THE PRESS: Also, I don't think you suggested -
when the auction of the($1-1/2 billion of two-year notes would be.

UNDER SECRETARY BENNETT: I have not announced it.  We will -~
announce, fermally, the auction -date later. :

MEMBER OF THE PRESS: The payment would be April 307
UNDER SECRETARY BENNETT: Yes.

MEMBER OF THE PRESS: Mr. Bennett, earlier, at the February
24th briefing, you expressed some concern about the ability of
capital markets to absorb this.

~ Just what would you say about the ability now, with this
extra burden? ' T . ) .

UNDER SECRBTARY BENNETT: Well, of course, at that time,
rates were going down. That stopped, and our main concern con-
tinues to be, not the immediate future, but the situation after
the recovery becomes more. pronounced. ) I ’

MEMBER OF THE PRESS: Could you be a little more explicit?

Do you feél that Cdlendar -'7S is not a problem now; because
there is no pronounced recovery of any kind occurring now. ‘

'UNDER SECRETARY BENNETT: No. But I say, you know, there are
some signs that maybe it is on the verge of starting. But I am
not expressing any concern about this period that we are talking
about here. We have considerable concern ‘abdut it thereafter.

~ MEMBER OF THE PRESS: Do you mean that the $40 billion in the
second half -- or approximately $40 billion?

—

UNDER SECRETARY BENNETT: Yes'! (

MEMBER OF THE PRESS: Will this cause any problem -- increased
competition -- to the New York City issues that are going to be
coming up? ...
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UNDER SECRBTARY BENNBTT: Well, let's see. Their next issue
would be for payment, by coincidence, April 14,

MEMBER OF THE PRBESS: And then I think they have some that
they will be having come due, too. )

UNDER SBCRETARY BENNBTT: Thexre will be some, thereafter,
but they were thinking of a short issue on April 14, I think,
and this one that we are talking about here is 9-1/2 months.
So it is in the same order. It will be auctioned at different

times.

MEMBER OF THE PRBSS: Do you see this as causing much of
8 problem for them? . .

UNDER SECRETARY BENNETT: Sorry?

" 7MBQBBR OF THB PRESS: Will this cause much of a problem for
thenm Ca : :

UNDER SECRETARY BENNBTT: ''No! The amount of monqy'that they
are talking about, in terms of what we are talking about, is just

"' peanuts!

. MEMBER OF THB PRESS: You say. that refinancin might be
anggunggd-on May 1, and, if my recollection is rigﬁt, that is
3 & UTS ay- ’ PRI ‘ *

~° UNDBR SECRETARY BENNBTT: We are changing the day, this time,
because the Secretary and I are scheduled to get back on Monday
night from the Asian Development Bank. We want Tuesday and
Wednesday to get ready. - Co

+

MEMBER OF THE PRBESS: How big is the mid-May refunding?
UNDER SECRETARY BENNETT: It is maturing, at thé moment at

' $3.8 or $3.9 billion which is it? $3,8 billion?

. That could change between now and- then.
MEMBER OF THE PRESS: Thank you.
UNDER SECRETARY BENNBTT: Thank you.
; ; )(Hhereupdn, the Press Briefing was conéluded at 4:30 o'clock,

o0o
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- was up to 538 biliion. A month ago, on March 31, the estimate

73
"NEWS CONFERENCE
UNDER SECRETARY JACK F. BENNETT
TREASURY FINANCING PLANS
MAY 1, 1975 o

UNDER SECRETARY BENNETT: Some of you may not have

-met Ralph Forbes, the new Special Assistant to the Secretary,

Debt Management. We are fortunate to have him come to us
after éleven years with the National Bank of Boston.

, What 1 am going to say at the beﬁinning of this con-
ference 1 have written down, so you don't have to take extreme
notes. The copies will be handed to you in a few minutes, as
soon as the Xerox machine spews them out; in addition to~ ‘
the formal announcement that I have given you, and the background
material, which is the same material we gave to the two

Advisory Committees yesterday, as reported to us this morning.

Ladies and gentlemen: We ap reciate your coming here
today, for we are grateful for your help in making the details
of "our Treasury security offerings widely known. This-is the
fourth such conference tliis year. T e

~ Over the course of these conferences, the estimates
of the Government's needs to borrow from the public over the
current half year period have varied. On January 22 the estimated -

increasc in indebtedness to ‘the public from December 30, 1974
1975 was $28 billion. On February 24, the estimate

was $41 billion, Today, our best estimate is $36 billion,

Since the last conference tax paykents have been coming in

larger than expected so that the estimate of total budget receipts
for, the current fiscal year ending June 30 have been revised
upward from $275 billion to $282 illion, though of course,
considerable uncertainty remains even for this fiscal year's
receipts.

Of the total of $36 billion of expected increase in
debt outstanding in this half year, $28-1/2 billion has already
been accomplished or announced through the first four months,’
that is, through yesterday, April 30, leaving $7-1/2 billion
still to be arranged. Of that amount, SORC portion is
expected to be arranged through the sale of Savings Bonds, leaving
$6-3/4 billion to be raised net through sales of marketable
securities to the public in issues not yet_announced, that is,
in addition to the sales we have already announced through the
sale of 3 and 6 month bills to be paid for on Thursday o
next week. .

That $6-3/4 billion net still to be raised in the
market is in addition to amounts to be raised to pay off securities
maturing during this period, that is the weckly maturities of
3 and 6 month bills; the one year hill,naturing on June 3rd;
the copuon securities maturing on May 15, of which some are held
by the Federal Reserve Banks, which we assume will roll over
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‘their investment, and of which $§3.8 billion are held by the

pub}ic; ‘the rogular quarter-end security maturing on June 30
of §2 billion; and finally theé cash management and tax
ggt;gi g:ign bills maturing in mid-June in the amount of

. on.

Of these maturities the market would confidently
expect that we would roll over all the maturities except
that $2.75 billjon of cash management and tax anticipation
bills, so that I tend to look at our market financing decision
to be how to raise in new borroing the $6-3/4 billion of net
increase in indebtedness plus the $2.75 billion, for a total
of $9-1/2 billion. : '

In raising that $9-1/2 billion we have to make

difficult decisions on which maturities to offer. One factor

we have to take into account is that we have been concerntrating
our borrowing very heavily in the short maturities with the
result that the average length of our marketable debt has been
declining, from $ years, 9 months at the end of 1964 to

2 years, $ months at the end of 1974, to 2 years, 8 months
yesterday, as indicated in one of the charts in the background

‘material we have distributed to you. As a net result of the

gasqagc of time, the maturity of some securities, and new
ssues by us, the Treasury now has outstanding 3500 million
fewer securities maturing in over 7 years than it did at the
beginning of the year. “ As of yesterday, of the $205 billion
of marketable Treasury securities in the hands of the public,
69% matures in 2 years.or less, 23% matures in 2 to 7 years,
and .only 8% matures iri more ‘than 7 years,

‘The financing plgd we have come up with does neot,
however, make much change in the average length of the debt.
Under that plan the average length of the debt at the end of
June is exgected to be 2 years and 9 months, and that average
length would be reduced further thereafter until our next
longer term issue. ’

Our financing plan consists of three parts; several
securities which we are formally announcing today for sale
next week in the separate announcement you have received;
three coupon issues which we are tentatively projectinf
for sale late this month and next month but have not f nallz
decided upon though we are announcing our projections at this
time for the information of prosgective purchasers, and thirdly
some expected increases in our bi;1 issues which will be decided
and announced later in the 1light ot our actual cash position.
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The securities being offered today are: $2.75 billion,
3-1/4 year notes maturing August 15, 1978; $1.5 billion,
7 year notes matufing,May 15,°1982; ' and *.750 billion, 30 year
bonds maturing May 15, 200S5. :

These securities total $5 billion and will raise
$1.2 billion in cash. They will be auctioned in maturity
order next week on Tuesday, Wednesday, and Thursday by Kield
auction. The minimum denomination will be $5,000 for the
3-1/4 year note and $1,000 for the longer term securities.
The payment for the new securities will be on May 15 except
that purchasers will have the option to pay for the 30 year
bond on June 2. .

In addition to these securities we anticipate three

_coupon issues to fit into our new 2-year note cycle. The

first will be for $2 billion maturing on May 31, 1977, auctioned

on May 14 for payment on May 27. I understand that the

Home Loan Bank system has announced todan the paydown of

$1.3 billion of maturing Securitiés on that date. The second
_ security will be a 16 month $1.5 billion note maturing October 31,
" 1976, to be auctioned on May 22nd, and paid for on June 6. The

third will be a roll over of the §2 billion maturity on June 30

to June 30, 1977, probably to be auctioned on June 17.

, In_addition to these securities sold to the public,
we would expect some purchases of the same marketable securities
will be made by foreiﬁn monetary authorities. For plamming -~
purposes, we assume these purchases will total about $600 million.

To achieve our forecast total financing need of
$9-1/2 billion, we shall probably have in addition to raise
some amount, now forecast at $4.2 billion, through additions
to our bills outstanding. We have five weekly bill maturities
and one yearly bill maturity prior to mid-June, our traditional
cash low point, I intend to maintain flexibility bg not
announcing individual amounts for the prospective i11 sales.

Finally, I would like to mention that our current
estimate of the required net increase in our indebtedness
in the second half of the year is now about $40 billion if the
Congress accepts the President's recommendation of a $60 billion
budget doficit for the fiscal year 1976. Of course, our
borrowing requirement will be higher if the budget deficit
is increased.

AN

Now, I'd be happy to attempt to answer any questions.

¥4
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: : MEMBER OF THE PRESS: Secretary Bennett do your
gward revis oni of revenue for this fiscal year ﬂave.any
1ikelihood of high révenues for next year, also?

UNDER SECRETARY BE NBTT We asked that questions
today, and the answer was, ‘'No". . :

- MEMBER OF THE PRESS: ‘Do you hzve'any,explanation
why revenues are better than you expécted?

UNDER - SECRBTARY BBENNBTT: It has not been "withholding".
It has been tax- returns, final tax returns.

MEMBER OF THE PRBSS: Individuals?

' UNDER SBCRBTARY BBNNBTT- Both.

MEMBER OF THB PRBSS: COrporate. too?

UNDER SBCRBTARY BBNNBTT Individual ‘and Corporate.
A lot of it has heppened in recent days.

MEMBER OF THB PRESS: Kou have any information
about why those liabilities are hlg er .than you had anticipated?

. UNDER SBCRBTARY BBNNBTT. th the tax liabilities. are
higher? .

A1 1 know at the moment is that 1t has come in faster,
and they've revised the estimates.

MBMBBR OP THB PRESS: The latest official estinate
for the budget deficit for fiscql 1975 is $46 billion. . :

UNDER SECRETARY BENNETT: Wait a minute. I will
check. The latest number published in the Economic Indicator
is $49.7 billion, 1 believe.

whnt number did you say?

MEMBBR OP THE PRESS: That is probably in N.I.AL
The number I get fron O0.M.B, has been 6.

UNDER SBCRBTARY BENNETT: That is not N. I A., is it?
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MEMBER OF THE PRESS: No, sir:

UNDER SBCRBTARY BENNBTT, .This is-not N.1.A. This
is the April Economic tndicator. It is $49.7 billion.

MEMBER OF THE PRESS: Is that figure an estimate for

. the deficit for the fiscal year?

UNDER SBCRETARY BENNBTT. This is the estimate
for the deficit for the fiscal year 1975; $49.7 billion,
Now, that had in it the receipt estimate of 3274 S billion,

MEMBER OF THE PRESS: So the deficit could be closer
to $42 billion, rather than $50 billion? Lo

UNDER SECRBTARY BENNETT: 1 don't know and if I knew,
1 couldn't say what variations there may be in the outlay.
estimates. Jim Lynn has to announce that, The latest official
deficit is $49.7 billion based on $274.5 billion. Now, we
have guessed the receipts would be 3282 biliion.

MEMBER OF THE PRESS: Congress seems close to

recommending a deficit figure of about $10 billion higher'for

fiscal 1976 than the President suggested

Do you- think the market could handle a deficit inn
the range of $70 billion? . .

UNDER SECRETARY BBNNBTTt ‘The experience 1 have had
here is that Treasury. is always able to borrow. The question
is not whether the Treasurg can borrow, but whether there is a
danage from the smount we orrow S -

- At the noment, the market is in good shape When the

’ recovery gets more under way, 8s. 1 said many times,’ that s
. the worry.

MEMBER. OF THE PRESS: ,Hhat"is the 11»1: onAyour long
term borrowing? L ' : .

UNDER SECRETARY BENNETT: Ne now have authority
to issue, in addition to what we have already issued, $2.1
billion. We are only proposing to issue, here, $750 "'mitlion.
However, we will be going forward, in a mattér of days, to
ask the Confress to_increase our debt ceiling You recall debt
ceiling expires end of June. .

At the same time. we will ask the Congress to inereese
our long term borrowing. : -
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'MEMBER OF THE PRESS: Is that seven years or more?

UNDER SECRETARY BENNETT: Sorry?

MEMBER OF THE PRESS: Seven years or more -- is
that the term? ‘ . ‘ » .

UNDER SECRETARY BENNETT: Seven years or more, at
rates above 4-1/4%, . : .

MEMBER OF THB PRESS: What was the ceiling? What
was the amount? Did you say 2.17? 1Is that what remainsi-.

UNDER SBCRETARY BENNETT: $2.1 billion is what is left:
Originally, it was $10 billion, all long term. Then it was

" $10 billion for those in the market, not counting those held

by the Fed and the Government accounts. _
MEMBER OF THE PRESS? 2.1 is due and remaining?
UNDER SECRETARY BENNETT: Out of the two different

* definitions of :$10 billion.

MEMBER OF THE PRESS: 1s the $28-1/2 billion figure
that -you already raised the same as the figure in Secretary
Gardner's letter to Sendtor Humphrey that was published.
Somebody has suggested there was an error in that.

' UNDER SECRETARY BENNBTT: As I recall, he showed
;n his figures a borrowing in this half year of 341 billion.

MEMBER OF THE PRESS: Yes, but the amount already
raised, to April 30,came out at 28.3. Somebody suggested that
that figure should have been about $24 billion., But, if I am
talking about something you have never heard of, just forget it.

UNbER'SECRETARY BENNETT: Our number includes the bills

. through next Thursday. Our number, at the moment, is

$28-1/2 billion. :
MEMBER OF THE PRESS:‘ The bills through Thursday?

UNDER SECRETARY BENNETT: Yes! That, of course,
includes savings bonds, and a few odds and ends.

: MEMBER OF THE PRESS: .By reducing your borrowing
by only $5 billion -- your estimate for the full half year
by only $S billion -- with your receipts going up to
seven, you are going to be better off in terms of cash by
$2 billion at the beginning of the next fiscal year.
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| UNDER SECRETARY BENNETT: No! Our forecast, here,
is based on fiscal ycarend cash of $6-1/2 billion, $6-1/2 billion.

MEMBER OF THE PRESS:- What was your previous
reporting? . L :

UNDER SECRETARY BENNETT: In the same order. You
won't be able to make any deductions from what I am telling
you, as to what happens, because, when I was talking to

you a month, ago about our borrowing plans, I was not using
the last public¢ budget figures. I was using our internal
estimates. Unfortunately, that arithmetic won't work.

MEMBER OF THE PRESS: I am not sure why not.

. UNDER SECRETARY 'BENNETT: Because I was not using
the latest public budget figures when I was talking to you,
I'was using our operating figures. =

 MEMBER OF THE PRESS: Could we say, then, that you
were assuming outlays -- then, you were assuming outlays :
were going to be $2 billion Hfgher than the latest official v

-estimate? , .

UNDER SECRETARY BENNETT: We still have the question
of the slippage, because there are a lot of non-budget things.

" All I can say at the moment, is that we have reduced our

borrowing estimate from $41 to $36 billion.

: We can also tell you from the -last public receipt
estimate, ‘'we have gone from $274.5 to $282 billion. The
derivation from that on the outlay side will be difficult, but
if you call Jim Lynn, he may be ready to tell you. I tried
to reach him this afternoon to ask him whether he would like
for me to tell you, but.I couldn't reach him. If you call
him, he may tell you. "

MEMBER OF THE PRESS: . Would you please go over, then,
how.you reached the $9.5:billion in new cash. ‘

UNDER SECRETARY BENNETT: We are raising $1.2 billion
in the May 15 refunding. We are raising $2 billion by the
end-of-May note. L. : :

~ We are raising $1-1/2 billion on the June 6 note.

' ~ We are assuming $600 million from the Foreign
Monetary Authorities.—And—then, I a&sume, $4.2 billion in bill
additions. I hope that adds up.
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MEMBER OF THE PRESS: That $600 mil;ign figure from .
ere been?
‘ UNDER' SECRETARY BENNETT: About $1-1/4 billion so
far this year. That is, foreign buying under this procedure. -
There has been additional foreign buying in the market,
but not through this spécial procedure. This special -
procedure, we startéd the first of the year,

o That estimate you have in this text has been published,
I guess. The $6 billion total foreign increase and holding of
Treasury securities in the first three months, but don't:

read that as OPEC! o :

You will recall that our ?umbgrs'for the last year
of OPEC investments here were $11 billion, of which between
$6 and $7 billion were in Treasury securities. They have
continued to invest this year, but OPEC investments here, this
year, are running at a lower rate than last year. It is hard
to make much out of the numbérs we have, but they aré coming
in at a somewhat lower rate. . : .

ﬁhiie I have you, I might point out another thing -
that worried me. I was reading in one of your newspapers this
morning,” “Dollar hits a.new low in Paris"." Co- ‘ :

4 I have a feeling that this headline is a little
misleadipng., It .is true“tﬁht the Prenchfranc:has been going

up relative to all Curfpncg but, .in fact, the dollar now '
is where it was about,the ‘e%idﬁihg‘pf the zéqr,'the‘baginning
of January, ahd it's strengthened considerably. o \

E " We had an average devaluation, let us say, on
February 28, of 18.8%. Now it is 16.3%. So that is a
substantial strengthening of the dollar over the last
2-1/2 months. : ~ -

T The Swiss ‘franc, for example, is now weaker relative
to the dollar than it was at thé end of last year, a couple of
percentage points weaker. .

I think that is'a story that some of you have not

noticed, but the dollar has been strengthening. .

‘I used to point out that the dollar strengthened
more from May of last year to its high point at the end of
August, then it weakened from then to February; this is still-
true, ' o ) "
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' . 'The fact is that the dollar has als¢ strengthene
considerably, since its fall, from February. .

~ The headline that says the dollar is at an all-
time low in Paris, —. somehow iivos the flavor that the weakening
of the dollar continués. It is that the French have been going
up relatively below the European currencies and the dollar.

-On the average, we have done pretty well.

MEMBER ‘OF THE PRESS: Do you have anz comment on
out issuing
any lon§ bonds at all, and what you expect the inclusion
of the long bond in this packagé will have on the bond market?

. UNDER SECRETARY BENNETT: Well, what we have included
here, $.75 billion, of course, is less than the last one we
issued. The last one was $1.25 billion.

Also, since he made those statements, we have had

" a chance to talk to him and, of course, stress how the average

length of our debt had been going down and a large proportion
onal reasons
why it is important that we not be overly -dependent on short

_tern,;inéludin§ the fact that short term rates are relevant to
t

business activity, particular,y to inventories, just as long
term rates are relevant to other parts. )

MEMBER OF THE PRESS: Mr. Bennett, would the increase
in outlays suggest that our economy may be & 1ittle stronger

than the economic statistics would indicate?
' UNDER SECRETARY -BENNETT: Increase in taxes?
' MEMBER OF THE PRESS: The receipts; yes. All right.

UNBER SECRETARY BENNETT: 1 would rather not jump
to -conclusions. ‘ :

: MEMBER OF ‘THE PRESS: How much of the "7 merely
reflects inflation -- where you are getting bigger taxes?
_ UNDER SECRETARY BENNETT: Of course, when they
originally made the estimates, they were trying to take
inflation into account. =

"That is all rather néw and not_fu!ly anaiized.'
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-MEMBBR OF THB PRESS: When you said “individual and
corporate returns', do these returns indicate higher
liabilities for Calendar '74, for the most part; or are
we talking about some corporate liabilities for later periods?

UNDER SECRETARY BENNBTT: For the individual,'it
would be Calendar 1974.

For the corporations, I don't know whether the -
payments reflect the 1974 or 1975 base for the payment of
estimated taxes.

MEMBER OF THE PRESS: How much effect has the
- change in the shift to inventories had on corporate tax
receipts?

UNDER SECRETARY BENNETT: Do you have an estimate?

MY SNYDER: 1Initially, it was estimated that the
shift in treatment would amount to about $3 and $4 billion.
- That has been in the estimates ever since Hector was a pup!
So there has not been any indication of any more than that.

. MEMBER OF THE PRESS: Mr. Bennett, on the $6 billion‘
for the first half of this year, what was the non-OPEC part?

UNDER SECRETARY BENNETT: What is the non-OPEC part?
MEMBER OF THE PRESS: Yes!

UNDER SECRETARY BENNETT: I don't want to give a
specific number, but I would say the bulk of it.

Are the Wire Service pedple ready to go? Can we
hold it? Will five minutes be all right? Twenty minutes
to 5:00 -- embargo. .

MEMBER OF THE PRESS: This afternoon, the House-in
dealing with its current resolution on the budget -- adopted
an amendment by Congressman Reuss which more or less suggests
to the Ways and Means Committee that they.find ways of raising
$3 billéon by c;gsing a variety of loopholes in the tax law

iscal '76. -

At the head of the list was the Domestic International
‘Sales Corporation, which he said represented a tax expenditure
of $1.3 billion during fiscal '76. ‘
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Given the strength of our exports at this time, and
the much larger revenue loss associated with that -- than
the Treasury originally estimated -- are you considering,

.suggesting -- or agreeing to -- elimination of DISC?

UNDER SECRETARY BENNETT: While I am not the
Treasury spokesman on tax policy, from long experience with
the Domestic International Sales Corporation, I am very
skeptical of estimates, and what will be raised.

In general, the Treasury position has been that what
we have accomplished in the revision of the International
Tax and this Tax Bill just passed was appropriate. We ought to
see what happens. ]

I better ask Fred Hickman for the details. But we
were quite happy with what happened in the International

area up to now. We don't at the moment have any additional
recommendations. .

MEMBER OF THE PRESS: Does the financing package - -
that you have announced today -- through June 30 -- cover the
entire tax rebate? )

: UNDER SECRETARY BENNETT: Yesf There is another thing
that I might mention. It also covers the Social Security
payment which we are assuming will be mailed in mid-May.

The Congress has not appropriated the money. They arc

having some problems on it, but it does have to assume they

are all paid. The checks have all been made out for mailing.

MEMBER OF THE PRESS: At 8%?

UNDER SECRETAR_ BENNETT: No! N

MR. SNYDER: $50.00.

UNDER SECRETARY BENNETT: Okay. Thank you.

{Whereupon, the Press Briefiﬁﬁ was concluded.)

[ Whereupon, at 11:1.2 a.m., the committee recessed, to reconvene
‘ubject to the call of the Chair.]
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