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FRIDAY, JUNE 23, 1967

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

The committee met, pursuant. to call of the Chair, at 9 a.m., in
room 2221, New Senate Office Building, Senator Russell B. Long

(chairman) presiding.
Present: Senators Long, Smathers, Anderson, Gore, Talmadge,

Hartke, Fulbright, Ribicoff, Metcalf, Harris, Williams, Carlson, and

Morton.
The CaairmaN. Mr. Secretary, we said 9 o'clock, and for a change

we got up ahead of the press, but since we have some high-powered
Senators here I am going to call this meeting to order.

This morning we will hear from the Honorable Henry H. Fowler,
Secretary of the Treasury; and the Director of the Budget, the Hon-
orable Charles L. Schultze, with regard to the proposal to increase

the public debt limit.
(The bill (H.R. 10867) together with a summary prepared by the

committee staff, follows:)
[H.R. 10867, 90th Cong., first sess.]

AN ACT To increase the public debt 1imit set forth in section 21 of the Second Liberty
Bond Act, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That. effective July 1, 1967, the first sentence
of section 21 of the Second Liberty Bond Act (31 U.8.C. 757b) is amended by
striking out “$285.000,000.000” and inserting in lieu thereof “$358,000,000,000”.

SeEc. 2. The face amount of beneficial interests and participations (except
those held by the issuer thereof) issued under section 302(c) of the Federal Na-
tional Mortgage Association Charter Act (12 U.S.C. 1717(c¢) ) during the period
beginning on July 1, 1967, and ending on June 30, 1968, and outstanding at any
time shall be added to the amount otherwise taken into account in determining
whether the requirements of the first sentence of section 21 of the Second Liberty
Bond Act (31 U.S.C. 757b) are met at such time. Nothing in the preceding sen-
tence requires any change in the budgetary accounting for beneficial interests
and participations.

SEc. 3. Effective July 1, 1968, and each July 1 thereafter, the public debt limit
set forth in the first sentence of section 21 of the Second Liberty Bond Act (31
U.S.C. 757b) shall be temporarily increased by $7,000,000,000 during the period
beginning on such July 1 and ending on June 29 of the succeeding calendar year.

Sec. 4. Section 18(a) of the Second Liberty Bond Act (relating to notes of the
CUnited States; 31 U.S.C. 753(a) ) is amended by striking out “not more than five
rears” and inserting in lieu thereof “not more than seven years”.

Passed the House of Representatives June 21, 1967.

Attest ;
W. PAT JENNINGS,
Clerk.
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SuMMARY OF H.R. 10867 ExTENsSION OoF PUBLIC DEBT LIMITATION A8 PASSED BY
THE HOUSE OF REPRESENTATIVES

Present Law.—Under existing law, the debt 1imit of $336 billion is made up of
two parts (a) & permanent limit of $285 billion and (b) a temporary additional

limit of $51 billion. This temporary limit expires June 30, 1967.
$358 Billion Lymit.—Under the House bill, this combination limit would be

replaced by 8 new permanent debt limitation of $358 billion. Beginning with
fiscal 1969, this permanent limitation would be increased by $7 billion (to $363
billion), but this additional limit would not apply on the last day of any fiscal
year. Rather, the debt limit on the last day of each fiscal year would be $358

billion. .
Participation Certificates.—Participation certificates issued under the Partici-

pation Sales Act of 1966 during fiscal year 1768 would be required to be taken
into account in determining the debt subject to the limitation. Under the House
bill, those issued in subsequent years would not be required to be taken into

account.
Interest Rates.—The House bill also permits the Treasury Department to issue

notes, not subject to the 414 percent interest rate ceiling, with a maturity of up
to 7 years rather than up to 5 years as is presently authorized.
The CHaTRMAN. The public debt limit today is $336 billion. On July
1. the temporary portion of this limit—$51 billion—expires and the
statutory limitation on the public debt drops to $285 billion. With an
: ]actual debt up near $330 billion, we can ill-afford to permit this to
appen.

.R. 10867 would increase the debt lircit to $358 billion on a per-
manent basis—up $22 billion from the present limit. The base to wlxm)iech
this new limit applies would also be enlarged to include participation
certificates issued in fiscal year 1968, and there are provisions for
issuing more debt outside the 414 percent limitation on interest rates.

Mr. Secretary, it is always a pleasure to welcome you to the com-
mittee. I know the House has made your trip over here a bit bumpier
than usual and you had to make a detour on the way, but we are glad
vou got here safely.

Hopefully we can send you on to the White House in just a few days
]s_o vour legislative journey can be completed before the June 30 dead-

ine. :
In the interest of expediting this hearing I would suggest that both
you and Mr. Schultze read vour statements in chief before we proceed

with any interrogation.

STATEMENT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY, ACCOMPANIED BY FREDERICK L..DEMING, UNDER

SECRETARY FOR MONETARY AFFAIRS

Secretary FowLer. Thank you, Mr. Chairman, and members of the
committee.

T am here today to talk about financing a war. It is a costly war and
it must be financed consistently with the preservation of soundly bal-
anced. and fruitful, economic growth at home while we are fighting to
maintain freedom in a far-off corner of the world.

Fiscal responsibility means differing things in differing circum-
stances.

In a wartime context it must include the courage and willingness to
vote to raise the money that is as necessary as the guns, rlanes, and ma-
teriel needs of our forces in Southeast Asia. Those who support our
national effort to defend freedom from Communist aggression in Viet-
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nam do not hesitate to vote overwhelmingly for appropriations to
support our forces there. They will equally support legislation needed
to facilitate the financing of those appropriations.

~Fiscal responsibility means, in contemporary circumstances, that
in financing the war we should ol*ain as much as possible from current
tax revenues as the economic outlook permits.

It means that expenditures in excess of revenues have to be financed
with debt, and that we must have the ability to borrow the needed
amounts of money in the market. We do not intend to be in the posi-
tion of “sqlueezmg a buck” where it can cost the lives of our soldiers
or the freedom of a democratic people. ,

Finally, fiscal responsibility means that we must have flexibility in
our borrowing to manage the public debt as a constructive force in the
economy.

The present temporary ceiling of $336 billion extends only through
June 30 of this year. On July 1, the limit reverts to the permanent
level of $285 billion. We expect the actual debt to be about $327 billion
on June 30, and to rise considerably above that level in coming months,
so it is obvious that prompt action 1s needed.

Let me underscore at this point that it was not a part of our plans
to present this important matter to this body at so late a date. I am
very conscious of the fact that we were urged to present our recom-
mendations early, so as to permit ample time for study and review.

We did, in fact, have our initial hearing before the House Ways and
Means Committee on May 15—an earlier starting date than usual. The
time consumed between then and now has resulted, in good part, be-
cause we requested action before the House on two matters that had
long been of interest to the Senate Finance Committee and that had
been far too long deferred on the grounds that the speediest possible
action was needed on the debt ceiling. I refer to the matters of revising
the permanent debt ceiling and modifying the 414 percent interest
rate ceiling on Treasury issues maturing in over 5 years. Because of
the time taken on these matters by the other body, because of these be-
ing consistently raised by this bociy in February, I am able to urge your
prompt approval of a bill whicf‘x’ goes some worthwhile distance in
directions long urged by distinguished members of this committee.

There should be no misapprehension about the nature of our debt
limit need, nor about the impact of Vietnam on our economy and our
budget. Let me cite the recent record.

In fiscal year 1966, the special cost of Vietnam was $6.1 billion.
Absent this cost, and absent also the $1.2 billion of extra revenue from
the Tax Adjustment Act of 1966, which was enacted because of Viet-
nam, the administrative budget would have been in surplus by $2.6 bil-
lion instead of in deficit by $2.3 billion. And the actual deficit, inciden-
tally, was the smallest since fiscal year 1960. In fiscal year 1967 the spe-
cial cost of Vietnam will be a little over $20 billion. Eliminating that
cost along with the $4.6 billion of revenues from the Tax Adjustment
Act of 1966, there would be a budget surplus this year of some 5
billion—instead of the deficit of roughly $11 billion that now appears
to be in the making. .

For fiscal vear 1968, it was estimated last January that the special
cost of Vietnam would be $22.4 billion. Without that Vietnam cost,
and alco without the added tax measures proposed in January, the
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1968 budget was estimated to yield a surplus of $8.8 billion rather than
a deficit of $8.1 billion. ,

On a revised reading for fiscal year 1968, we would place Vietnam
costs and other expen(glitures a little higher and total receipts some-
what lower. In testimony before the House Ways and Means Com-
mittee on May 15, I indicated that the prospective deficit in fiscal year
1968 was, in round numbers,some $11 billion.

But the point. still stands that, absent Vietnam and absent. the special
tax measures proposed in January we would be looking at a budget
surplus rather than a sizable deficit.

~Senator ANDERsON. Mr. Secretary, you are talking about surpluses
and surpluses. There hasn’t been any surplus for years, has there?

Secretary FowLer. I was trying to give the committee, Senator, a
picture of what we would be confronted if it were not for the cost of
the war in Vietnam.

The CHAIRMAN. Since Senator Anderson has a question I will have
to let Senator Williams ask one because he requested it. But may I
urge Senators that we try not to ask questions while the Secretary and
the Director of the Budget. are proceeding with their statements. In
many instances I fear we will be asking questions they will cover later
on in their statements anyway and we are going to be pressed for time.
T have declined even to ask a question of what page are you on now.

Secretary FowLER. Page 5.

The CrarMAN. I hope we might get on, but I will yield to Senator
Williams at this point n the hopes we can restrain ourselves until the
Secretary and the Director of the Budget are through.

Senator WiLLiams. I agree with you. But I think we would make
better time if we raised these points as we went. along, and I was inter-
ested in the same point. Senator Anderson is.

You are proceeding on the hypothetical basis that even if we did not
have to finance the war in Vietnam, the economy would have the benefit
from all the stimulant that results from this deficit spending. T think
this projected surplus is an imaginary thing like I used to have when
I was in the sixth grade.

Secretary FowLER. Not an imaginary thing at all, Senator Williams.
I think most of the economic opinion would show and demonstrate that
in the peacetime context of 1964 and.early 1965 the economy was using
resonrces at a near full employment rate and closely approaching it,
and I think that this analysis has pertinence for the point that I am
j ﬁst, about to make, which has real pertinence for the future. In
short——

The CrairMAaN. Anyone else who wants to ask a question, now go
ahead and ask it because I don’t want to discriminate among Senators.

All right: fine.

Secretary FowLer. In short, except for Vietnam we would now be
facing potential Federal surpluses and trying to decide how best to
employ those surpluses among tax reduction, debt reduction, and
expenditures for needed domestic programs to raise the quality of
life here at home.

But reality would have it otherwise, and instead of the welcome
task of distributing fiscal dividends we have the difficult—yet neces-
sary—task of financing a war that, however distant geographically,
1s very close in its meaning to our lives and ideals.
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A number of steps have been taken already to insure that the special
demands of Vietnam are financed soundly, in a balanced economy
without the panoply of cumbersome direct controls that have been
employed in past periods of heavy military expenditures. This ap-

roach has been accompanied by a record of upward price movement
?ar below those that characterized World War II or the Korean war,
and even below that in the major peacetime expansion of the mid-
1950’s.

In early 1966 the Tax Adjustment Act, passed promptly by the
Congress, deferred declines in certain excise taxes and put corpora-
tions and individuals on a more current footing in their payment of
income taxes.

Administrative measures were taken in the spring of 1966 to speed
the payment of corporate income taxes, and steps were taken within
the past several months to put certain excise taxes on a more current
basis.

The investment tax credit was suspended in October 1966, not as
a revenue measure but as a selective measure to help slow down an area
of spending that was putting the economy and the financial markets
under excessive pressure; as soon as it was clear that the special
reasons for suspending the credit no longer existed, the President
recommended lifting t%e suspension and the Congress has now acted.

As part of our sound financing program, we have launched the
largest U.S. savings bond campaign since World War II. Holdings
of savings bonds, which are the most stable and noninflationary form
of debt financing that can be devised, have increased from $48.8 billion
at the end of June 1965 to $50.7 billion in May 1967. Over $1.1 billion
has been added to public holdings of these bonds just in the past year.

This year we are supplementing the sale of regular savings bonds
with a new freedom share savings note. It carries a higher interest
rate than series E savings bonds and must be held at least a year before
redemption. It is designed to produce additiona] savings, while not
diverting savings from thrift institutions, so we do not look to the
freedom share to bring in multiple billions of dollars—but we do
Exgect it to make a significant contribution to sound financing of the

eficit.

Civilian expenditure programs have been held down to a minimum
consistent with meeting basic national objectives in the many areas
that we cannot afford simply to neglect because we are fighting a
costly war. )

We have also proposed a 6-percent tax surcharge to defray ad-
ditional.&nilitary expenditures and keep the overall Federal deficit
within beunds that the economy and the financial markets can handle.
We need to pay for the increased cost of the war projected for the next
fiscal year. We certainly do not want to risk resumption of the mone-
ary strains and excessively high interest rates that occurred last year.
and that means the Government’s own demands on the credit markets
must be held down.

I am not here today to talk about the tax surcharge, however. That
will be taken up in due course. Let me make a brief comment about the
need for the increase, It will be needed and the economic evidence gen-
erated in the months since it was proposed has strengthened my con-
viction on this score. The economy netther needs nor can tolerate the

80-631—87—2
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kind of stimulus it would receive in the second half of this year frem a
Federal deficit of the size that would emerge without the proposed tax
surcharge, given the other changes in the situation that have been and
are occurring. .

With or without the tax surcharge, however, we must have flexi-
bility to finance the war and manage the Nation’s fiscal affairs pru-
dently. That means having adequate room under the debt limit tc cover
the wide range of contingencies present at this time, and having
greater flexibility to borrow outside the short-term area, in the interest
of sound debt management.

A year ago, I asked the Congress to approve a temporary rise in the
debt limit to $332 billion, to extend through fiscal year 1967. I 5)ointud
out then that the budget figures were uncertain, and I reemphasized
this point when the Ways and Means Committee provided an increasa
only to $330 billion. I noted then that it might be necessary to return
before the end of fiscal 1967 to provide additional leeway for the debt.

It was indeed necessary to return for an interim increase. The debt
ran higher by the middle of fiscal 1967 largely because of the bigger
than expected rise in expenditures for Vietnam, and the impact of
tight money markets in impeding financial asset sales, raising interest
costs, and adding to loan disbursements in areas particularly hurt by
tight money markets.

The Congress responded promptly, early this year in raising the tem-
porary debt ceiling to $336 billion. This provided sufticient leeway to
resume policies of careful and prudent cash management—after a
period of some weeks when we operated hand-to-mouth in our cash
management. ’

The higher limit, while it provided elbow room, was not taken as a
license to spend or incur debt freely. Indced, the highest point of debt
actually reached after the limit was raised was $333,227 million on
March 14 of this year, well within the $336 billion ceiling.

By June 30, 1967, next week, we project that debt will be down to
about $327 billion.

Qur latest estimate of the administrative budget for fiscal vear 1967,
as I have already noted, vields a deficit of around $11 billion. This
is up $1.3 billion from the estimates submitted last January. Re-
ceipts are estimated to be down $0.5 billion, reflecting a number of
minor revisions, including the early restoration of the investment tax
credit. Expenditures are working out to be approximately $500 mil-
lion to $750 million higher than estimated in January.

The budget submitted last January for fiscal year 1968 estimated
expenditures of $135 billion, revenues of $126.9 billion, vielding an
administrative budget deficit of 88.1 billion. We do not yet have a firm
basis for making a thoroughgcing revision of these estimates. .\ rough
interim revision, which as I indicated earlier was provided to the
Ways and Means Committes last month, placed the deficit about
83 billion higher—or around $11 billion. The 83 billion difference
reflected, about equally, higher spending and lower revenue.

The $11 billion deficit figure for fiscal year 1968 remains our plan-
ning pase in projecting debt figures ahead, although T must say that
there are a number of uncertainties and contingencies bearing on this
figure and tending if anything to raise rather than to lower it. These
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uncertainties and contingencies are of a scope that calls for a far dif-
ferent approach to the debt limit than has been followed in recent
years.

" On the revenue side, one element of uncertainty is the tax surcharge
which the President recommended early this year. The deficit figure
of &11 billion assumes a July 1 effective date for the recommended
surcharge. Enactment by that particular date is no longer feasible.
Let me underscore again, however, that there is no wavering in the
administration’s intentions about the surcharge. It has been, and still
is, a definite part of the fiscal program. But since it has yet to be
enacted, I must consider it as a contingent item.

Also on the revenue side, I must regard the expected yield of
existing tax rates as uncertain in some degree. The report of the
Ways and Means Committee refers to revenue estimates for fiscal
year 1968 by the staff of the Joint Committee on Internal Revenue
Taxation. Those estimates, after allowing for the effect of proposed
legislation, are about $4 billion below the January budget estimates,
and also about $214 billion under the rough interim estimate that we
presenwed to the Ways and Means Committee in mid-May. Based on
our latest information on individual income tax revenues and cor-
Egrate revenues, while much uncertainty remains, I think it would

fair to say that the Joint Committee staff estimates could very
well approach the revenue picture for fiscal year 1968 more closely
than did our prior estimates. Consequently, the total receipts figures
they use for the forthcoming fiscal year may be regarded for the pur-
poses of these hearings as a reasonable quantificatioin of our revenue
prospects.

On the spending side, which the Director of the Budget will dis-
cuss, I can only repeat that wars are by their very nature uncertain
and so are the expenditures needed to carry them out. Our estimates of
Vietnam spending are not subject to the particular source of under-
estimate that occurred this current fiscal year, when the initial esti-
mates rested on the assumption that the conflict would end by June 30,
1967. Still T must say that a margin of underestimate, or overesti-
mate—but more likely the first—is always a possibility. These are con-
tingencies that must be given due regard.

In the hearings before the other body, a further area of contingency
was also brought out—namely, the possibility that not all of the pro-
Jected participation sales of financial assets would be carried out, lead-
Ing to a larger deficit in the administrative budget and larger rise in
Treasury debt than would otherwise be the case.

The practice in recent. years, in estimating debt limit needs, has
been to project a level of debt only for the year ahead on the basis of
a constant §4 billion cash balance, and then to request a $3 billion
allowance for contingencies. I believe this practice is not suited to
present circumstances for two reasons:

First, the contingencies just outlined are of a number and scope
that render the &3 billion allowance inadequate. It is worth noting
that quite apait from the special uncertainties affecting fiscal 1968,
the standard £3 billion allowance dates back to 19538, when the Federal
budget and the national economy were only a little over half the
size in prospect for the vear just ahead.
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Second, I think it is timely to change the permanent debt ceiling,
which has remained at $285 billion since 1959—and if that is done
the ceiling should be revised to a level that stands a reasonably good
chance of lasting far lon;];er than the 1-year interval that has typified
changes in the temporary limit.

As I need not remind members of this committee, in light of yvour
initial action on the debt limit bill last February, the present $285
billion permanent ceiling hangs as “sword of Damocles™ over the
Congress—and over the Secretary of the Treasury—requiring legis-
lative action on the debt ceiling by June 30 each year lest the limit
drop down to an obviously unrealistic level. Thus it makes good sense
to revise this ceiling. But in so doing there would seem to be little
guined in moving to a ceiling that did not offer some reasonably good
prospect. for durability.

Accordingly, rather than ask for another rise in the temporary
ceiling that would last only through tiscal year 1963, I recommend a
significant increase in the {)ex'manent debt ceiling—to a level that,
h;ﬁ:afully, will provide ample margin for Federal debt operations and
ge lélana.gwement at least through fiscal year 1969, and hopefully

ond.

here is ample precedent, from the World War I1 period. for pro-
viding large debt limit increases that made sure the limit would not
be a constraint on necessary wartime finance. From 1941 to 1945, an-
nual increases in the debt limit ranged from $40 billion to 885 hillion.
At the end of the war there was a substantial margin of extra leeway
and the debt limit was cut back by $25 billion.

Based on that experience, I believe it would have been entively
appropriate to increase the permanent ceiling to $375 billion. At the
same time, I can well understand a desire on the part of Congress
to set a limit that, while not inhibiting the financing needed for Viet-
nam, stayed closer to near-term foreseeable contingencies than would
a $375 billion permanent ceiling at this time.

It is as a result of considering these more or less foreseeable con-
tingencies that the permanent debt limit tigure of $358 billion emerged
from the deliberations of the other body. That is the level of the
permanent debt limit incorporated in H.R. 10367.

Let me review with you the background for that determination. The
starting point is the table of projected debt levels appended to this
statement, based on a prospective budget deficit of §11 billion in fiscal
year 1968, and a constant cash balance of $4 billion. The highest point
of debt projected in that table is $345.2 billion, reached on March 15,
1968. But that is without any allowance at all for contingencies. Now
add the following for contingencies: (Table appears at p. 13.)

(1) Normal contingency allowance—8$3 billion, as I indicated. that
was established when the voluine of cash turnover was at a much lower
level than currently. That practice began in 1958,

(2) The possible delay in effective date of tax surcharge. That was
an assumption of a January 1 effective date, and the shortfall is $2.2
billion from the July 1 estimate.

(3) A possible shortfall in revenues at current tax rates, based on
estimates of the joint committee staff, to which I have made reference.
The cumulative effect of that possible shortfall by the peak date period.
March 15, 1968, would be $1.1 billion.
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(4) -\ possible shortfall in sales of participation certificates or
alternatively, provision for including participation certificates issued
in fiscal 1968 under the debt limit. Cumulative effect by March 15, 1968,
$3.5 billion,

(5) Hypothetical addition to defense costs. $3 billion.

Totaling contingencies of about $12.8 billion.

Adding the $12.8 billion allowance for contingencies to the projected

eak debt of $345.2 billion, one arrives at $338 billion as an appropriate
debt limit level for fiscal year 1968. Let me stress that these are contin-
gencies, not certainties. To guess what the impact might be of a delay
in the proposed tax surcharge is the sheerest speculation. So is the
figure plugged in for hypothetical additional defense costs.

Looking beyond fiscai year 1968—as we should if we are secking to
set. a revised permanent debt ceiling that will have some qualities of
durability—the uncertainties and contingencies cover an even wider
range than those that are dimly foreseeable for the next year. Based
on past experience, however, a major determinant of the debt. limit need
applicable in fiscal vear 1969 will be the seasonal rise in deby from the
start of the fiscal vear to the high point reached in the late winter or
spring months. That is the basis of the rough rule of thumb which
relates next year's debt limit need to this year's peak debt level plus
this vear’s deficit.

It is this seasonal need that has been incorporated into H.R. 10867
and applied not to fiscal 1968, for which we have taken the seusonal
need into account, but to fiscal years 1969 and bevond.

We do not know the basic budget position that may apply in fiscal
vear 1969, but we can estimate that whether th:t position is one of
surplus, deficit. or balance, there will be a seasona} upswing in debt
during the first 8 or 9 months of the year which will be a major factor
in determining the peak debt for the period.

The experience of recent yvears suggests thar the seasonal upswing
in debt would be about an average of &7 billion. #nd that is the figure
vou are provided in H.R. 10867. The seasonal variation arises because
of the uneven pattern of tax receipts over the vear. with a more than
proportionate share concentrated in the last 315 months of the fiscal
vear. That means that in the first 815 monrhs, with receipts running
seasonally light, there must be some extr: borrowing until the heavy
tax months roll around. )

The seasonal nature of the 57 billion addition to the debt limir pro-
vided in H.R. 10867 is unmistakably cler. The addition applies to the
period from July 1 through June 29 of each fiscal vear, beginning
July 1, 1968, but each June 30 the debt limit drops back to the perma-
nent level of £358 billion. We believe thiz arrangement provides rea-
sonable operating flexibility while maintaining the principle that the
permanent debt ceiling should be h:ld in reasonably close check.

Covepage of the debt 1imit. A further provision of H.R. 10867 is
that participation certificates in prols of federally owned financial as-
sets issued by the Federal Nationz] Mortgage As<ociation during fiscal
vear 1968 shall be counted under 1he debt limit for as long as those par-
ticipation certificates remain outstanding. We did not seek the inclusion
of this provison. It reduces our leeway under any given ceiling. and
it takes a step—even though it is a temporary step—along a path, the
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end of which we cannot clearly foresee. However, we can live with the
provision embodied in H.H. 10867, and we recommend that in the
Interest of speedy passage of this vital legislation the entire bill be
approved.

Our own preference, as I informed the Ways and Means Commit-
tee, would have been to make no change in the coverage of the debt
limit at this time. This was our conclusion after devoting some con-
siderable staff study to this question following the debt limit hearings
at the beginning of this year. This was not because we regarded the
existing arrangements as incapable of improvement, but because the
proposals that have been advanced did not appear to us to offer the
prospect of significant inmiprovement.

A particular reason for delay is that further light on this whole

uestion of debt limit coverage may emerge from the studies of the

resident’s Commission on Budget Concepts. While the Ways and
Means Committee took note of the Commission’s possible contribution
In this area, they nevertheless chose to incorporate the provision de-
scribed for including participation certificates under the debt ceiling.
But, as I have noted, in light of the present time factor, the provisions
of H.R. 10867 on this matter are workable and acceptable to us, even
1f not especially welcome.

The 4Y,-percent ceiling. Let me turn now to the 414-percent inter-
est rate ceiling and the medificarion of the ceiling provided in H.R.
10867. Because of the 41/ -percent interest rate ceiling on Treasury
bonds, the Treasury has been unable to sell marketable debt issues ma-
turing in over 5 years since May 1965—just before events in Vietnam
led to un escalation, not just in our military effort, but also in our econ-
omy, credit demands, and interest rates.

s I mentioned earlier, the intensified savings bonds campaign has
made a contribution to an improved debt structure, and it will con-
tinue to do so with the introduction of the freedom share this year.
But savings bonds and freedom shares cannot do the whole job. Good
maturity balance must be achieved and maintained in the marketable
debt, too.

In the early 1960, with long-tern interest rates holding relatively
steady, at much lower levels, the Treasnry made big strides in improv-
ing the maturity structure of the marketable debt—relieving the under-
5-year area of heavy maturities and issuing instead a large volume of
intermediate and longer term debt. ¢
. Chiefly through the vse of advance refundings—inducing holders

~of relatively short term issues to exchange into relatively long term
izsues—the average maturity of the marketable debt was raised from
4 vears 2 months in September 1960 to 5 yvears 5 months in January
1965. The proportion of the marketable debt maturing within 5 years
was reduced from 78 percent in September 1960 to 67 percent in
January 1965.

The wisdom of these efforts to lengthen the debt was demonstrated
last vear, when very high rates had to be paid on refundings. For-
tunately, the magnitude of the refunding job had been substantially
reduced because of previous advance refundings.

Since early 1965, the trend has been toward a shorter average maturi-
1y and a heavier concentration of debt within the 5-year area. From
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an average maturity of 5 years 5 months in January 1965, the mar-
ketable debt shortened to 4 years 6 months at the end of May 1967.
The proportion of the marketable debt maturing within 5 years has
grown from 67 to 77 percent over this period. .\t the end of June
1967 the average maturity of the marketable debt will be about 4
years 6 months, or 5 montﬁs shorter than a year earlier. :

What might happen to the debt structure over, say, the next year
and a half, 1f the Treasury issued no debt maturing in over 5 years?
Assuming that new borrowings and refundings are handled about in
line with patterns during the past 2 years, we would estimate the
average maturity of the marketable debt by the end of December 1968
at 3 years 8 months—well under the 1960 low point. Some 85 percent
of the marketable debt would mature within 5 years, including nearly
50 percent maturing within 1 year.

This shortening tendency i1s unwelcome. It presents a problem that
should e dealt with in an orderly and systematic way, so that we do
not- face an excessive pileup of maturing debt. Such a pileup, if it
came at a time of tight money and high rates, would mean that the
Treasury had to compete for investment funds on most unfavorable
terms—bidding against itself and against other borrowe:s for the favor
of investors. This kind of frantic competition could send short-term
rates up sharply and push long-term rates higher, too, with disruptive
etfects throughout the capital markets.

Further, the heavy pileup of relatively short debt could make it
more difficult for economic stabilization policies to operate smoothly
in the economy. Heavy amounts of short-term debt represent poten-
tially excessive liquidity in the hands of the holders. This could mean
that the monetary authorities would have to take more drastic re-
straining action than otherwise—in terms of interest rate effects—in
order to restrain total demand.

These are not imminent dangers, but thev ave potential problems
that can be avcided or minimized if we would make a careful, orderly
effort to stretch out some short-term debt into a longer area.

Certainly I would much prefer to be able to accomplish the needed
improvements in the debt structure at low rates of interest—low
enough to come within the present 41/}-percent statutory ceiling. But
while rates have come down since last summer’s high point they are
not at a level that would permit long-term financing under the 41/-
percent ceiling, and I would like to be able to take some steps—even if’
they are small-sized steps—on the debt structure problem while aim-
ing toward further progress in reducing the overall ievel of interest
rates, ’
In appearing before the Ways and Means Committee several weeks
ago, I requested two modifications of the 414-percent ceiling : first, that
the maximum maturity on Treasury notes—to which no rate ceiling ap-
pliecs—be extended from the present 5 year law to 10 years, and second,
that the Treasury have authority to sell up to $2 billion of longer
bonds without being subject to the 414 -percent ceiling.

I did not ask for repeal of the 41/ -percent ceiling, just as I did not
ask for repeal of the debt limit. Both of these are useful concepts and
worth preserving, provided they are not so rigidly bound as to inter-
fere with sound debt and cash management.
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The House committee went only partway in meeting my request on
the 41/ -percent ceiling. They rejected the request for authority to sell
$2 billion of bonds outside of the ceiling, but they agreed to extend
the maximum maturity of Treasury notes to T years. Tirat. provision is
incorporated in H.R. 10867.

We believe that this modification will be helpful, although it is
less than we asked for. It does at least demonstrate a concern with
the problem of debt structure, and that is an important step forward.
Through a widened flexibiliy in this area it should be possible to
mitigate the shortening tendency of the debt observable in recent
‘ears.

’ I have no hesitation whatever in recommending strongly that you
give approval to this feature of H.R. 10867. Even if we did not face
an urgent timing problem, requiring the completion of congressional
action on the debt ceiling within the next few days, I do not believe
there wonld be anything to be gained by pressing at this time for still
greater flexibility in our debt management.

In conclusion, Mr. Chairman and members of the comumittee, I
believe that H.R. 10867 provides for a responsible approach to the
yroblems of providing adequate flexibility for needed Government

rrowing and sound debt and cash managenment. It revises the un-
realistic $285 billion permanent. debt ceiling, and puts the debt ceil-
ing legislation on a basis that should remove the *Hairbreadth Harry”
scenario that has been enacted in the closing days of June in each of

‘the past several years. It also makes some worthwhile headway on the

matter of modifving the 41/4-percent interest rate ceiling. to permit

greater flexibility of debt management. )
I urge most strongly, therefore, that vou approve H.R. 10867 without

further modification, and clear the way for speedy passage of this
urgently needed legislation. As I need not remind you again, it is im-
perative that the Congress act by the end of June because the Jdoht
ceiling drops on July 1 to $285 billion—a level that would be some
$42 billion. below the actual level of debt. now expected on that date.
At that point the Treasury would be able to issue no new debt, includ-
ing debt needed to refund maturing issues and including the U.S.
savings bonds now being purchased by over 9 million persons on
payroll savings plans. and by other buyers over the counter. Without
new borrowing, we expect to have cash on hand at the end of June
sufiicient to last only through about July 12. After that, our cash would
be inadequate either to redeem maturing debt issues or meet current
bills.

QOur national commitment must be met. in the financial area. as they
are being met on the battlefield. It is not conceivable that the Congress
would shirk its responsibilities by leaving the Government financially
unable to carry out the programs authorized and approved by the
Congress, particularly in wartime., and when the financing of the war
effort is the occasion for a larger call on the private market.

Thank vou, Mr. Chairman.
( The table referred to on p. 8 follows:)
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Estimated public debt u:zcd lo ltmitation in fiscal year 1968, assuming budget deficst
of $11,000,000,000, and no allowance for conlingencies (based on constant minimum
operating cash balance of $4,000,000,000)

[In billions}
Operating Public debt Operating | Public debt
subject to balance | subject to
(excluding limitation (excluding tation
free gald) free gold)
“ $324.3 | Jan. 15 088 s $339
an. 18 ... . 3
4 3264 (| Jan. 30 . ... .. ¢ 338. 5
4 327.2 || Feb.15. . .. .___.._. 4 339.4
4 "829.7 || Feb.29___ . _.____..._. 4 M1 1
4 818 || Mar. 18..c.aeeenaaan. 4 345.2
4 335.0 || Mar. 31 ... 4 342.9
4 330.9 || Apr.18. ...._..__._. 4 4.9
4 334.7 1 Apr. 30 ... 4 337.3
4 348 | May 15 .. ... [} 337. 4
4 337.3 || May 3l ... ¢ 340. 2
4 338.3 || June 15 . .. ... ... 4 427
4 341.9 || Jume 0. .. ........... 4 335.3
4 337.2

Senator SMATHERS ( fresiding) . All right, thank you very much, Mr.
Secretary. It is my understanding that gle chairman stated we would
have the statements of the Secretary of the Treasury and the Director
of the Bureau of the Budget before questioning. So, Mr. Schultze, you

may proceed.

STATEMENT OF HON. CHARLES L. SCHULTZE, DIRECTOR OF THE
BUREAU OF THE BUDGET

Mr. Scuurrze. Thank you, Mr. Chairman and members of the com-
mittee. I appreciate this opportunity to assist in your consideration of
H.R. 10867, the pending legislation to raise the statutory limit on the
public debt. Secretary éow er has outlined the nature of that legisla-
tion and the reasons for adopting it. I need not repeat the points he
has made. I support him in requesting the speedy passage of the debt

limit legislation now before the committee.

I believe I can be of most assistance to the committee in its delibera-
tions by reviewing the outlook for Federal expenditures and revenues
in fiscal 1967 and 1968 based on the latest facts available to us. But be-
fore I get to that, I would like to address several separate, but closely
related, points which I believe to be of major importance. They have
to do with the nature and role of the debt limit during a period in
which we are fighting a war and with the trend in Federal expendi-
tures during recent years.

The first and most obvious fact we must face is that the finanecial
requirements of a war are impossible to predict with any degree of
accuracy. The history of the Second Worlts) War, Korea, and Vietnam
is replete with records of defense supplementals and budget amend-
ments—seven during Korea, totaling $45 billion, and four to date in
the case of Vietnam.

The second fact is that no Member of either body of the Congress
has to date or would want in the future to deny our forces in Vietnam
the finances necessary to do their job effectively. Whatever disagree-

$0-631—67——3
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ments there may be about the origin, continuance, or conduct of th
war, the needed finances have been available and surely will continu
to be provided. '

The third fact is that the debt limit increases of the past 2 years
have been directly associated with the costs of our military operations
in Vietnam. From mid-1965 through 1968, as now planned, expendi-
tures for the Vietnam war will amount to some $49 billion. The addi-
tional tax measures enacted or proposed during this period to finance
the war—including the 6-percent surcharge—wculd amount to some
$11 hillion in revenues. The difference between these two ﬁgures, $38
billion, is a measure, albeit a rough one, of the net financial impact of
the war on the budget. This amount exceeds the increases in the debt
limit over the same period.

Of course, no one can say with any certainty precisely what would
have happened had there been no Vietnam war. But I think it is obvi-
ous that in the absence of the war, we would have been here with you
discussing the disposition of a sizable fiscal dividend. '

The fourth fact is that Members of the Congress have become in-
creasingly concerned ubout the continuation of & “permanent” debt
limit at an unrealistic level. Your committee and the Senate recogized
this problem earlier this year when they took action—with which
.the House did not at that time concur—to increase the permanent,
rather than the temporary, limit. The inexorable approach of June
30 each year—when the limit reverts to its $285 billion “permanent”
level—puts both the Congress and the administration under the kind
of pressure and deadlines which would be unnecessary if that perma-
nent limit were raised to a more realistic figure.

The fifth fact is that the debt limit has not been a controlling factor
in the level of non-Vietnam expenditures. Those expenditures have
risen far less than revenues, even after deducting from revenues the
$11 billion of special tax measures enacted or proposed to help finance
tha war. Moreover, time after time, the peak debt outstanding has
remained beiow the debt limit, This spring, for example, the peak
debt was $333.2 billion compared to a $336 billion limit.

This leads me to another major point to which I would like to call
your attention. This hus to do with the growth of Federal expenditures
In recent years. In 1964 the President proposed, and the Congress
enacted, a major tax reduction, aimed at restoring the economy to the
-full use of its manpower and capital resources. The sense of Congress,
as expressed at that time, was that prosperity amd economic growth
could—and should—be attained by the tax-reduction route, rather than
by an increase in the ratio of Federal expenditures to national eco-
‘nomic activity. The course foreseen by that expression of congressional
intent has been carried out.

In fiscal 1964, the year of the tax cut, Federal administrative budget
expenditures amounted to 16 percent of the gross national product.
If we exclude the costs of Vietnam, that ratio wili fall to 14 percent in
fiscal years 1967 and 1968. This 14 percent compares to an average of
16.3 peicent from 1955 to 1960, the years following the Korean war.

The ratio of total administrative budget expenditures to GNP--
even including the costs of Vietnam, which are over $20 billion an-
nually—will be 16.8 percent in both fiscal years 1967 and 1968. This
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is lower than in 1955 and 1959, years in which there were no war
expenditures, and is far bLelow the 21 percent reached during the
Korean war. For the 4 full fiscal years of the Johnson administration
combined, 1965 through 1968, Iederal expenditures including Vietnam
costs will averag> about 15.8 percent of GNP compared to the 16.3
percent average :luring the Jast 6 years of the 1950’s.

In terrs of absolute amounts, non-Vietnam expenditures will have
risen by about §9% billion between fiscal years 1964 and 1967. This
comes to only 314 percent per year—compared to increases in the na-
tional economy averaging about 7!, percent a year and in State and
local expenditures averaging 8 percent a year. If we add 1968, the

rowth 1n non-Vietnam expenditures over the past 4 years comes to

about $15 billion, still under 4 percent per year. ,

A breakdown of this $1515 Lillion rise shows that $6 billion of it is
for civilian pay raises, interest on the public debt, and veterans’ bene-
fits. Expen(Yitur% for all other Government programs will have
risen by only $915 billion in 4 years—Iless than 3 percent per year.

In the past 4 years sound fiscal and economic policies have pro-
duced an unparaﬁed economic growth. At the same time we have been
able to launch an attack on some of the Nation's most urgent social
problems without enlarging the share of the Federal Government in
the Nation's economy. In fiscal 1968 our gross national product will be
$190 billion to $200 billion higher than in 1964. The expansion of the
Federal Government’s major social programs will have taken some ¢
percent of this increase. Put another way, the major advances being
made to meet pressing national needs—in education, health, welfare,
regional economic development, polluticn control, housing and com-
munity development, and the war on poverty—afl of these together
will absorb ong7 one-sixteenth of the increase in our national output.

On any measure, non-Vietnam expenditures have risen less rap:dly
than the national economy. They account for a smaller—not a larger—
share of our national income. We have kept to the path chosen at the
time the 1964 tax reduction was adopted.

As I have noted on previous occasions, I do not believe the debt
limit is a useful means of coutrolling Federal expenditures. Hearings
on the debt limit do provide an important opportunity for administra-
tion officials to review the Government’s fiscal affairs with the Con-
gress. But these reviews can surely be held in situations other than an
annual or semiannual temporary debt limit extension. The desirability.
of such reviews, therefore, is no reason to deny the provision of a debt
limit sufficiently large to meet the inevitable uncertainties of a war
situation.

All the facts that I have noted thus far point, I believe, to one conclu-
sion—the desirability of providing a new permanent debt limit, large
enough to allow for the ﬁnzmciaf necessities and uncertainties of a
war, and designed to permit the Federal Government to operate for
more than a year without requesting a change.

Let me turn now, if I may, to a brief examination of Federal ex-
enditures and receipts and indicate the areas in which events since
ast January have modified the outlook presented in the budget

document. .

Starting with fiscal year 1967, in the budget last January, the

deficit for 1967, in the administrative budget was estimated at $9.7
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billion. At that time we anticipated revenues of $117 billion and ex-
penditures of $126.7 billion. . N C
~_ Last month, during the hearings before the House Ways and Means
Committee, Secretm(')y,Fowler and I updated those figures as best we
could at that time. Qur best estimate 1n mid-May was that revenues
would end up about oné-half billion dollars below the January estimate
and that expenditures would be perhaps one-half to three-quarters
of a billion dollars greater than sxpected in January. The resultin
deficit for the year was put at about $11 billion. Those estimates still
hold in total, based on the information currently available to us.

As the Secretary of the Treasury has pointed out, we believe that
there will be a shortfall of about $500 million in 1967 administrative
budget receipts compared with the estimate of last January. The
main factor is that corporate income taxes are now expected to be
down $500 million from the January estimate. Other categories of
receipts now appear to be above and below the January estimate by
offsetting amounts. ' " R

On expenditures. The ‘otal of 1967 administrative budget expendi-

tures is not expected to e far from our January estimate. Current in-
dications are that expenditures will be roughly one-half to three-quar-
. ters of a billion dollars rreater than estimated last January. Several
revisions, both up and dov'n, are indicated : ' : ,
. Military functions of the Department of Defense and the closely
related lmlit’afry assistance program should end up close to the Janu-
ary estimate. The latest available data indicate an overrun of some-
thing in the neighborhood of one-half billion dollars. The monthly
figures are very volatile, and we won’t know the precise outcome until
we have the Treasury statement for June in hand. " "' o

Nondefense expenditures, on balance, could range from the January
estimate to an increase of $200 million over that estimate. The follovw-
ing increases and decreases appear likely in individual programs::

" Uncontrollable public assistance grants to the States are running
about $300 million above the January estimate of $3.9 billion, mainly

for medical assistance payments. S p
‘Revolving fund legislation for the REA, Federal power marketing
agencies, and the mint has not been enacted, resulting in an increase of
$300 million in * . expenditures. This increase is balanced off by a
corresponding.in.cease in miscellaneous receipts and does not aftect
thedeggit. , oy o
Release of funds for programs previously deferred in accordance
with the President’s anti-inflation message of last' September 8 will
ndd about $100 million to expenditures in 1967, mostly for agriculture
loan programs and for the civil functions of the Corps of Engineers.
.~ Export-Import Bank expenditures are now expected to be down by
about $400 million for & number of reasons, including lower loan dis-
bursements and unexpected sales of participation certificates to for-
ei%buye‘rs. B ’; . ‘ e n'.l‘, ,‘4 PN
" Various other revisions, up and down, including uncontrollable
claims and judgments, the Public Health éervi’pe, the Federa] Home
Loan Bank Board, the Veterans’ Administration, the Sma’ Business
Administration, and international financial institutions come to a net
decrease of $100 million. . " ' - Un RN et
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In summary, our current estimate—on the basis of our latest cal-
culations—is that administrative budget receipts will total $116.5
billion and expenditures will be in the neighborhood of $127.5 billion.
The resulting deficit would be about $11 billion, compared to the $9.7
billion estimated in January. I want to stress that this estimate results
from forecasts of changes in revenues and expenditures amounting
to less than one-half of 1 percent. Clearly, therefore, even at this late
date, the resulting estimate could be off in either direction.

Turning now to fisca] year 1968. The budget outlook for 1968 is
more normally clouded with uncertainty, for several reasons. Secre-
tary Fowler has mentioned the revenue situation, in particular the
effect of the current economic outlook and the factors surrounding the
President’s proposal for a tax surcharge. :

The course of military expenditures in 1968 is also a highly uncer-
tamn element, as is inevitabie in the case of a war situation.

As I ex%lained to this committee last February, the 1968 defense
gugg’et is based upon a different set of assumptions than the 1967

udget.
ere are two basic factgpe~Which affect the défen
as Vietnam is concerneg<"Assumpticns have to be m»
of those two factors inflanning a budget :

First, to what expént does the budge
leadtime items negéessary to contigue
fiscal year? Mogf military egaipmpnt
advance of delifery. If thebudget ponts
an extension of the war(beyond thp end.qf-the fiscal fear will nod
and of itself, yequire a supplementd}Sppreniigtion. .

Second, wliat is the level of trofy cg(gith And jntensity of combhpt
operations which will have to b/ tinanced ! S nge the budget, whe

e budget insofar
de about each

submit nging<1p mont ter, sone assumy
tions obvioygs "-ﬁgld- Tre, ‘fhiu%"évdl of combs
operations. T/

With respé leadtingé “ugchasgs—the fiscal 1968
budget requeg equegt,inporporatez-all the L8
needed to prokure the i h weuld L -
tinued at 8

beyond June 30, 19¢8.

With respect to thewge rations—
they simply cannot be 2 wfion. Condi-
R“signi t in-

tions chan ) ALY e
crease in the troop strength orJexel of combat~Gperation med
in the budget, additional appropriations will clearly be req and
1968 defense expenditures will exceed the January budget estimate.
No decisions have yet been made. which would significantly cha
the assumptions upon which the defense budget was planned. At the
present time, in the absence of such decisions, the best that can be
said is that defense expenditures in 1968 should be in the general range
predicted in the budget—with an estimating leeway of perhaps 1 per-
ocent, or three-quarters of a billion dollars... . .:;: oo
- As you know, the President has indicated that he may receive rec-

ommendations from Secretary McNamara and the Joint Chiefs with

o
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respect to troop strength in Vietnam and other related matters. Should

this result in decisions which have significant budgetary consequences,

f{he Congress will be advised of those consequences as soon as they are
nown,

With respect to nondefense expenditures for 1968, the major change
stems from the release of certain funds which had been deferred by the
President’s actions last fall. The effect of these releases is to add about
$600 million to 1968 administrative budget expenditures.

Aside from these increases, we see no reason at this time to change
the overall estimate for nondefense expenditures. There will, of course,
be increases and decreases in individual programs. For example, grants
for medicaid and payments to the medicare trust funds may be $400
million higher than estimated last January. On the other hand, vari-
ous smaller reductions appear possible in other programs. On balance,
these minuses should offset most of the pluses, as we now see the
situation.

Congressional action on the regular 1963 appropriations is still far
from complete. Action on many items of substantive legislation is also
underway. Changes in some of this legislation—such as the civilian
and military pay proposals and veterans’ pensions—could, of course,
have a significant effect on 1968 expenditures. But there is no way
to forecast the results of congressional action at this point.

Taking into account the factors mentioned above, budget expendi-
tures in 1968 could run $1 to $114 billion higher than estimated in
the January budget. This outlook—as I indicated earlier, however—is
subject to the very great uncertainties of a war. It is not meant to
be an attempt to forecast the military situation.

At the House Ways and Means Committee hearing last month, I

inted out that allowing for the effect of the early restoration of the
Investment credit and simply extending to 1968 the one-half billion
revenue shortf:ll wtimate(F f{)r 1967 would result in a $114 billion re-
duction in reverues below the January budget estimates. Setting that
figure against the roughly estimated expenditure increase placed the
1968 budget deficit in the neighborhood of $11 billion.

In his discussion today of the revenue outlook for fiscal 1968, Sec-
retary Fowler again stressed the particular difficulty of estimating
the course of revenues, which depend both upon the level of private
income and the revenue yieid of that income. Jt is indeed possible
that revenues for fiscal 1968 could be further below @ur estimates than
is implied in the $11 billion deficit calculation. The congressional Joint
Committee on International Revenue Taxation, for exumple, has esti-
mated a revenue shortfall of approximately $214 billion, over and
above the $114 billion sho.tfall mentioned above. Uncertainties also
exist with respect to the prcspects for enactment of a tax surcharge and
its timing—although the recognition of this uncertainty should not be
taken to indicate any weakening of the administration’s intentions
with respect to the surcharge. It seems clear that the revised deficit
estimate for 1968 worked oat last month is subject to considerable
change with the weight of contingencies {ending to increase rather
than reduceit. - a '

In conclusion, Mr. Chairman, I would like to associate myself with
Secretary Fowler's comments upon two additional elements of the
House-passed bill. - ' ’ : -
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H.R. 10867 includes, under the coverage, of the debt limit FNM.\

articipation certificates issued in fiscal 1968. We would have pre-
?erred that this not be done. The President’s Commission on Budget
Concepts i3 now considering this question. Moreover, there arpears
to be no logical reason for singling out one form of contingent liabili-
ties for special treatment. Nevertheless, we can live with the decision
and see no reason to request a change at this time.

The House bill also extends the maximum maturity of Treasury

notes to 7 years. It did not provide the extension to 10 years or the
flexibility to sell $2 billion ofi))onds outside the 414 percent ceiling that
the Secretary had requested. Nevertheless, the extension to 7 years does
represent important progress in providing greater flexibility for
Treasury debt management. This feature of t e bill is indeed welcome,
and nothing would be won by attempting to go beyond it at the present
time.
I strongly request speedyv enactment of H.R. 10867 without change.
It provides & permanent debt limit with a reasonable seasonal financ-
ing feature. It recognizes the inevitable contingencies of a wartime
situation. Its passage is urgent if the Government of the United States
is to continue to meet its responsibilities.

Thank you, Mr. Chairman.

Senator SmatTHERs. All right, sir. Thank you very much, Mr.
Schultze. We are going to follow the 10-minute rule on the first round
of questioning anﬁostart with Senator Hartke of Indiana.

Are you ready?

- Senator HARTKE. Yes, I am ready. : :
Inggnator SmaTHERS. All right. Ten minutes for Senator Hartke of
iana.. - . -, . . o

Senator HArTKE. Last year in appearing before this committee,
according to the hearings on page 40 of the public debt limit bill, H.R.
15202, Mr. Schultze, you said that you anticipated that the expendi-
tures for the war in Vietnam Woulc{ be $10.3 billion in fiscal 1967. Is

that right ¢ :
- Mr. Scuurrze. Correct. L . -

Senator HARTKE. At that time, do you recall a colloquy in which we
were involved, and in which I referred to some nonclassified mate-
rial? I'said at that time: e

The only thing I am trying to show is that in spite of the fact you have come"
up with $10.3 billion, a more nearly correct figure would probably be in the neigh-
borhood of about $20 billion. © ‘ o .

Do you recall that ?

Mr. ScrULTZE. Yes, sir; Irecall. ' S
. Senator HARTKE. After the session, members of the administration
indicated that this was an attempt by me to seek publicity. .

As I understand your testimony today, the cost of the war in fiscal
1967 now is estimated by the Budget Bureau at $20 billion. -

Mr. ScrurTzZE. Approximately $20 billion ; that is correct.

Senator HARTKE. So what I am asking you now is: Do you know
what the war in Vietnam is going to cost in 1968, fiscal 19687
- Mr. Scrurrze. As I indicated in my testimony, Senator, on the
basis of the present assumptions with respect to the intensity of mili-
tary operations, the January budget figure is a good figure. - -
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As I also indicated, of course, there can be changes in that 1f them
are changes then, of course, that could goup. -

Senator HarTre. All right.

Now, what is it estimated at, $22.4 billion ?

Mr. Sceurrze. That is correct, sir.

Senator HarTxe. $22.4 billion.

Mr. ScauLrze. Well, it is $22.4 billion, and I sald for the defense

expenditure estimates we should have a 1-percent leeway, which is
about $700 million. For };lmrposes of conservatism I-have added the
$700 million, so it brin estimate to about $23 billion.

Senator Iimxm right; $23 billion is your estimate of the cost
in Vietnam. Is this based on mformatzon you have received from the
Defense Department {

Mr. Scaurrze. The result of information received from the Defense
Department and incorporated in the budget with respect to the specific
military assumptions on which that budget was based; yes, sir.

Senator HarTkEe. Does that assume the increase of troops in any
amount or is it based upon continuation of the present troop levels?

Mr. Scaurrze. It did include some allowance for an increased troop
strength.

Senator Harrke. All rl%ht Wlthout revealing any classified ma-
terlal is that figure available to be given . m this t&txmony?

Mr. ScwroLrze. It is not, sir.

Senator HarTee. What is the increase in cost increase in the debt,
due to the increase of the cost of interest for fiscal 1968 ¢

Mr. Scuurrze. For fiscal 1968, interest costs rise from an esti-
mated—and I will have that in ]ust a second for you, Senator—from
an estimated $13.4 billion to $14.1 billion or $7OO m1 lon mcrease be-
tween fiscal 1967 and fiscal 1968 o

. Senator HarTre. All r

* What was the increase gom fiscal 1966 to ﬁscal 1967?

Mr. Scavrrze. $1.4 billion.

Senator Hartee. All right.
bﬂlidfr Scuuvrrze. For the 2 years together, the 1 mcrease would be $2.1

ion.

Senator Harree. All right. -

In view of the time lumt here, do your ﬁgures on the expected Aeficit
for 1968 teke into account the tax mcrease? St

Mr. ScauLTZE. Yes, sir; we do.
Senator HArTEE. And that tax increase expectatlon is for a 6-
percent surtax {

Mr. Scaurrze. That is correct, sir. You know, in arriving at the $11
billion from which we started to add contmgencles, the pmposed 6-
percent surcharge was counted ; yes, sir. -

Senator Hartke. Do you inofude the pamclpauon certlﬁcates?

Mr. Scauttze. Yes,sir; at $5 billion, - o

Senator HarTee. At $5 billion.” ~

- Mr. Scuuvrze. $5 billion ; that 1soorvect.

Senator Harrxe. All right. "< BRI
*In your tax increase, what is your estlmate of the Tevenue that w1ll
be roduced by the 6~;ﬁ):crﬁelmt increase in surtax¥ - .-

r. ScHourze. In 1968, $4.7 billion.- -+ 7' 7

1
i
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Senator HarTkE, $4.7 billion?

Mr. ScuuLrze. Correct, sir., ~ "' .

‘Senator HarTtege. Allright. ~ =~ — o S

Now, if it should turn out that the deficit is larger than that, is it
rour opinion that a higher percentage increase will produce an equiva-
fent per dollar tevenue on a percentage bagis? Or will it not, in fact,
reduce amounts of revenue in spite of the increase in tax rates? '

Mr. Scuurrze. Well, the Secretary may want to supplement this,
but the first point, of course, is that when you increase taxes you have
two things to take into account. o o )
- First, what I will call the gross yield which is estimated b, simply
applying the tax rate increase to the estimated level of income. That
gives you a %foss yield. e

You then have to reduce that because one of the whole points of the
tax increase is to reduce the rate of growth in income, in this case the
inflationary rate of growth that would otherwise prevail. Hence, the
net rate will be less than simply applying the increase to income.

Senator HarTkE. So if you increase to 10 percent instead of 6 per-
cent, you would not receive, according to your own deductions, a 4-per-
cent increase in revenue. If you increased the tax rate— .

Mr. Scuurrze. In the gense that you have to adjust for the impact

on the economy ; yes,sir. .
" Senator HarTre. All right.

Will you tell me of any time within recent history of the United
States since World War 11 that an increase in taxes, an increase in tax
rates, has resulted in an increase in tax revenue? L

Mr. ScauLTzE. Yes, sir; during the Korean period.

Senator HarTkE. During the Korean period. What was the increase
at that time? . . . . ., o

(An answer to the preceding question may be iound in subsequent
colloquy between Senator Metcalf and Mr. Schultze, and Senator
Hartke and Mr. Schultze.) T

- Mr. Scauurze. If you will give me just a moment, Senator, I cannot
give you the increase specifically attributable to the tax, but I can give
youthec ) in total revenues. S L ‘

“Senator HarTke. All right. Now if I may ask one other question of
tha Secretary of the Treasury, then I will quit, Mr. Secretary. I would
like to say tothe chairman that I wish to make an official request to the
Tr_easu? on another matter which involves a time element. In view
of the fact that the:antidumping measure which was adopted at
Geneva has not been made available to the members of the Sernate
Finance Committee, although it is intended to promulgate this anti-
dumping procedure on June 30, and since no Member of the Senate
has had an opportunity to'invogjtifate or to even review this matter—
in spite of the fact t! ﬁt I have made repeated attempts to obtain a copy
of it—I am respectfully requesting that the committee and the Treasury
Krowde for an opportunity after.the July 4 recess for us to at least
1ave a chance to review it and see whether any implementing legisla-
tion is mecessary. ., 1,., .~ L '

Senator Smathzrs. I am advised by our counsel that Ambassador
Roth, who heads up as you know, our delegation, and who led it in its
activities in Geneva, has wanted to come down to the Finance Commit-

80-631—87——4
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tee and explain what they did, particularly with respect to antidump-
ing. But because of the schedule of the Senate we just have not had an
opportunity tohear him. - - . . st ey

Senator TKE. ] understand that, and I am not passing judgment
on the measure at all. But it is pretty difficult for anybody here to
say whether you agree with it or whether you do not agree with it,
whether you think any legislation is or is not necessary, if you have
not had a chance to look at it. s S ,

Senator MorroN. Do you want me to send you my copy?

Senator Harrke. I have asked for it. If he has given you something
he has not given to me, it is rather peculiar. ' :

Senator SmaTuErs. I will tell you what we will do. I do not know
whether the Secretary—he is involved in this, of course, but it is 8
somewhat unrelated matter.

Senator Hartke. I know that. But the Treasury is involved in it
because it isa participatin agenci.

Senator SMaTHERS. I will ask the Secretary, to ask him to take it up
with Mr. Roth and see if he can provide it for us, and if he can provide
it we obviously would like to see it.

Secretary FowLer. Mr. Chairman, I will do my best. ’

Senator SmaTHERs. In the meantime we will get hold of Mr. Rosh
and see if he will send to the Senator from Indiana a copy of this anti-
dumping provision. He would like to have it and see it.

Senator HarTkEe. You understand it has not been made public. The
chairman understands that? o

Senator Smatners. I do. o

OK, all right. Are you through for your first 10 minutes?

Senator HARTKE. Yes. ' ' '

Senator SmaTHERs. All right. Senator Williams, you may start on
your 10 minutes. ' ) o

Senator WiLLiams. Mr. Secretary, I welcome you here again this
week. You are getting to be more or less one of our favorite witnesses,
and I want to say that I appreciate very much that at long last you
have agreed with some of us that this tem%orary ceiling 1s a farce,
and have agreed to putting it on a permanent basis. I only wish you had
supported our committes amendments last February, and you would
not be siting here now with a 7-day deadline. But we are here, and it
looks as if we are making some progress. G

Now, I noticed that the House Ways and Means Committee, has
taken a step in another direction that, In my opinion, is long overdue,
That is to deal with this 414-percent ceiling on Government bonds
of in excess of 5 years maturity. Unfortunately, while they may have
taken a step, they do niot even now approach g solution to the problem.
~ I notice t}mt mvyou_l‘j_téstimo‘n{’oyw said that as of May 1967 the
average maturity on Government bonds outstanding has been dropped_
to 4,years and 8 months, and that approximately 85 percent of our
outstanding obligations mature, in less than 5 years, with 50 percent
at 1 year. With no change at ali, as T understand it, in this ceiling of
41, percent, by the end of 1968 you est.ixpate.t%mt_ maturity will drop
toaslow ad3 yearsand8months. ' T 0T
I think we are in agreement that is, in efféct, monetizing our debt;
isthatnotcorrect® ~~~ Y Tl monmen

B N TP P R
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Secretary FowLer. Well, I won't characterize it, Senator. But it is
a shortening of the maturity of the debt structure to a point that, in
my judgment, is undesirable, and entdils the potential difficulties that

my testimony tried to indicate. ) )

Senator WiLLiaMs. Now, I think you will airee that to a certain
extent money is a commodity, and interest is the price of that com-
modity. If you, as Secretary of the Treasury, have to finance the debt
and go out 1n the money market and borrow $1 or $5 billion, you either
have to pay the prevailing rate or we do not borrow it; isn’t that

pretty well true?

Secretary FowrLEer. That is correct. .
Senator WiLLiamMs. You have no control over the interest rates ex-

cegt;:s they are governed in the free market, is that not correct?
retary FowLer. That is correct.
Senawrr%meAMs. Now, my question itstill you support an amend-
ment to this proposal which wi(}l repeal this 414-percent ceiling in its
entirety ¢

Secretary FowLer. No, sir.

Senator WiLLiams. That is what I understood to Le your answer,
and so I wanted to get it correct.

Senator SMaTHERS. What was the answer
Senator WiLLiams. He said, “No” and, therefore, I want the record

to show that contrary to the editorials that have appeared in some of
the financial maﬁuzines criticizing Congress for this, that the respon-
sibility for this fictitious ceiling which, in my opinion, is a complete
farce, rests equally with the Treasury Department, because it has been
upon your insistence as Secretary of the Treasury that this farce has
been perpetuated ; is that not true ? '

Secretary FowLer. Senator Williams, I did not ask for the repeal of
the 41/ -percent ceiling. I did not ask for the repeal of the debt limit.
I think both of these are useful concepts and are worth preserving,
provided they are not so rigidly bound as to interfere with sound debt

and cash management.
I do not believe that complete repeal of either of the measures is in

the national interest. :

Senator WiLLiams. Well, I appreciate that position, and I am just
trying to get it straight. But there are some who argue that maintain-
ing this 414-percent ceiling has something to do with preventing our
interest rates from advancing I think we have established in our previ-
ous colloquy that it has no effect whatsoever. : B

Is it not true that notwithstanding the fact that we have this ceiling
in effect today, with no changes, that interest rates today are practi-
cally around a 40-year high? . -

I noticed that two or three utility issues have been sold in the last
couple of days paying a 40-year high in their interest. So it has had
no effect whatever in controlling interest except as it handicaps the
Federal Government from sound management of the public debt. .

Secretary Fowwrer. It embodies the sentiment of the Congress that
the national policy of favoring a low cost of money whenever that can
be achieved through a combination of fiscal and monetary policies is
s desirable national objective. ., .. | . .. o R

We have a number of statutory provisions on the books which em-
body and express a policy attitude of Congress. N
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I have never felt the debt ceiling, as such, in fact, did curtail Federal
expenditures. But the debt ceiling does embody the concept of callmg
for periodic reviews of what is happening to the debt.” " -

I believe the form in which our recommendations are addressed, and
in which the House bill has moved, will make the penetration of the
debt ceiling a much more serious matter than it has been in the past
when we have just done it each year automatically. = -

Senator WrrLrams. Well, I do not see that there is any connection.
The ceiling on interest rates I'think, is a eomplete farce. I know that
the hlstorlca.l background of "the debt is that years ago Congress would
authorize each bond issue in a similar manner to that whlch is now
done in most of our State legislatures. :

To get around that we gave you blanket authonty to issue these
bonds at your discretion within a certain range. I can see some benefit
g) a ceiling as long as it is at a reasonable, workable ]evel on the debt.

ut—-—

Secretary FowLer. Senator Williams, you can provide the editorials
you say about the 414 ceiling is a farce and otht to be repealed: There
are also editorials in outstanding journals which use the same words
about the debt ceiling. I just do not happen to agree with the editorial
writers on either, score. i think the preservation of these concepts is
a useful policy element in our economic and ﬁnancml affairs, and I do
not support the repeal of either of them. '

I only ask that they be provided by the Contrnﬁ in such 8 way as
not to interfere with sound debt management pohc1es o

Senator WirLiams. Well, I only raised the question of edltorlals, not
that you have to agree with them, or either one of us, on-the basis
that they were express mg reat sympathy for you in your position
of having to manage th egt and that you were in this box with this
ceiling on long-term bonds, as they put it, largely because of the
narrowmindedness and shortsxghtedness of the Congress I just wanted
you to know it is not Congress but it is you, too, who are in that category
because you have just stated that you, too, would opposeit. -

I will say this, there is going to be an effort made to remove thls
ceiling, because I think it is a farce. I have had conservative estimates
that s?xortenmg this debt over the past 10 or 15 years, selling short-
term securities in the past 5 or 6 years, partlcularlv when ou could
have been stretchin the debt out, is costing us a minimum, I have been
told, of $1 to $2 blllgon extra interest now because of Jour having to be
out in the high-money market on a short-term basis to refinance bonds
which are maturing which, at the time you would have told them,
they would have been maturing 5 or 10 years fromnow. . *

But that is a hypothetical question and answer. I do know thls. and
I think you will agree that it has not had any effect at all on controlling
interest. because you are today paying the highést rates of interest in
the history of our Government over the past 40 years. =+ i

Secretary FowLer. Senator Williams, let me modlfy what you have
said and what I havesaid in one respect.’

You have characterized my attitude as opposmg the mpea]
¢ T think T would take a very relaxed point of view while the Congrem
debated this particuisr issue. I want to make it clear that T am not up
here asking' for the wneal of that celling I have s number of other

things——

RS ¥ 4
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Senator WiLr.Laus. That is right. o :
Secretary FowrLer (continuing). That I think T could devote mr
time and energy to rather than trying to obtain complete repeal.
Senator WiLLiams. I am not asking you to try to obtain it. The pro-
posal is going to be made. I asked you if you supported it, and you
said “No.” Would you change it and wou{d you support it, because
there is still time ¢

Secretary FowLer. I would want to follow the normal process of con-
sulting with my colleagues in Government as to what the position of
the administration would be on such a proposal.

There is regularly established machinery for that.

The point I want to make is that I am not here asking for the
repeal of the ~,-%ercent ceiling, and that, as a personal matter, 1
do believe that of these provisions in the law embody concepts
which are of value.

Senator WiLLiams. Yes. Well, my 10 minutes are up.

Senator Smatuers. All right. Thank you, Senator Williams.

Senator Metcalf, Judge Metcalf, you have 10 minutes.

Senator Mercavr. I have no particular questions.

I want to compliment the Treasury Department for coming up here
in support of both the debt-limit concept and the long-term policy
of attempting to keep interest rates as low as possible.

I am one of those narrowminded Congressmen who want to support
a low-interest policy. I think that matter is subject to debate.

I would like to gc forward with this bill in view of the urgency
that we have, and to extend the debt limit so that we can give the
Treasury some latitude before the 12th of July in paying the debts
that are to be met, and to debate this other matter at greater length
gtbanoqher time when we have more time and more opportunity to

ebate 1t. : Co :

I sea that my friend from Indiana has left. He did not have an
opportunity to complete the record on the response from Mr. Schultze
as to how much money was brought by the Korean war, and I would
like to have the record completed. - . . .. . - . .

. Mr. ScauLtze. Yes, sir. What I can do is give you-the figures on
bud§(et receipts in the year immediately before Korea and then through
the Korean period during which we had, I believe, two or three tax
increases. c S :

In fiscal 1949, budget receipts were $39.5 billion; the next year,
1950, also $39.5:billion. Now, that is the fiscal year that ended just
as Korea started. -~~~ R T U : :

_The next year, $44 billion, a {‘ump of $5 billion; the next year, $65
billion, a jump of $22 billion ; the next year $74 billion. : .

So, in other words, if you take the year before Korea started, and
you start with the $39.5 billion in that year, you have a combination of
two or three tax increases and an increase in the nutional economy.
%:ving ggn $74 billion. I am sorry, excuse me, that is my mistake. That
should be $64 billion. I read that wrong. o L
I was reading the wrong column, excuse me. The increase in receipts
was from $36 billion in fiscal 1950 to $64 billion in 1953. ‘

Senator Mercarr. I am delighted to know that once in a while the
Bureau of the Budget reads a wrong column. It happens in Congress

very frequently.

..
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Mr. Chairman, will this response be put in response to the question
of the Senator from Indiana at the appropriate place in the record!

Senator SmaTuers. Without objection.

Mr. Scuurrze. We will do that in reviewing the transcript.

Senator MeTcaLr. I have no more questions. I feel we should get
on with this bill and do what is necessary at this time of emergency
to increase the debt limit, and then probably at some future time get
all of you up here and discuss some longer term policy, both on interest
rates and debt limitations. '

Secretary FowLer. Thank you, Senator.

Senator SMaTHERS. That is all right, sir.

Senator Carlson. -

Senator CarLsoN. Mr. Schultze, I want to ask a few questlons of
you in regard to the budget.

I believe you stated that the deficit, based on your present receipts

exg ndltures on June 30, 1968, Would be about $11 billion?
cHULTZE. We started with that, $11 billion. I think the key
thing to add to that is the point that both the Secretary and I made
that, frankly, the revenue estimates used in that $11 billion are some-
what on the optimistic side to the tune of $2 or $2.5 billion.

Sena;xe)r CARLSON. What do you estimate the deficit to be on June
30, 196 '

Mr. Sonvrrze. Again approximately $11 billion.

Senator CarrsoN. This year?

Mr. Scruurze. The deficit this year, which will end a week from
now, would be about $11 billion; yes, sir. -

Senator CarLsoN. In other words, the $11 billion deficit on June 30,
1967, would be based on receipts and expenditures which are just about
ooncluded. I mean we should know fairly well about the $11 bllhon?

Mr. ScroLTz. Yes, sir.

I still need some leeway because, of co as you know, from month
to month both revenues and expenditures uctuate But lt should be
in the nelghborhood of $11 billion.

Senator CarLsoN. Do you remember what you stated to this com-
Iittee over a year ago that you estlmated the budget to be on J une 30,
1967—-—the deficit, I mean? ,

- Mr. ScauLrze. This was a year ago '

Senator CarrsoN. Yes. Maybe in January of 1966 -

Mr. ScruurzZE. In January of 1966 we said $1.8 bllhon, I beheva.

Senator Carisow. If I remember correctly you'did state at that
time when you were up here before this commttee that. the deﬁclt
would be $1.8 billion. -~ .

Mr. ScauLrze. Senator, I believe that &t the same tlme we also
stressed very heavily, both the Sec and I, that defense expendi-
tures, if the war continued, would undou ly be substantmlly hxgher,
but we did not have an estimate of it. . -

Senator Cartsox. 1 am not here to ontlcue your estmmte m any

. But I think that was an accurate statement, - .- '
ow you come here today and tell us on June 30, 1968 you are an-
ticipating a $11 billion deficit. Of course, as I gathered <rom your own
statement, that is tied in with moelpts that you must expect. e

MrSO}mvrzn.les,mrr '
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Senator CarLsoN. And probably some additional costs in the war.
"I notice you requested a leeway of $1 billion and $1.5 billion, or was
it three-quarters— "

Mr. ScuurTzE. Three-quarters of a billion dollars.
~ May I repeat this just to be sure I am clear. :

" There are two kinds of things involved in making an estimate of
defense expenditures. First, if we assume that the level of military op-
erations is carried on at the level planned in the budget—if we make
that assumption—then I say we need about a 1-percent leeway just
in estimating the cost of doing that. B

Secondly, I then said that clearly you need additional leeway—
maybe that is not quite the right Worg, to use—but it is clearly pos-
sible that if you increase troop strength or increase the level of combat
beyond the plans then your expenditures could change significantlv.

hen I went on to say as of now no decisions have been made to do
that. If such decisions are made the defense expenditures could go
above the figures I am talking about.

" Senator CarLsoN. That brlnFs me to my next question,

I assume you anticipate all these things. If that should happer..
how much additional cost would there be to the Defense budget it
GGeneral Westmoreland’s request, and President Ky's request for
100,000 additional troops were implemented ?

Mr. ScuuLTzE. At this stage I cannot give you such an answer be-
cause the increased cost would depend not solely, perhaps not even
rimarily on just the number of troops, but on the nature of the com-
at operations that went with it and, quite frankly, I do not yet have
any numbers like this. In other words, it is not just the number of
men that creates costs. That is my point. : '

" Senator CarLsoN. That is a good point, o
..Secretary FowLer. .Senator Carlson, the House Committee on Ap-
Eropriations just reported the Department of Defense appropriation

ill on June 9, and on page 3 of that report they made some interest-
ing comments after apparently a very thoroughgoing examination
of their figures which reflect the figuves, I.thirﬁ(, that Mr. Schultze
is talking about. They said: .

The Committee is, however, of the opinion that funds over and beyond those
carried .aver from previous years and those included in the perding bill, will
probably be required for fiscal year 1968. The tempo and cost of the war in
+Southeast Asia are in an upward trend. The cost of wars can never be projected
precisely. The actions of the opponent weigh heavily on such matters, No deci-
sion has been made to increase military manpower above the strengths pro-
vided for in the estimates. Rates of consumption of ammunition, aircraft loss
rates, and so forth, are based on the latest data at the time of the President’s
sabmission. If additional amounts are subsequently requested ® * *, ' .¢ .

“'That is something of the same flavor, I think, that Mr. Schultze is
ttying to reflect. - e . o
* Senator CarLson. But it would be admitted if we increased the
trdop strengéth 100,000, with all the components that go with it, with
Kousing ‘and docking facilities and transportation, that it would be
substantial? .. . ... . .. .. o
“'Mr. Scuvrlize. It would be substantial. ~ -

Senator CarusoN. It would be a substantial amount. |

Mr. Scuvrrze. Yes; it would be substantial. .’ Lo
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..Senator Carson. I want that in the record because I think maybe
ou are coming back here next year, and that may have occurred, and

; want the record to show that we did at least talk about it at this

particular hearing. I think it will be a sizableitem. ~ L

- I shall not get into the item of foreign aid in the entire program in

our Nation, but we do have substantial outlays, large demands are

being made upon us by other countries. . , = .

Yesterday the Senate Foreign Relations Committee considered an
authorization of an appropriation for $900 million for the Inter-
American Bank. _—

We delayed action on it for the reason, I think, that the committee
wants to consider it at the same time that we look at the foreign aid
bill, But there are items such as that that also can have some effect on
the budget or did fou include that in your program{

Mr. Sg(;mmzn. will want to check this to be sure I am 100 percent
correct, but I believe the expenditure impact of that would not be in
fiscal 1968. The expenditure img‘ct will come later because the com-
mitments are made a long time before the actual disbursements.

Senator CarcsaN. Three years. ‘ ' -

. Secretary FowLer, Senator Carlson, let me also say that that is a
request for an authorization to provide $300 million a year over a 3-
year period. . S ' ' |

. Senator CarvLsoN. Correct. . S N

Secretary FowLer. Mr. Schultze is right. I have some familiarity
with the way the Bank operates. T T '
- Those moneys will not be advanced to the Bank in any coming fiscal
year in the total amount of $300 million. Only a_ portion of that
amount would be drawn down, according to our forecast of the way
the Bank actually. carries on its operations. . "." "

. Senator Carrsox. That is absolutely correct, Mr. Secretary. It will

.
4.

be drawn down based on the amounts used. . '
.. Secretary Fowrer. Thatisright. =~ .~ ‘'°7 "~ =

Senator Carison. That is correct. We discussed it yesterday.

The reason I mention this; I am going to go to Vietnam tomorrow.
morning and do a little checking on ﬁ)reign ald, and when I come back,
Iwiu 3 ve{]ouare rt. - - : - “h- ' ,.’('f[‘ . }' o " L
Mr. Chairman. . P

That isall, N , A
Sel?ator‘ S’m'mms All right, Senator. Carlson. Thank you -very
much.” .-« oo ety o L e e .,.;;"p LI o
. Senator Harris, ' = i T T SR
-"Senator Harris. Thank you, Mr. Chairman, ;""" @ ' >
Mr. Secretary and Mr. Igu'eczor,»l want to say, first, I think you have .

been very fair and candid with us in discussing the estimates on reve-
nue and expenditures, and in sharitj‘}gwith us your problems in maki
precige predictions on both, and taking into account the estimates o
others, including the Joint Committee on Internal Ravenue Taxation,

who estimate an additiona] $214 billion shortfall heyond the estimate

that you have made. o
, Now, in the permanent debt limit whiob, in this bill, is $35
1llion—— T T S oo e e .

Secretary Fowrer. No; $285 billion. |~ ., " , " .

Senator 8. I mean $358 billion.
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Secretary FowLer. No; $285 billion. ) :

- Senator Harris. $285 billion, I am sorry. The original recommenda-
tion you made was for $365 billion ; is that correct {

Secretary FowLer. $365 billion. o

Senator Harris. What was in the original bill which was defeated
in the House? '

Secretary Fowrer. That was for $365 billion, including against
the limit the participation certificates issued by FNMA.

Senator Harris. Was there in that bill which was defeated in the
House any seasonal temporary amount

Secretary FowLer. No.

Senator Harris. It was just $365 billion ?

Secretary FowLer. That is right.

Senator Harris. And they covered in the FNMA participation
certificates within the Jimit ¢

Secretary FowLer. That is correct.

Senator Harris. What recommendation did you make originally
on the interest limit? You asked that it be extended from 5 to 10 years
on the Treasury notes? '

Secretary FowLer. That is correct. ~

Senator Harris. Did you ask for anKthing above that ?

Secretary Fowrer. I asked for authority to issuc long-term bonds;
that is, above 5 years without——

Senator Harris. That isthe $2 billion ¢

Secretary FowLER. Yes, up to $2 billion, without the interest ceiling.

Senator 8. Was there anything in the House bill which was
defeated originally, on that?: ° ’ S

Secretary FowLer, No, sir. The House Ways and Means Committee
rejected that recommendation ‘of the $2 billion and scaled down the
request for the redefinition of the notes from my 10-year recommenda-
tion to 7 years. - ' ' o

“Senator Harris. So this comes to us now though above the perma-
nent limit with $7 billion as an annual-—or- -+ =~ = '
‘Secretary FowLER. Seasonal lag coverage.

Senator . Which will drop back on June 30 of each year.
" Secretary Fowrer. That is correct, sir. " e ‘
Senator . Under your testimony that should take us to what

point fairly safely without additional action by the Congress ¢ :
Secretary FowrLer. Chairman‘Mills asked me a similar question and
I have been reluctant to give'assurances because future events very
frt;&uently,dismgard such assuranees.” “' ' - ’ a
My own’ judgment is that this should take us through fiscal year
1968, and I would hope that it would take us through fiscal year 1969.
But there the contingencies that enter in are much more vague and
unascertainable at this time and, therefore, I would express the ho
but could not give assurances, that the ceiling would go indefinitely
under this pattern. . S o
- Of course, when the war in Vietnam is over,'Senator Harris, and
there is some expectation of a declining level of defense expenditures,
if the economy continues to pick up the slack of the resources that are
released, and we have the same pattern that preceded July 1985, we
could reasonably hope that with the declining level of defense ex-



30 $358 BILLION DEBT. LIMIT

penditures and increasing revenue as the economy increases, that each
year there would be an opportunity for the Congress and the execu-
tive working together, to allocate that fiscal dividend, so to speak,
between tax reduction, debt reduction, and increasing domestic pro-
grams where it was desirable. IRV SR S IR
Whether the permanent limit that is proposed in this bill will endure
until that particular point is, as I say, fraught with all the indefinite-
ness and continie:xcies, that would be readily apparent to you. -

Of course, at that time, when the hostilities are ovur it is quite likely;

that the Congress could consider again whether this $358 billion was
the appropriate permanent ceiling or whether some other permanent
ceiling was desirable. - ‘ Lo ‘ . ,

I have felt that it has been very clearly demonstrated tiat during
recent years, where we operate with a temporary ceiling being ex-
tended each year, this really has proved to have no real efect on
either the actions of the Congress or the action of the executive in the
spending field. L ;

Senator Harris, Well, I agree with you that the debt limit is not a
proper way by which you can control S

Secretary FowLzr. Current expenditures.

Senator Harris (continuing). Federal expenditures.

But I do think, and both of you recognize in your testimony, that
it is a wise idea to continue to have some limit to give—if for no other
reason—Congress a gfariodic review of the debt and how it has been
managed, and so forth. - - e o

But it seems to me it is terribly unbecoming of the most important
Nation in the world to come each year near the deadline, and then
make frantic request for change in vur debt limit.

. So I like the reasonableness and flexibility in this $358 billion
amount. As a matter of fact, I would have supported the permanent
amount if you asked for $375 billion, but with this seasonal change
that you have allowed in here, I think that will give us the flexibility
so ge do not have to look so frantically once a year and go through a
rather—— Ce : :

Secretary FowLER. Sometimes three times a year., :

Senator . Yes—go through a kind of ritual dance in order to
be ableto payourbills, .- .. . ... T :

Now, where did the interest rate change, the maturity date chang,
come from? Did that come after the. House had failed to pass the debt
limit bill, and then you made the reccommendation? ~ - = -

Secretary FowLEr. No. In the original statement made on May 15
and May 16 to the House Ways and Means Committee, I set forth
my recommendations, and the committge, in its first consideration,
and in bringing out the first bill or.the one that was defeated, incor-

rated the same provision that is in the bill that was passed. So the
Si(;position of the intgrest rate ceiling problem preceded the first re-:
port and the first action, of the House. S :

- Senator Harris. Do you feel that changing this 5 to 7 years, despite
the fact that you did not get the $2 billion you asked for outside the
limit, will allow.you to. hold up or, at least, reverse the. disturbing
trend of the shorter and shorter maturity dates of the Government’s
marketable obligationst . .., . . . . .. oo

I e oL
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Secretary Fowrzr. I would hope, Senator Harris, that it would en-
able us to retard and, perhaps, hold the shortening of the debt. I do
not want to indicate that it 1s going to, in my judgment, be sufficient
to enable us to lengthen the maturity structure. That may be the case.
But I certainly, looking at it at this point, could not give any assur-
ances to that egect. ' :

Senator Harris. Weil, I think you understand how Members of
the Senate necessarily feel about the time limit involved here. But I
do not think that is your fault letting you come to this situation. .-

The situation in the House has caused us to be faced with a very
short period within which to decide this and, naturally, that is a dis-
tasteful thin%: : o .

Secretary FowLer. Well, as I put it in my statement, and I would
like to reiterate, I think, in a sense, that. the delays in the House were
- in some part responsive to the desire of the House to incorporate this
time the permanent ceiling feature in response to what the Senate
committee and the Senate had insisted on in February. :

Indeed, the Ho:se referred quite pointedly to the fact that in the
conference of the debt limit bill in February the Senate conferees

to the Hquse version. But the following statement appears in
the statement of the managers on the part of ghe House:

The conferees on the part of the House stated that they will recommend that
an increase in the permanent debt limitation be considered by the Committee on
Ways and Means in connection with the Committee’s next review. of the debt
limtation which must occur prior to July 1, 1967.

So it was shifting from that temporary concept to the permanent
concept which. entailed much of the deliberation and debate, and, you
miiht say, the defeat of the first attempt.

(Y

Iso, the House did consider the modification of the 41} ceiling
which had been a matter of some concern and expressions of interest
and desire ou the part of Senator Williams and others in these Febru-
ar% hearings. _ ' :

o a part of the reason you are getting it late in the Senate is be-
cause the House was being responsive to earlier expressions of policy
on the part of this committee’s members.

Senator Harris, I think they are certainly to be commended for
responding to our suggestions. - - :

ecretary Fowler. I think it is sufficiently outstanding to make that
comment. ' . : : '

Senator Harris. Now, FNMA participating certificates—does this
bill affect the reporting on them { , :
Secretary FowLer. No, sir.
- Mr.ScHuLTzE. No sir; it doesnot. - ‘ o
Senator Harris. If the Senato voted to take that provision out of
this bill we would have to—as I am inclined to think they should—
we would have to, go back to conference, and it is your testimony, 1
take it, that that might run us very dangerously close to our June 30
ultimate date? | : L el T
Secretary FowLer. It certainly would, and I would be very fearful
of becoming embroiled in a very difficult situation. . . . . . -
- I am trying to take this all into account in making my recommen-
dations here, and in urging the committee to at this time accept the
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House bill ‘whick is not ‘something". that normally I'would urge as
strongly as I do now. But in view of the tlme an the attendant dif-
ﬁcultles,Ifeelltlsawxseﬂun todo,' - = : ‘

Senator Harrrs. That isall I have, Mr. (‘hau-man '

Secretary Fowrrr. Particularly since they have been responsxve to

your earlier——

Senator Harris. ‘On the $358 billion permanent. ‘

Senator SmaTHERS. Senator Morton of Kentucky."

Senator MorToN. Mr. Secretary, I should know the answer to this
uestion, but ‘I gladly admit my 1gnomnoe. When did your tour of
uty start?

Secretary FowLER. Apnl 1,1965, as Secretary

Senator Morton. Can you recall how many times have you a

red before the Oongress on this particular matter of the debt ceil-

n speclﬁca I"y

tary Fowrer. Atsome considerable length in May of 1965, look:
ing to a ceiling for 1966; again in May of 1966, again in February of
19687 ; and now thisis the $ourth round,as I recall it.

Senator MoRTON. Well, I have been in Washmgton in one capacit
or another and served in the €o under four Presidents, and
think during that time we have had only five Secretaries of the Treas-
ury, which s well of the jud t that our Presidents have made
in selecting them—men who could undertake this t responsibility.

I agree with the Senator from Delaware that this business of a debt
ceiling is really unreahstlc, and the limitation on your interest is un-

realistic. -
Perhaps I should address t}us questlon to the Du'ector or the Bureau

of the Budget.

Any money that is spent by the Government is the result either of
direct appropriations of the Con or the result of a trust furd
which has been set up legally by the Congress; is'that not correct ¢

hMr Scm'rzn. Or a so-called b&ck-door authonzat.mn one of the
vhree,. - 7 " .

Senator Momx Yes ‘ ‘

Mr. ScaurTzE. That is correct. The authox‘ity to spend is from the
Congress in anyevent. -

Senator MorTON. Wearemtheact L

" Mr. Scauirze. That is correct. e - o

Senator MorToN. Now, any money that you have to spend ‘any
money that qrou take in—this, perhaps, should be directed to the Sec-
retary—results from taxes that are passed by the Congress )

Secretary FowLer. That is correct.

Senator MorToN. I admit that a President, especxall when hlS own
party controls thée Congress, has tertific ififluence in thé amount that
18 epelled out in the budget and what the Congrws votes. But ulti-
mately it is really our problem: = -

I know you are a good soldier, Mr. Secretary, and I apprecxate that.
But I honestly believe if you had maximum ﬂexxblhty you oould prob-
ably run this thing s little bit bettér. * -

remember in 1933—that was a long time ago—in 1938 I went to
New York and I borrowed a couple of million ‘dollars and T borrowed
it 'at 2 percent. I repaid the Louisville banks, Louisville gave them

K
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more than we paid for in New York. I thoyght I was a pretty smart
guy to get this money at 2 percent. I was getting commercial paper
at one, and some broker wag making a commercial rate on—1 was
really compensated for this, I was & vice president of the company. I
was a big shot. My salary was $300amonth. =, ... . .

My point is this, I have lived better with interest high, frankly, than
I did when it was low. I do nct know .whether that is true of every-
body, but it is certainly true in my case, because they paid me $300
2 month to go get money in New York for 2 nt. o

Now, if you or the Honorable Mr. Dillon, Mr. Anderson, Mr.
Humphrey, your predecessors, you are all men of knowledge in this
field, and I gxmk if you did not have—in the first place, it takes a lot
of your time coming up here. You say you have. been up here four
times now since 1965. You are so familiar with this that this does not

uire a long briefing, I am sure. o enl
; retary FowLer. Well, you are wrong there, Senator, It really
oes. R
Senator MorToN. I guess it does. L VRS
. Secretary Fowwrer. It takes a long—a lot of work. :

Senator MorToN. But you have come up here with a statement that
a lot of people put a lot of work into and you, of course, approved
every word in it, and it does take a lot of time. .

I can remember when I served in the Department of State, my
boss, the late John Foster Dulles, used to have to come to Congress
often. He would go to the Foreign Relations Committee and he did not
need much briefing on that. He was at home in this area. :

But when he would come to this committee—well, take the Trade
Agreements Act, the so-called -reciprocal trade business when it was
up for renewal, I think three times.while he was Secretary, we had to
go through that. , T : » _ :

- I told him one morning, I said, we are going to win a motion to re-
commit in the House by one vote, and we did. - L o

In fact, if I could read a form sheet so well, I would have had Proud
Clarion.’ : e . ‘

[Laughter.] — o :

But the point is that he did not like economic 'business, he did not
like coming before this committee, because he did not feel at home in
it, and the time that we took—hours and hours—to brief him on the

urpose for which he was testifying before a great committee of

ongress. o
- Our late colleague on this committee, I remember, the Senator from
Nevada, kept him under cross-examination for 6145 hours without a
};reakglbemusa I was gitting there myself, and I got a little uncom-

m&v.'-‘.w‘_. o , . . ) i .

So you spend an awful lot of time, it seems tb me, on this debt ceiling.

-On interest rates, I think the country owes a little thanks to you and
to your predecessors. You could have done probably. a beiter job of
debt management if you did not have the restrictions that we put on
you by law, and that we, as Members of Congress, are responsible for.
. SecmtargFownm Thank you,Semator. -~ - ... = . . ..
" Senator SMaTHERS. Thank you, Senator Morton.

1
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Senator Hartke, it is your second round, and we hope this is an ama-
teur fight that doeen’t go beyond threerounds. -~ - o

Senator Harrxe. Mr. Schultze, I was out of the room, I apoldﬁ'u
when Senator. Metcalf aslted you for an answer to the question which
I previously asked about& the increase in taxes which was adopted
during the Korean war and the resulting effects of that. '

Can I either get it from the record, or can you give it back tome ?

Mr. ScHULTZE. Yes, sir. I read this to Senator Metcalf from the
wmn%:column, and this time I will read it from the right column.

- In fiscal 1950, which is the year that ended just as Korea started,

receipts, Federal receipts, were $36.4 billion. . ‘

In fiscal 1953, 3 years later, with two or three tax increases in be-
tween, revenues were $64.7 billion—an increase, in other words, of some
$28 billion, - .

Senator HArTkE. $28 billion.

Mr. ScaurTZE. Or 70 to 80 percent, I think it would be—close to
80 percent in 3 years.

ator Harrre. All right.
Mr. ScHULTZE. You have a combination of tax increases and buoyant

economy.

Senator Hartxe. All right.

But that was during a war period, right #

Mr. ScaurrzE. Correct.

Senator HarTkE. And now you are in a war period again.

Mr. ScruLTZE. That is correct.

Senator HarTee. And your anticipation would be, first, that dur-
ing a period of war that tgem would certainly be an increase to a high
level of governmental expenditures; is that correct? -

Mr. Scaurrze. That is correct, sir.

Senator HagTke. And if the degree of correctness of your estimate
is the same as the cost of the war in Vietnam for fiscal 1968 as it was
in 1967, the cost of the war in Vietnam would approximate $45 bil-
lion instead of your estimated $23 billion. Is that correct

Mr. Scuurrze. If you make that assumption, yes, sir. I do not
choose to make that assumption.

Senator HarTxe. I understand you do not.

Mr. ScauLTZE. Of course, I do want to point out and I have men-
tioned before in my testimony, there is, as you are aware, one major
difference between last year’s budget and this yeay’s budget in terms
of a reason for an increase. : -
- Last year the increase came about from two basic sources: one, an
increased level of combat intensity and troop strength; but, two, s
very large part of it arose from the fact that the 1967 bu was based
on the assumption of the war coming to a close by the end of the fiscal
year. The 1968 budget is not on that kind of assumption:

- Senator Harrer. Yes. This is a poirt of difference which, I think,
is very important because it also reveals a difference of pqchol:og
inside the g:wemmmt itself, and T am not saying this is your p.

lem. You have to deal with it just as Senator Morton indicated a few
moments ago, you have to desl with this problem. But this assumption,
as I understand, is based on a continuation of the war through all of

fiscal 1968.
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 Mr. Scaovrze. Well, the key goint, Senator, is that in the fiscal 1968
budget funds are provided to buy the leadtime equipment no mat-
ter how long: therleadtime.is. By that I mean for example, that for
aircraft, it provides for attritionto1969. .. . . . . T o
Senator Yes. But the point I am making is that this is
based on the assumption that the administration believes that this war

is ingcto continue. '
~ Mr. ScrULTZE. No, 8ir; no, sir. :

Senator HarTkE. It is either based upon that assumption or else—

Mr. Scaorrze. I want to be very careful.

Senator HARTKE. Let me reverse it for you. Where is it now esti-
mated, where is this secret estimate of the end of the war{ -

Mr. Scuurrze. There is none. .

Senator Harrke. There is none, right.

Mr. Scaurrze. Right. I am not 30 much in disagreement with you,
but I just want to make crystal clear what is involved.

The reason for making the assumption about the end of the war as
it was originally made in the 1967 budget was not a particular a.ssumi)-
tion with respect to a political or diplomatic assumption. Essentially
it was a budgetary control assumption because we were at the very
early phases of a m’ii.d buildup.

Senator HarTKE. Yes.

Let me ask you, was-that made by you independent of the adminis-
tration ¢ )

Mr. ScauvLtze. No, sir. :

Senator HarTkE. Wasn’t that assumption made upon the basis of
information which was submitted to you by the Defense Department ?

Mr. ScaurTzE. Yes, sir. - ' :

Senator HarTkE. And now what you are saying is in the same

cate , right #
hﬁo?cnt%m Yes, sir.
Senator Hartke. All right. -

"~ All T am saying to you, quite honestly and factually, is that on the

basis of the same situation th#s budget is based upon assumptions and

information submitted by the Defense Department, right?{ :
Mr, Sorurrze. Correct, that is right. .

- Senator Harrke. Which estimates this war on & continued level—
Mr. Scavvrze. Which provides—— : .
Senator Harrge. Which provides—all right—for a continued level

for the war all the way to June of 1968. ! ‘

r. ScavLrze. Yes, correct.
So if the war continues—— : :
Senator HarTxe. It is not based on any if; it is based on the assump-
tion that the war is going to continue. o ,
Mr. Scuurrze. Senator— < °
Senator HarTrEe. I am advised dollarwise it is, sir.

“ Mr. Sorurrze. Dollarwise that is quite correct, sir. : -~ -

* Senator HagTke. We are not in the military end of it.© < * -
Mr. ScauLTZE. Quite correct. -/ 7ol oot bl
Senator Harrge. But dollarwise.  : - S M
So now I want to come back with tlis: You indicated previously

to me:that the cost of the war in Vietnam was not based upon any

substantial increase in personnel.
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. Now, in. answering Senator. Carlson’s c}uestlon, L beheva, it, was
stated that thip is bnsad n the present level of personnel

. Mr. Scauurze. It was. To put it another way, last January it was
based upon & modest mcrease in. the number of troops—-a modest

mcreaso. i
Senator Hurrxn. But hased upon the number of peOple there at t.he

praeent time.

Mr. ScaULTZE. Well, it allows some flexibility. ,

Senator HarTxx. But 1t certu.mly i8 not based upon an mcmase of
130,000 troops. :

Mr. ScruLrze. That is correct. ) : '

Senator HARTER. A5 requested by General Ky.

Mr. Scauvrtze. That is correct.

Senator Hartee. My own opinion is it General Ky Wants to be
his country’s George Washington, let him lead the troops as
Washington did; let him le them up Hill 877, and maybe we will
thmtll:a twioe about that. But I am not gomg to ask you to pass ]udgment
on that, ,

_ Has this taken into consxderatlon any increased costs which may be
resulting to the United States because of the Middle East situation,
and the requirements that will probably be neceesuatad to provxde
for additional aid to the Arabs?

b ?it[r ScruLrze. There are, of course, no such assumptlons in. t.hls

udget.
Senator HartkE. So if there is any decision made in that ﬁeld tlus
also is g ing to add to the deficit ; isn’t that correct ? -
cHULTZ. If 80, yes, sir. ‘

Senator HarrrEe. Now, to come back to the tax increase agam, if you
do not receive the tax increase, there will be no possible delaying effec-
tive date in an additional deficii amount of $2.2 billion. Isn’t 1t true
that your own estimate is that the 6-percent surtax was bo brmg an
annual increase for fiscal 1968 of about $5 billion? ..

Mr. ScaULTZE. Yes, sir; $4.7 billion for that, plus 8800 million for
an associated soceleration in corpomtlon tax co ectxons. The estunate
is $5.5 billion for the total package. -

Senator Harrxe. $5.5 billion for t.he total package, and if you do
not receive that, that additional amount, aoeordmg to your estlmate,
hasto be added ; is that correct ¢ - : G

MrScnvnm.Thatmcorrect : ',_..««t:f-,

Senator Harrke. All right.

Secretary FowLzr. It would be $5 5 bllhon minus the $2.3 bllhon we
have taken into account, or a net additional shortfall of $3.3 billion.

Senator Harrke. Yes; all right. Now, let me take one other factor,
the participation certificates. According to this legislation, as I undet-
stand it, we are going to include in the budget t.hepamcapatnon oemﬁ
cates for 1968; is that correct ! .

Mr. ScruLTze. Not quite. x’I’he leglslatlon provndw the FNMA. ‘&r
ticipation be included, and that means the §4 bxllxon of the $5 bi
which would be issued by FNMA. ...

SenstorHAmx.Andtheotherslbﬂlion? z ST

. Mr, Scavrrze. Is Export-Import Bank, -,

; ":Senator Harrx. And those aré not to be mcluded is that com'ect!
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Mr. Scaurrze. That is correct. ' .
~ Senator Hakrke. Also, you are not going to revert back to include
the $7 billion in participations which have previously been issued; is
that correct? . { - o

Mr. ScaULTZE. That i8 correct. - : .

Senator HArTe®. In other words, those will still be left outside——

Mr. Scaurrze. The debt limit.

Senator HarTkE. Outside the debt limit.

Mr. ScauLTZE. That is correct.

Senator HarTke. And it does not include some $1 billion-plus in
participations estimated for fiscal 1969 ; is that correct ?

Mr. ScauLTz. Well, no fiscal 1969 number has been put together.

Senator HarTke. I understand.

Mr. ScHULTZE. It applies to those issued in 1968.

Senator HarTkE. That is exactly right.

What you are saying is that you are going to include $4 billion out
of $5 billion in 1968; you are not going to include any in 1967 and you
sre notsgoing to include any in 1969.

Mr. ScauLTZE. That is about correct.

Senator HarTke. It is about like the on again, off again tax credit.

Mr. ScauLTZE. Well, obviously, this is something we did not ask for,
but I think the reasoning of the committee was that, as ycu know,
there is a Budget Concepts Commission now considering these mat-
ters, and—I really should not try to get behind the motives of the
House Ways and Means Committee—I think essentially they were
doing this on a temporary basis. In any event it is something we did
not propose, but was added by the committee.

Senator Hartre. All right.

Now to come back to this question of tax increases, since you have
been in the Pudget Bureau, how many tax decreases have there been ¢
Perhaps the Secretary of the Treasury will want to answer.

Mr. ScauLrz. Two or three.

Senator HarTrE. Since the Korean war—I do not really care who
answers it, and if Fred wants to answer it, that is all right, too—
since the Korean war, how many tax decreases have there been ?

Secretary FowLer. There was a substantial one in 1954.

Senator HarTke. Right.

Secretary FowLer. ’%here was something later in the fifties but of
a relatively minor consequence, if any at all. Changes were made in
the Revenue Code. How they added up I do not recall, but it did not
amount to a substantial change. '
. Then there was the Revenue Act of 1962, and a significant chan
in the revenue that was a consequence of the liberalization of the de-
preciation procedures administratively taken in 1962.

* Senator HarTe. Right. : :
.Secretary FowrLer. And there was the Revenue Act of 1964, the big
bill, and, finally, the Excise Tax Reduction Act of 1965,

Senator Harrke. For the record now, I would like to have put in the
record the figures for increase in revenue which occurred to the Treas-
ury following each one of those tax decreases. - .

ere was an increase in revenue in each case, there is no denying

that, is there ?
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Secretary FowrLer. In the use of the. 1962-65 actions; edv
+ (Theé Department of the Treasury subsequently supph the follow-

ing information:) . .

There have been two major tax reductions since 1951 The first was the
series of tax actions taken in 1954 which reduced taxes by ;74 billion (as
estimated at time of legislation). Most of the reduction affected income taxes
effective January 1, 1954. Excise taxes were reduced $1.0 billion effective July 1,
1054. Administrative budget revenues and expenditures beforve and immedi-

ately after the tax reductions were:
[In billious of dollars]

’

Fiscal year

1983 1964 1985 - 1966
Individual fncome tax. ..o il 30.1 20.5 28.7 32.2
Jon inooMme taX. ... 21.2 21.1 17.9 C20.9
E 08, . e cc—emecccscacemeemamcaaean—n 9.9 9.9 9.1 9.9
[ R 3.8 3.9 - 4.5 48
Total récelpts. . - oo iicccecaccean 64.7 684. 4 60.2 67.8
Expenditures. .. ... ccecicccans 4.1 67.3 64.4 64.2
Surplus or deficit (~).cceraeencicrommnicneamaaaas -0.4 -3.1 —4.2 Lé

During this period expenditures were also reduced. Administrative budget
expenditures declined from $74.1 billion in fiscal 1953 to $67.5 billion in 1954
and further to $64.4 billion in fiscal 1955. They increased to $66.2 bllllon in

1956.
As a result of these actions the 1958 deflcit of $9.4 billion was reduced to $4.2

billion in 1955 despite the $4.5 billion decline in revenues.

On a national income budget basis which is more comprehensive than the
administrative budget and eliminates some of the collections lag, receipts and
expenditures for the period before and after the tax reduction were:

[In billions of dollars]
Calendar year )
1063 1064 1965

Receipts: ¢
Personal tax and nontax paymenta .............................. 32.2 20.0 3.4
rate profits tax accruals_ ... e 19.3 - 17,0 2.6
Ind rect business tax and nontax accruals. ... ... __....__. 10.9 - 9.7 10.7
., Contributions. for social insuyrance... ... ... . ... 7.4 . 8.1 . 9.3
Total FOCOIPE. . . - eeeeemeceneemecemenennenmemannn emeans 70.3 6.8 | 721
Expendlmm ................................................... 7. 007 68.1
Burplua or deﬂclt [ -7.0 -85.9 4.0

Thus, administrative budget receipts declined for two fiscal years after the
11954 tax reductions. The NIA receipts declined sbarply in calendar 1954 but rose
u 1955.

The second major tax reduction program was commenced in 1962 ’l'he most
important part was the 1964 Act which, in two steps effective in 1964 and 1965,
reduced income tax liabilities by $11.5 billion. The program included the Revenue
Act of 1962 which provided for the investment credit with structural revenue
raising provisions offsetting most of the cost of the investment credit. Further
actions were the liberalized depreciation guidelines by administrative regula-
tion (tax reduction of $1.3 billion) and the Excise Tax Reduction Act of 1965
effective for the most part on July 1, 1865. It was estimated that excise taxes

-4 ot
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would be reduced by $2.2 billion in fiscal 1966. Administrative budget recelpts
and expenditures before and after the tax actions were: . .

N 0

[In billious of dollars]
Fiscal year
1962 1963 1964 1965 1966
Reeeipts':

. Individusl income tax. ...coooooe.o.... 45.6 47.6 48.7 48. 8 55. 4
Corporation fncome tax................ 20.5 21.6 123.5 125.5 130.1
Excise tax08. ... comciciciciicenane 9.6 9.9 10.2 10.9 9.1
Allother. .. o ecaemcaecacn-s 5.7 .3 7.1 7.9 10.1

Total'receipts ..o ceueao ... 81. 4 86. 4 £9.5 83.1 14.7
Evxpenditures.. . .. .. .............. 87.8 92.6 97.7 96. 5 107.0
Surplus or deficit (=) ... ceoeoooos —~6.4 -6.3 -8.2 -3.4 -2.3

1 Corporation income tax receipts wWere increased substantially by the acceleration of corporation tax
payments under tho 1964 and 1968 tax legislation.

The national income accounts budget shows the following:
{In billions of dollars]

Calendar year
1961 1962 1963 1964 1965 1966
Receipts:
Personal tax and nontax
payments. .. ........... 4.7 48.6 51.8 43.6 54.2 61.9
Corporate profits tax
................. 21.8 2.7 2.6 26.5 0.1 37
Indirect business tax and
nontax accruals. . ._..... 13.6 14.6 15.3 18.2 16.8 15.9
Contributions for social .
insurance............... 18.2 2.5 2.1 2.9 %.8 33.0
Total receipts........... 98.3 108.5 114.5 |- 115.1 124.9 142,5
Expenditures_.__._........ 102.1 110.3 113.9 118.1 123. 4 - 142.2
Surplus or deficit (—)... -3.8 -3.8 o7 -3.0 1.6 .3

It will be noted that the changes in the Federal Government’s net surplus
or deficit appear similar in the two periods immediately affected by the tax
reductions of 1954 and 1964. The fiscal 1953 deficit was reduced from $9.4 billion
to $4.2 billion in 1955. A decrease of $4.1 billion occurred from 1963 to 1966,
But the 1953-1955 reduction reflected decreases in both receipts and expendi-
tures whereas the 1963-1966 change resulted from an increase in revenues larger

than the increase in expenditures.
On an NIA basis the Federal Government deficit was $7.0 billion in calendar

1053. A surplus of $4.0 billion was realized in calendar 1955. In the period af-
fected by the 1962-1965 tax actions the net budget result changed from a deficit
of $3.8 billion in 1961 to a surplus of $03 billion in 1966.

Senator HARTEE. Yes.

Now, my own view is that if you increase these taxes there is no
assurance under the present sluggishness of the economy that you are
going to have any tax revenue increase whatsoever. That is why I
wanted to bring all these figures back to see where they are going.

Let me ask another question related to that which Senator Williams
raised. In 1958 the then majority leader, now President of the United
States, resisted an effort by the Eisenhower administration to do what
Senator Williams has suggested—I think he has said he is going to
introduce an amendment to this bill to remove the interest ceiling on

long-term bends.
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In 1958, tho President resisted—the then majority leader, now
President, resis.ed—an effort by Presidént Eisenhower to do that.'

As I unde:stand, as Secretary of the Treasury, you feel that basic
philosophy is still one to be adhered to; is that correct § :

Secretary Fowrer. I would not recommend and have not recom-
mended that the 41/ -percent ceiling be removed. I have only recom-
mended, and feel that it should be modified, along the lines suggested
by the House to give additional flexibility at this particular time in
dealing with our debt management problems, and to enable us to
avoid a deterioration in the maturity structure of the debt.

Senator Hartke. Yes. But you still admit on page 24, and 1 quote:

But while rates have come down since last summer’s high point they are not at
a level that would permit long-term financing under the 414 percent ceiling.

Secretary FowLer. They are far away from that.
Senator E. They are not approaching that.

Secretary FowLEr. No, sir. )
Senator HArRTER. You said you would like to take some steps “even

if they are small-sized steps—on the debt structure problem while aim-
ing tx’),ward further progiess in reducing the overall level of interest
rates.

When you go out to borrow this money you have to compete against
private investors; isn’t that correct?

Secrem'ﬁfowm. Yes. You are in a large market.
Senator HArTkE. First, let us establish one other factor here.

On page 16 of the Secretary’s statement you come back to the con-

tingencies of $12.8 billion.

retary FowLer. Yes,
Senator HarTkE. And if you eliminate the $3 billion of normal con-

tingency there, we have these items left, including the latent real
effect of a surtax, which is in effect, a failure to come up to the expected
economic development contingency.

Secretary Fowrer. You mean item 2.

Senator HArTER. .Your shortfall in revenues.

Secretary Fowrzr. Shortfall in revenues. : :

Senator Harrxe. Is this not in effect, an implicit statement that the
economy will continue slu§g15h, is not that what it, in effect, meansf
- Secretary Fowrrr. No. I think the biggest element in the estimate
made by the joint committee staff is corporate incomg. .

As T understand it, they had better speak to you directly on this,
Senator, but I think they estimated considerably more of a fall off in
corporate income. R L S T

enator Hartke. Corporate revenue. Yes, all right.

. The next one is shortfall in the sales of participation certificates,
and hypothetical addition to defense costs of $3 billion..

I do not think there is anyone seriously contending today that $23
billion is a realistic defense cost for fiscal 1968 if the war continues on
:ngth.mg like its present level or if it escalates, and I am not going to

you to pass judgment on that because you are bound by thegefense
Degu;tment’s estu.natii. o LT ;

ut even assuming those figures are correct, you have an estimate o
$11 billion in a deficit by your own admission; 9 that correct
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- Secretary FowLer. That is correct. -
Semator And by these figures would add another $9 bllhon,
if these contingencies wonld develop, is that cormct? e

Secre Fowwren. That is correct. .. -

Senator HarTkEe. Then the so-called unthmka,b]e-——-—

- Seeretary Fowrzr. Wait a minute, Senator, because while pamclpa-
tion certificates count under the debt.limit, the act as gemad by the
House does not require any chan gmg in the accounting for. perticipa-
(tiwflil certlﬁcates d. That woul not be in addition to the so-called

eficit, - : TS 'l :

SenatorHAnm Dot.hata mforme. Co

Secretary FowLzr. The act dealing with the debt cmlmg tha.t places

the participation certificates issued by FNMA. under the debt ceiling
does not call for or require & changing in the normal accounting, and
ch the treatment of sales of t ose. cemﬁcates a3 revenues i they
are, in fact, sold.- -

Senator Harrxe. All rlght You are saymg in effect, I should re-
duce that $3.5 billion down—=that $20 billion down by $3.5 bllhon to
$16.5 billion.

Secretary FowrLer. That is correct. Coe

" Senator HarTEE. In other words, if these contmgencxes occur then
this statement by your account would have a $16 5 bxlhon dehcrt is

that correct !
Secretary Fowvrer. I believe ths.t is accurate if those cont,mgencles

occur. - -
Senator HARTKE, All rlght Which means again you are gomg to
have to really go out iri the marketplace for money.

- Secretary Fowrer, That ig correct. ° - v -

Senator Harrre, How ‘sgon do'you anblcipate that you mll have
to go to the marketplace for money now? -

retary Fowrer. Well; I will defer thxs to Seoretary Demmor
smce he has the schedule in mind better than I do.

Mr. Demine: We probably will be borrowing new money. As
know, Senator, we have bills maturing all the tlme. We “ouldy
going to the market in July." .-

Senator Harrke. In July. About how much? o

Mr. Demr~ng. We have not really come down hard on that yet. I

cannot give you an answer. -
Senator But 1t w111 be 8 substantlal amount W1ll it not?

Mr. DemIng. Yes. .

" Senator Hartke. If I estlmated ‘the amount at around $5 billion
am I very substantially. off 9 noTe ‘

Mr. Deming. Yes, sir.' '

Senator Hartxe. High or low?

! Mr. Demine. High, T think.
" Senator HarTkE. You think T am hlgh A hundred percent high?
"'Mr. Deming. Don’t pin me down, Senator I rea,lly would prefer

not to be pinned down. =~ ‘-

" Senator HarTke. All right. L :
You havea difficult time w1th all of these thm w1th the ti t money

situation which did exist, and with the possxblhty of tight money
-coming again. But what I want to come back to is thls When this bill
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was passed by the House, the administration and the President an-
nounced that it:was a demonstration of: fiscal responsibility on the
part of the House of Representatives. I thought that was a fine way to
put it, it increased the debt limit by up to whatever it was, as a demon-
stration of fiscal responsibility. .- .. ;. ¢ SR o

Now, in my view, and I certainly do not ask you to accept this, we
have had a mismanagement here, generally speaking, which, to some
extent, is not due to the Secretary or the Director of the Bureau of
tbeBudge&t Y th A . Y R

But some people are noté)laying completely fair with Congress and
the other departments of Government, which caused a %reat misman-
agement of the debt. For this reason, as much as I would like to endorse
the: position of the. President in rd to his opposition to removal
of this interest. rate, as he did in 1958 when President Eisenhower was
President and he was majority leader, I feel that there will be near
catastrophe for the Treasury unless this interest rate ceiling is re-
moved, use in my opinion, you are not going to be able to com-
piate with the better credit risks that are going to be in the market-
place.

You are going to compete with Standard Oil and Du Pont and
municipals, and you already have indicated that the interest rate on
long-term debt is not even approaching the 414-percent interest in-
crease. Therefore, although I plant to leave this evening, I intend to
join Senator Williams in his amendment to remove that limit, a move
which I think will possibly make it easier for you people to do a better
job, as Senator Morton has indicated. S

I would like to come back, Mr. Chairman, to one item, and I am sorry
Senator Morton is not here because he indicated that he had a copy
of the agreement which Ambassador Roth has— :

Senator WiLriams. I think he was 1t

Senator HarTkE. I want to clear the mw I just want to put
it in the record that if such copies have been available to any Members
of the Senate, they have been denied to the Senator from Indiana
although I repeatedly requested them, and the{éh:ve been denied to the
Senate Finance Committee. So if they have been given to any other
Member of the Senate, I think it is high time that we find outi and if
they have not, I think the record should be corrected accordinﬁr y-

gain I want to renew my request and urgently request the Secre-
tary of the Treasury not to implament, and to recommend against, the
promulgation of this antidumping provision untilesuch time as some

le have had a chance to read-it, review it; and possibly, approve
1t. But I do think it ought to be brought before this committee in view
of the fact that this is the direct responsibility of the Finance Com-
mittee. N C o

Senator SMaTHERS. The Senator has repeated his questions, so I
will repeat my answer, which was that the Ambassador, Ambassador
Roth had stated that he would like to come before the committee and
explain what they had done and achieved at Geneva, particularly to
go into details of the antidumping legislation. But. because of our cal-
endar over. here we had not been able to set a time for him to appear.

Senator HARTKE. I understand. = - C o

Senator SMaTHERS. We will ask him again. I am certain he will be
very happy to come and tell us what they have done.
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»' Sepator HarTge. Then I’ will assume that the acting chairman is
indicafing that it will be the position of the Finance Committee that
until such time as this has beent fully explained to the Finance Com-
mittee, and we have had a chance to examine it, that the Finance Com-
mittee will be on record as opposing its promulgation. " -
- Senator SmarTHERs. No. I think the Senator has taken up entirely
too much slack on that, coming to that conclusion.

The only statement that I made is thar Ambassador Roth stated he
wanted to come and explain it to us. He has been ready to come and
explain it to us. We have not yet given him an opportunity to do
that. He is standing by ready now,%l assume—and’ when I say now,
I have reference to Monday, Tuesday, Wednesday, sometime 1n that
area. But it is certainly not the position of tie acting chairman, I do
not think it is the position of the committee, that we are going to
oppose it, because we haven’t seen it. -

Senator Hartke. I understand. But I hope it is not the position of
the chairman that you are going to approve it without having seen
it, “ '

Senator SmaTHERs. No. We expect to have the Ambassador over and
%i)*e him an opportunity to tell us what has happened and just what
the antidumping provisions actually, in fact, do provide.

All right. If the Senator is througfl, Senator Williams.

Senator WiLLrams. Mr. Secretary, I just have a couple of questions

and I think we can be very short.
The House bill has a provision which would include participation

certificates sold in fiscal year 1968 as a part of the national debt.

If we extended that to include all certificates that were previously
issued, it would be a difference of about, FNMA’s would be approxi-
mately $5 billion, $4.8 billion additional: then, of course, if we put in
%l;% %z.zport-lmport Bank there is $2.1 billion, and it would be about

illion. o

Now, some of us feel that rather than do it piecemeal, we ought to
put all of them in. I realize it would have a $7 billion effect on the debt.

How would you feel about putting participation certificates which
are outstanding as of this date or which may be issued after 1968,
which would fill in the gap—how would you feel about doing away
with the gap, recognizing if we do that we would have to make an
automatic change of $7 billion in your figure, and we would have to be
willing to take care of that, too? ' )

Secre FowLer. Senator Williams, two observations. No. 1, I
have urged in my statement, as clearly as I can, that the House bill
be approved without modification in order to speed its way to enact-
ment. o
Senator WiLriams. I am not impressed with that because, despite the
emergency, we are still going to get you the bill, so let us discuss it on
1ts merits. ‘ ' '

Secretary FowrLer. Apart from that I have discussed this at some
leﬁﬁth before the House Ways and Means Committee, and I will be

lad ta provide a copy of my statement to members of this committee.
t is entitled “A Supplementary Statement of the Secretary of the
Treasury” and it is on pages 12, 13, and 14 of the House hearings.

Senator WirLiams. I have read it.
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Secretar%VFoma. June 30, it would drop back.
. Senator WiLLiaMs. It says ending on June 29.
Secretary FowLer. Yes. ,
Senator WiLLiams. But it drops back $7 billion. .-
_Forty-eight hours later on July 1, you could go back $7 billion
higher again, is that not correct? Each year you would have zigzag
every year for 48 hours; is that correct ¢

Secretary FowLgr. I think you are outlining a——

Senator WiLrLiams. Possibility.

Secretary FowrLer (continuing). Technical possibility which is not
practically feasible. -

Senator Wrriams. T a with you it is not. practically feasible, and
that is the reason I am talking about it.

But is this not the effect 1f we pass it as it is that we are making a
$358 billion permanent debt ceiling which will be the ceiling until
July 1, 1968, and beginning thereafter for 363 days in the year, we will
say 364 days in the year—no, it is 363 days in the year, because it is
June 29—you have got a dropbuck of $7 billion, say $7 billion on
July 1, and later, 48 hours later, you can go up and you have this 48-
hour dip in here for all time to come, assuming we do not change it.

My question is, Does that make sense ! Why not make it $365 biﬁ?on
and just shut up about it. :

Secretary FowLer. I asked for that originally, Senator Williams.

Senator WiLLiams. Thank you. And you would be delighted to have
it stricken out ?

Secretary FowrLEr. And the Republican minority opposed it and
voted solidly on the fluor against it.

Senator WiLLiaxs. Well, I suppose they were disgusted with your
opposition to some of their sound proposals.

ecretary FowLer., No. That was the only matter we were in dis-
agreement on. They applauded me on all other proposals.

Senator WiLiams. Then you will applaud me for offering this. I
am a Republican and roudy of it. I sometimes support you, because
sometimes you are right. You may be right other times when I am
wrong. But anyway, the point I am making is this: you would support
a proposal to strike out section 3 and to put it off and be done about it.

Secretary FowrLer. No, not at this time. I would have, and I did
make——

Senator WiLL1ayMs. You are opposing it now?
Secretary Fowrer. I would urge that the committee not amend H.R.

10867 even to embrace some of the recommendations previously made
by the Secretary of the Treasury in the House.

Senator WiLrLiams. Well, Mr. Secretary, I want to tell you I get
rather impatient with your coming over and askin% us to take, sight
unseen, a proposal from the House over a proposal that you made, and
then on another occasion you come over and you ask us to rewrite the
whole bill. ‘

I think if we are only going to accept that we might just as well do
away with the farce of the testimony on the hearings and the Senate
action.

But I am asking you, and I think you have stated, if I understand
correctly, you would rather have it that way, but you do not want
Congress to give it to you; is that correct, in the Senate?
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Secretary FowLER. I would like to have the bill, H.R. 10867, speedily
enacted to become effective. Then I would like to consider what other
matters the Congress wishes to consider in terms of improving the
other features covered in this area that are not adequately covered.

Senator WiLLiams. Well, you can get this bill enacted much quicker
if I can get an answer to the question I am asking. Would you support
striking out this section 3, which I think is a farce, and putting it u
to $365 billion over on the other side, give you the same answer an
cut out this farce of a 48-hour zigzag, or we have got a yo-yo tax pro-
gram, and we do not want a yo-yo debt ceiling ¢

Secretary FowLER. Not, Senator, with the knowl that there was
a solid minority opposition in the House, and that such a proposal was
defeated on the House floor by a vote of 210 to 197 just a few weeks
ago.
gSenator Werrrams. I will ask the committee to put in the report your

t respect for the minority’s position snd how you tried to support
it. I think you deserve it. They would appreciate your recognition of
their position.

Now, I have just one more question, but I do not want to——

Senator SMATHERS. You go ahead, Senator, and we will get to Sen-
ator Fulbright.

Senator WiLLiaMms. In connection with the ceiling on interest, and
this has exactly nothing to do with it, but speaking of the long-term
bond interest, is it not true that a part of the reason why the long-term
bonds, certain issues, are selling at lower yields is that the Treasury
has a policy where certain issues of low—they are low, most of them
are lo?w coupon rates—are acceptable at par in full payment of estate
taxes

I will cite particularly the 3s of 1995 which are selling around 80,
vielding 4.23.

Now, all other bond issues maturing around 1985 are yielding 4.79
to ) percent.

Irealize part of that would result from the fact that by having a low
coupon on these bonds, and selling below par thzir buyer, in effect.
is looking at it as a part of his interest as being, in effect, converted
tocapital gains. We know that. -

But. are there not certain of these issues which are also acceptable
at par in full payment of estate taxes? .

Mr. Deming. Yes, Senator; and that has some etfect on their price,
without any question.

Senator WiLLrays. Yes; I reulize that.

Mr. Desrixe. I cannot measure what that effect is precisely, but it
does have some effect.

Senator Wir.Liaas. It does have that effect.

Mr. DEMixnG. Yes,sir.

Senator WirrraMs. Does that not have this effect that—well, take,
for example, the 3s of 1995, is that not one of the issues that is accept-
able. in full par in payment of estate taxes?

Mr. DEMing. That isone; yes.

Senator WiLrLams. Yes; and it would mean that an elderly gentle-
man with a sizable estate can go out and buy these 3s at say 80 and, in
effect, he has got automatically under the law—there is nothing
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wrong with it, I am not saying that—a 20-percent reduction in his
estate taxes. oo S , - )

Would we not be better advised for the Treasury Department to
come up with a realistic evaluation of your estate tax policies, your

if we are going to have reductions in the rates—and I think
they should be seriously considered, perhaps favomblg-——why not do it
o not think the

in the rate formula, and let everybody have it? I

general puiic realizes that—this 13 available to the general public, if
they realize it but I do not think they do—a man age 75 or 80 can
today put part of his estate into certain type bond issues, and in effect,
get a 20-percent reduction in his estate taxes. T

I am just wondering if we should—not in this bill, and I am not
proposing it—but at a later date consider all of these factors? I am
concerned about the manner of using the estate tax rates as a method
of helping to reduce the interest rates on our Government bonds. They
have no connection whatsoever, in my book, and I think they ought to
be separated. : : '

I have been concerned about this rollover, these rollover proposals,
of the Treasury. I have discussed them with the Treasury Department,
and I will cite a specific example.

Your 21%s of 1972, which was sold 30, 40 years ago, you gave—
they were locked in as interest iates went—on that rollover where they
could roll them over 23/ percent with 8 years maturing 1980, you are
familiar with the issue, instead of 1972, but you gave them an addi-
tional rollover provision where 24 hours later, after rolling them over
234 percent, they could rollover 114s and thereby they could unlock
themselves from a 30-year 214-percent bond in 5 years by taking s
1-percent per year or five-point reduction.

The Secretary admits that costs a lot of money, and he said he could
not figure it. I might say I submitted that one 1ssue to the Library of
Congress. They say that has cost the Treasury Department over $500
milllon extra money. That was my computation first, and I submitted
it to the Library of Congress and asked them to check it.

But I think 1n the management of this debt, if we would do away
with this farce of interest ceilings and watch these rollovers a little
more carefully, I think we can save an awful lot of money.

Secretary FowLEr. For the record, Senator, the date of that issue
you just last referred to was back in the late forties, was it not?

Senator WiLLiams. The issue was in the 1940’s, and the rollover was
in 1950, 1951.

Secretary FowLER. Yes.

Senator WiLL1aMs. Yes, sir.
And in the rollover provisions because they were locked in until

1972 at a 215-percent yield, but by giving them the rollover, which was
interpreted in many quarters as stretching out the debt by 8 years, and
g:e);lmg an extra one-quarter of 1 percent, which I could say could have

rhaps justified, but the second clause in there, letting them
unlock themselves, has cost the Treasury over $1 billion, and that was
purely an administrative decision. It was before your administration,
1t was prior administrations. But I have never been able to under-
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I would say this, at the time I did not understand it. I remember
well Senator Byrd of Virginia seriously criticized the Secretary at
that time for that proposal, and raising a question as to the unnecessary
costs to the Government, and I will only say that his error vias on the
underside because it has cost us about between $900 million ¢ nd $1 bil-
lion in unnecessary interest.

I think that, by the same token—and, by the way, to determine this,
could you furnish to the committee the dollar amount of estate taxes
that were paid in each of the past 5 years through this procedure of
turning in these issues of Government bonds which could be accepted
at maturity, not the names of the people but the dollar amount that was
done, and in that way we could get an estimate a8 to the loss in rev-
enue, if you want to put it that way, that derived from the Govern-
ment taking these bonds in at par when, in reality, they are selling
around 80. Could you furnish that to us later?

Mr. Demineg. Senator, we will do the best we can on that. I assume
we have those numbers.

Senator WrLLiayms. All right, sir. Thank you.

(The Department of the Treasury subsequently supplied the follow-
ing information:) _

Readily available figures on the amounts of Treasury bonds accepted at par in
payment of Federal estate taxes would indicate the following:

Fiscal year 1062 e cccecmecee $183, 749, 600
Fiscal year 1963 _ e e 208. 797, 100
Fiscal year 19684 _ e ceacaeam 220, 000, 000
Fiscal year 19683 _ e ———————— 279, 524. 000

- -— 289, 923, 000

Fiscal year 1966 __ - e ———

These figures were put together as quickly as possible to complete the record
for the Senate Finance Committee Hearing on the Public Debt Limit. The Treas-
ury does not regularly keep figures on this basis, and more time would be required

to verify the data, or t» supply greater detail

Senator SMATHERS. Senator Fulbright.

Senator FuLsriGHT. Mr. Chairman, I do not know that I have any
searching questions. I am interested in the Secretary’s observation
of just what is the function of this debt ceiling.

Why do you go through this charade every year?

Secretary FowLEr. The main reason, as I have seen it and experi-
enced it, Senator Fulbright, is that it provides a forum and an oc-
casion for the Ways and Means Committee and, to some degree this
committee, to take an overall look at the Government’s financial re-
quirements, of their increase and development, and the lines that they
are taking, and give a kind of overall financial review.

We have in the last few years, Senator, also tried to provide such
a review to the Senate Appropriations Committee sitting en banc, and
the House Appropriations Committee just after the budget and, the
President’s economic pr¥mm is submitted. '

We follow pretty much the same process here in connection with the
debt limit of a general overall review.

I myself have never understood why it is necessary for us to go
through this legislative frocw of fixing a ceiling each year and, as
my testimony indicates, I think the time has now come when it would
represent & substantial improvement if we tried to fix a ceiling at a
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so-called permanent level which would be sufficiently far out to be
adjusted with much lesser frequency. - - '

enator FuLerieHT. I thought of this when the Senator from Dela.
ware said you were misleading the public. It does create an impression
that either this committee or even the Treasury has some control over
the budget. But it really does not, does it ¢

Secretaxg FowLer. No. sir. It does create that impression, and I find
it constantly difficult to explain to people who write in, and editorial
writers, that I am just spending money. All I am doing is trging to
borrow the money to pay for the bills that have been created by con-
ﬁrressional action through authorization, appropriation, and so-called

ack-door spending. - )

Senator FuLerigHT. I thought that was about the situation.

"I wonder if I might ask Mr. Schultze if he could estimate now how
much the Defense Department is going to spend in this fiscal year. .

Mr. ScHULTZE. Senator, combining military functions and military
assistance, which we normally do for this purpose, the budget car-
ried $73.1 billion. :

I indicated last month in my testimony before the House Ways
and Means Committee, and again here today, that barring major mili-
tary decisions in Vietnam which would change the assumptions on
which the budget was based, we may need three-quarters of a billion
dollars of leeway in that estimate. For conservatism we added that
three-quarters of a billion, so that I am up to $73.9 billion or $74 bil-
lion, barring major changes in military operations.

- Senator ¥uuBrIGHT. Is that for 1967¢
"Mi. ScHULTZE. For 1968.
" Senator FurerigHT. 1968.

Mr. ScauvTzE. Yes, sir. ‘
Senator FuLerigHT. Have you made any comment on Chairman

Mills’ statement of some time back that he could see the possibility
of a deficit of $29 billion over your estimates?

Mr. Scaurrze. Well, what that $29 billion consists of is taking the
$11 billion estimate which we presented to the House Ways and Means
Committee and adding in a number of contingencies, each of which
admittedly may be possible, but it is very unlikely that all of them
would, occur at once. '

The $29 billion comes from taking the $11 biilion that you start
with: Assume no tax increase and you add $514 billions; assume no
sales of participation certificates and you add another $5 billion. That
gets you up to $2114 billion. -

Then you add another $214 billion for a possible shortfall in reve-
nues, because the economy might be more sluggish than we estimated,
and that brings you up to $24 billion. Then %e added another $5 bil-
lion as a ible add-on in defense expenditures, which got him to
the $29 billion. peot o S ' !

One has to say that each one of these contingencies is certainly s
real contingency, but it is very unlikely they will all occrr at once.

"Senator Fursrient. In: the Defense Department’s budget expen-
ditures, does the Budget Bureau really have any control over thatt
Do you examine their budget the way you examine domestic budgetst

r. ScHuLTZE. ‘We do examine their budget, but in a different way
than we examine other budgets in particular,
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In the case of the civilian agency budgets, there is a formal sub-
mission to the President throu iethe Budget Bureau, and the Budget
Bureau then makes recommengations on the basis of that formal one-
shot submission, if you will.

- With respect to the Defense Department, however, we have followed
the practice for the last, at least the last, 6 years—I am not sure how
different it was under the Eisenhower administration—of jointly
participating with the Secretary in his review of the services’ budgets.

Senator FoLsricHT. Dou you exercise or attempt to exercise any
judgment as to the wisdom of any particular programs in the Defense
bepartment ¢ :

Mr. ScauLrze. We do, sir, and this obviously varies from situation
to situation. Yes,sir; we do. '

Senator FuLeriguT. What I have in mind is, I have had some letters
about social science research projects sponsored by the Defense De-
partment. Are you aware of those programs?

Mr. Scavrrze. Well, I know that the Defense Department sponsors
such projects. I am not aware of the specific titles and subject matter.

Senator FuLsricHT. They do not tell you what they have in mind
when they go out and institute a Camelot program in South America,

do they ¢
Mr. Scuurrze. In that particular case, no, sir. I think I would

have——

Senator FuLerigHT. Not any. Aren’t there a great many similar
projects? g
. Scuurrze. Oh, yes. There are a great many projects, sir; but
not necessarily similar. What I was going to explain on this was that
in reviewing the Defense budget one of the items that is reviewed is
theresearch budget. - - ‘ '

Senator FuLsrIGHT. Yes. .-

Mr. SceuLTzE. We do review it.

Senator FuLriGHT. You review it ¢

Mr. Scaurtze. We do, sir.
Now, this does not mean, however, in a $7 to $7.5 billion research

budget, we examine every one of the thdusands of individual items
thatareinvolvedinit. ° - - e
Senator FuLsriGHT. You do not attempt to analyze them and say
that this is entirely unrelated to defense matters,doyou? )
Mr. Scaurrze. Well, let me put it in a more general way, Senator.
‘We attempt, as well as we can, attempt to exercise our judgment in
terms of discussing with the Secretary his research budget, and there
are no restrictionson this. - T : '
In this particular case—
Senat;)r FuousrieaT. Did you approve the Camelot project or did
you not , ) ‘ :
- “Mr. ScaurTzE. To the best—— IR S
" Sens.tor FurerieHT. That is used as a sample, because there are many
otherssimilartoit. @~ - -~ 7 ‘ S
Mr. Scaurrze. To the best of my knowledge, we did not consider
that particular item. ’
" At the time when that was approved, I was not Director, and I do not
exactly know what went on. But I would guess— ‘ g
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" Senator FuLarieur. They still have projects similar to that which
are goin%on and, frankly, I do not approve of them. I do not think it is
any of their business to go out over the world and undertale social
science research projects. They are usurping, I think, jurisdiction not
theirs and if it 1s at all proper it ought to be under the State De-

rtment. But I do not understand this kind of proliferation of the

fense Department’s activities at all. : o

Mr. ScrULTZE. Senster, if I might add something on this, it is my
understandin¥ that the State Department is now reviewing and does
now review all such social science research projects.

Senator FuLsricHT. They review them after they get a complaint

from our Ambassador in the various countries, and then they disavow

them. But I understand they are still carrying them on.
I wonder if you could tell us what the ebjective of this kind of re-

search is ¥ What is the purpose of that type of research into the pessi-
bilities of develorment of secialism within a country, or what the atti-

e of a given foreign country are toward reforms with-.

tudes of the peo )
in their liticaY and social structure ? Why is the IDefense Department
doing it ? If it is submitted to you, I wondered if you could give us any
light as to why the Defense Department undertakes this kind of
activity.

Mr. gcm:rmzn. Senator, in order to do that intelligently, I sure would
not want to do it off the top of my head, as would be the case if I at-
tempted to answer you other than for the record.

I would be glad to furnish you with an answer. But- to be quite honest
with you, I would net be able to formulate a kind of honest, reasoned
opinion scratch right before this committee, But if you wanted {
would be glad to look into it. . :

(The information referred to had not been received as press time.)

Senator FuLerioHT. The truth of the matter is that they would think
you would be presumptuous if you ever questioned it. : .

Mr. Scaurtze. No, sir. I donot agree with that.

Senator FuLarieHT. Have you ever questioned it ?

Mr. ScHUuLTZE. On & question of that particular nature, since I have
been Director I do not recall a specific instance But to generalize that,
to say that questioning any of their projects would be considered pre-

sumptuous, 18 quite incorrect, Senater. . - :
Senator FuLBrIGHT. 1 ran into on:cf)rogmm where the Air Force
sponsored at considerable cost n research project about the progress of
communism in Latin America. ¢ "
What does that have to do with the Air Force? When I first asked
General McConnell about it, General McConnell said that could not

be so. :
" About 3 hours later he called wp and said, “I was mistaken. I was not
aware of it.” " ,

When he first heard of it he thought it wasabsurd. But after he con-
sulted Mr. Brown he felt this was in accord with the Defense Depart-
ment procedure. But to have the Air Force go out and making research

-Rti?jetc;s about the progress of communism in Latin Americn seems
silly to me. ;

- Mr. ScaurrzE. Well, Senator, without attempting at this stage to get
any kind of a definitive statement. on it, I would say tiais. One has to
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be awfully careful about looking at the title, just the title of the re-
search project, and making a judgment. ]

Every once in a while I pick up the Congressional Record and see a
lot of fun made about weird-sounding titles for research projects, and
I will admit in some cases fun ought to be made. _

But in other cases, investigation does indicate there is a real connec-
tion which is not apparent from the title. ,

I have no knowledge of the particular Air Force project you are talk-
ing about. To the extent it relates——
m%emwr FuowerigHT. I hoped you would. But it seemed to me some-
body besides the Defense Department ought to know about it.

Mv;'. SceuLTzE. Well, the State Department does, Senator, under the
procedure instituted after Camelot.

Senator FuLsriGHT. I do not believe they do. When it turned up in
Chile, our Ambassador was taken by surprise, Mr. Dungan. It was all
in the paper why he was so surprised. If the State Department had

been apprised—— ,

Mr. ScaULTZE. I say since Camelot the procedures have been es-
tablished to do that.

Senator FuLeriGHT. I would like proof of it. I do not think they do.
The Defense Department does as they please.

Mr. ScauvrrzE. No, sir.

Senator, we obviously disagree. I just do not agree with that.

Senator FuLsriGAT. What about these, do you have anything to do
at all or do {g: review, the program of education of the American peo-
ple by the Defense Department, their %rogmm of sending out blue
teams and red teams a.ns white teams, to brainwash the American peo-
ple? You do not have anything to do with that, do you? You do not
pass upon it. If you did not approve of it, you would not have an oppor-
tunity to say, would you?

Mr. Scauvrrze. Senator, 1 may have to confess the fact of not having

d upon every item in the Defense budget. I clearly confess that.

But T will not accept the indication that the Secretary of Defense
considers it an intrusion upon his prerogatives in any sense to have
the Budget Bureau question these items. To the extent that we have
not done so, that is a matter of, perhaps, fault and judgment, but it is
not & reflection of the fact that the Secretary of Defense will not discuss .
these or submit them for review.

Senator FuLeriGHT. I was struck by the contrast of the meticulous
eare with which you go over some little program of some $100,000 in
Arkansas for a sewer project, and how careless, now free the Defense
Department has gone, how much money they have to go and investigate
something which has nothing whatsoever to do with defense. It makes
a great contrast, and it is not very encouraging to those of us who are
interested in the development of our own country.

Mr. Scrurrze. Well, Senator, far from wanting to claim any kind -
of perfection or infallibility with respect to reviewing the defense
budget, we do get into these matters in some detail, although in some
cases, clearly more than others. T mean I cannot say it is even across
the board. It is not. It varies. ,

Senator FrLeriGHT. I have great sympathy for your position. I do
not think they would allow you to interfere with their program of

research.
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Mr. ScruLrzE. Senator, I am sorry to keep coming back to this, but
that is just not correct. It does not necessarily mean we are going to
agree,don’t get me wrong. T

Senator FULBRIGHT. [I]%o not believe you even know about it, but I do
not think they would be very pleased if you tried to inform yourself
about them. o

Mr. Scaurrze. Well, there are obviously situations in all depart-
ments where agency or bureau heads are not the happiest people ir. the
world when the Bureau looks into them. But there is nothing peculiar
about the Pentagon in that respect.

Senator FoLsrigut. Well, it is peculiar in that you said $74 billion,
and that is what percent of the total budget ?

Mr. Sciurrze. On an administrative budget basis about, not quite,
55 percent.

enator FoLeriguT. Fifty-five percent.

Ten years ago what percentage was the military of our total budgett

Mr. gcum,m. Ten years ago?

Senator FuLsricHT. Roughly.

Mr. ScauLTzE. Probably 50.

Senator FuLsriaHT. Fifty.

Mr. ScauLTzZE. Ten years ago, probably 50.

Senator Fusriart. Total bu get 10 years ago was not as much as
the defense budget is this year, was it

Mr. Scirontze. Maybe it was a larger proportion then. If I can have
just a second I can give you that number.

Senator FULBRIGHT. %V'hat was the total budget of 10 years ago!

Mr. Scaurrze. The total administrative budge

Senator FuLerigrt. It was less than $70 billion, was it not?

Mr. Scnovrze In fiscal 1967—— '

Senator FULBRIGHT. 1957.

Mr. Scuuvrtze. In 1957 rather, the total administrative budget was
$69 billion.

Senator FuLericuT. Less than defense is this year, is it not?

Mr. Scuurtze. That is correct.

Of that $69 billion, defense was $38 billion; in fact, nearer $4
billion out of $69 billion, including military assistance, so it wasa
higher proportion then than it is now.

enator g‘ouuuou'r. But absolutely it is—

Mr. Scaurtze. Of course, we understand. e .

Senator FuLsricuT. And you would not want to prophesy that it
would not be $100 billion in another 2 years, would youf

Mr. Scuurrze. I would not want to prophesy.

Senator FuLeriGAT. You would not want to guess at that?

Mr. Scuurrze. No.
Senator FuLeriGHT. It just seems a shame that we are becoming the

greatest military power in the world, the greatest military power the
world has ever seen, and going down and deteriorating I(Yomestically
very rapidly. It seems a terrible way for us to be moving, a great peace
loving country. )
Mr. ScruLtzE. Senator, I do not know how long to prolong this
I think I take exception to the point that we are deteriorating domes-

tically.

t——
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. Senator FuLrrigHT. The only point I am making is that really the
defense budget is completely out of control, and that neither you nor
the Secretary of the Treasury nor the Congress is doing anything
about it.

Secretary FowLER. Senator, as far as the deterioration of the coun-
try is concerned, economically, all of the information and impression
that I have is that there has never been a period of greater, healthier,
and better balanced growth than the one we have enjoyed in the last
6, 7 years.

’ Sgnator Furericat. That only shows how superficial economics are,
at least our lacking in fundamentals, because I have never seen a period
in which crime, aﬁenation, disaffection, riots—last week, the week be-
fore last, in three States they had to call out the National Guard to
preserve order. I do not remember this being true at any time.

Mr. Scuurrze. Senator, I think you might, just as an aside, find
a little book by Ray Vernon, very helpful, called Myth and Mythol-
ogy with respect to this whole urban and social area where he points
out we do have rising crime rates, and we do have other problems like
this. But go back to the 1870's, and you will find large sections of
American cities in which the police never dared to go. They were
policed by vigilantes.

Senator FurLsricut. You mean during the period of Reconstruction,
well, during the Civil War.

I do not think the period of the Civil War was a period of greater
disorder than now. That is about the only period.

Mr. ScauLTzE. I am talking about the fast half of the 19th century.

Senator FuLsricHT. During the period following the Civil War.
But I thought we had gone a little further than that in the establish-
ment of law and order in this country.

I had a letter this morning from a man who was supposed to come
to see me, and he wrote a letter, from my State, and he said, “I am
sorry to report I didn’t get there. I was held up and robbed and I
was unable to get to Was%?ington.”

This is happening all the time.

Mr. ScHULTZE. Senator, there are indeed serious problems.

Senator FurerigaT. Mr. J. Edgar Hoover is a :zood authority, is
he nnt, that the crime rate in Washi n, D.C., last month was up 59
percent over the year before. I think it was in the paper a few weeks
ago. Does not this disturb you?

Mr. Scaurrze. Yes, sir. There are serious problems, and nothing
I meant to say would indicate to the contrary.

The main thrust I was trying to get at is that in the last 4 years, the
Federal Government has, I believe, moved vigorously in this area of
Improving educatio.n, and health, and in antipoverty activities. This
does not mean we are perfect, that all of these programs are perfect,
that they have licked the problem. They clearly have not. But if you
compare the last 4 years, you can see the recognition of the Federal
Governiment about the social problems which need to be licked. Look
at both the expenditures which have been devoted to this, and look at
the statistics with respect to the number of hard core disadvantaged
who have been trained: look at the number of poor kids who have been
aided ; look at the number of children who have gotten the advantages

N
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of health care as com to any prior 4-year period in our histo

and I think the socialp‘mdfcrmmt in terms of reoognm pfzmg these problegs’

;nlgl movi?g to meet them cannot be beaten in any tirie of history that
ow of.

All of which is not to say that we have answered the problems, that
they are licked, and that we do not have a lot more to do. But I do want
to make it clear—certainly in my own view—that this has been a pe-
riod, Vietnam or no Vietnam, in which there has been unprecedented
moving in the right direction. :

Senator FuLezignt. Well, 2 years ago the move was made, but
now it is being cut back. They are cutting back programs I am fa-
miliar with in my State. :

Mr. ScuuLrze. Well, Senator, when you look at these statistics on
the expenditures and programs in these social areas, they have con-
tinued to move ahead. L | .

Now, this is again not to say that they have been moving ahead as
rapidly as a lot of people might wish, that is clearly true. They are
rg:tk But they have continued to move ahead. They have not been cut

ck.

Senator FuremicHT. But at least we ought to move ahead fast
enough to keep peace in the country. I mean it is a disgrace to this
country when they are being afflicted with the kind of disorders they
are.

Mr. Scaurrze. I would suggest one of the major things on that
Senator, is passage of the President’s crime control bill which wi
help. It won't entirely solve the problem but it will certainly help it.
This is now up for consideration in the House, and I certainly hope it
passes. g

Senator FuLsrigHT. I am through. .

Senator SMaTHERs. Senator Harris has three questions.

Senator Harnris. I want to submit them, and you can answer them in
writing. / .

One, of course, I agree fully with Senator Fulbright that the t
amount of social research we are doing in foreign countries ought to
be under the aegis of a civilian and not a military agency.

We have been holding hearings in the Subcommittee on Government
Research which I head on this very subject, and you might take a look
at those hearings, but not for this particular bill.

You ought to submit to a memo of what review procedures there are,
central procedures, within the Bureau of the Budget to determine
what agency ought to be doing social science research in forei
countries with Federal money. Very little, if any, is being done by the
State Department or by AID or byr%SIA.

- The tremendous bulk of it is being done by the Department of
Defense which just, in spite of the very good Emcedures instituted
at Camelot, under the jurisdiction of Tom Hughes over in the State
Department, still furthers the militaristic image of this country. Se I
think you ought to give us some word about the procedures that are
in effect or might be put in effect to determine what agency will have
nsibility for Federal social science research in foreign countries.

The information referred to had not been received at press time.)

Senator Hagrris. Now, on this bill, to clear up the record, we n
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two things: one, the practical way that you would use this $7 billion
seasonal temporary addition to the $358 billion permanent ceiling, Mr.
Secretary. That was raised about how could you practically use that
with each June 30, where it would go back to the permanent limit of
$358 billion and I think you could say to us in writing how you will
usquat $7bFi}lion.' Y have figures that show the inflow of

Secretary FowLeR. Yes, we have fi t show the inflow of taxes
that begin on March 15, and April 15, that——

Senator SmaTHERS. Why don’t you put it in a letter to us?

Secretary FowLgr. Yes.

(The Department of the Treasury subsequently supplied the follow-
ing answer to the question raised by Senator Harris:)

Q. How would the seasonal $7 bil’ion addition to borrowing authority provided
in H.R. 10867 be used in actual practice?

A. Section 3 of H.R. 10867 provides that the permanent debt ceiling of $358
billion, set in the first section of the bill, would be enlarged, starting in fiscal
year 1968, by $7 billion during the portion of each fiscal year beginning in July

1 and ending June 29.
Technically, this would mean that the folowing debt limit prevailed, beginning

July 1, 1967

Billion
July 1, 1967 through June 30, 1988__ ___ ______ e _ $85K
July 1, 1968 through June 29, 1960__ e ———————— 33
June 80, 1900 _ e ecccccccccme e e 358
July 1, 1969 through June 29, 1970, _ . . _ . 365
June 80, 1870 - - oo - e —————— 358

And so on, with the limit returning to the $358 billion permanent level on each
June 30.

In practice, of course, the Treasury would not expect to issue $7 billion of
additional debt each July 1 and repay that net amount each June 30. Rather,
the $7 billion leeway would be uesd to accominodate the typical rise in debt that
must occur within each fiscal year for purely seasonal reasons. This seasonal
pattern follows from the fact that the Treasury collects 41 to 439 of its reve-
nues in the July-December half of the flacal year. Because of the scasonal dearth
of revenues, the Treasury generally makes additional temporary borrowings in
the first 6 to 9 months of the fiscal year and repays these borrowings in the last
few months of the fiscal year, when taxes come in heavily.

In arriving at a $7 billion figure for seasonal upswing within the fiscal year,
several different approaches could be used. Averaging out the past 10 or 15 years,
and working with the seasonal upewing or seasonal decline, one arrives at a set
of figures that cluster around $7 billion.

Quite typically, the Treasury's seasonal borrowing takes the form of tax
anticipation bills which mature several days after the major corporate tax dates
on March 13, April 15 and June 15, and which corporations may use in payment
of their taxes due in those months.

During fiscal year 1967, for example, tax anticipation bills were used as

fol!ows :

(I billions of dollars)
Tax anticipation bilis issued Maturity date
Date Amount Mar. 22, 1967 | Apr. 21, 1067 | June 22, 1967
30 20 LO | ...
. ¥ O 1.8 3.0
3. 3 PO PP .8
-5 g FUUSUOUUN RN 2.7
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Thus tax anticipation bills were issued from August through early March, in
the total amount of $10 billion, and then gradually repaid from mid-March
through late June. All of these bills have now been repaid. L .

* This 18 not to say that seasonal borrowing would necessarily take the form
of tax anticipation bills, but certainly that is a typical form that it might well
take. Nor.would the $7 billion seasonal debt increase necessarily be an upper
limit on the volume of tax anticipation bills outstanding. For instance, one could
imagine hypothetical circumstances in some future fiscal year where March 14
‘there was a total debt subject to limit of £363 billion, incluging &10 billion of
tax anticipation bills. By June 30, in that same hypothetical year, the $10 billion
of tax anticipation bills might have all matured, but the Treasury might in the
meantime have borrowed $2 billion in some other form such as Savings Bonds
or special issyes held by trust funds—leaving the June 30 debt subject to limit
‘at $355 billion. . R S

_ Senator Harris. The last thinf is to spell out a little more than you
do, your answer to the several ways in which this bill might be
amended. We ought to strike that portion.having to do with the
FNMA participation certificates; we ought to strike section 3, and we
ought to raise the debt limit to $365 billion. But I think you ought to
spell out the practical effects of going past the deadline were we to
amend it here, go back to the House, what the practical effects would

:be if we go past the deadline on the existing temporary limit on the
debt ceiling. ' L
I think you can do that in writing and you can compicte this record.
. Secretary FowLER. Senator, T think it i1s important to complete the
record on that, and I have limited my comments in the statement, in
the interest of time, to just a generalized statement, that we could not
meet the debt that actually matures. First, we would have to stop sell-
ing savings bonds as of July 1. There are 9 million people who are on
rfﬁular payroll deduction plans, and there are many, many other
oulets, and this would be a major dislocation of this very excellent

program.
Secondly, we would be unable to meet the debt that matures or to

pay the bills after July 12. '
Now, the House committee report on H.R. 10867 spells this out in

some detail on page 7, but I would be glad to submit an analysis of

this. ‘

_ (The Department of the Treasury subsequently supplied the follow-

ing material:) : :

Q. What happens if the debt limit is not raised by July 1? .

A. If the debt limit is not raised by July 1. the limit drops back to the permanent
level of $283 billion, compared with an actual debt that iffexpected to be about
$327 billion on that date, The Treasury will then be able to issue no new debt,
either to raise net additional funds or even to refund maturing issues as they come
due. -

An immediate casualty—starting July 1—would be the national savings bonds
program. There are more than 9 million persons who regularly buy savings bonds
on payroll savings plans, and no new bonds could be issued to them. This program

-is a major national asset, not only to the individual savers but also to the Govern-
ment in ity efforts to promote sound financing of the debt. There is now $50.7
billion outstanding in savings bonds—or nearly one-quarter of the debt in the
hands of the public. It would be most unfortunate if this on-going program were

:to be disrupted in any way. . .

. Current projections of the Treasury cash position suggest that the Treasury,
on June 30, will have close to $7 billion in its depositaries—commercial banks and

‘Federal Reserve Banks. That supply of cash would not last long if the Treasury
were unable to borrow after July. Merely to repay maturing Treasury bills during
July would use up $10.7 billion: $2.8 billion on July 6, $2.3 billion on July 13,
$2.3 billion on July 20, $2.3 billion on July 27, and $1.5 billion on July 31.

2PH

e
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In the normal course of events, those bills would be replaced with new issues of
Treasury bills as they came due. But if the Treasury cannot issue new debt, then
the issue of new bills would not be possible, and that would drain the limited
cash supply very quickly. - - : - - k .

Repayment of one or more bill issues would be a disruptive influence in the
financial markets, disturbing the smooth cycle of bill refundings that has been
developed over the years. Customers who cannot buy bills may make other invest-
ments and it could be costly to win them back. If $2.3 billion of bills were repaid
out of cash held at the Federal Reserve this could flood the money market with
reserves, creating difficulties for the IFederal Reserve. But the more difficult prob-
lem would be to restore weekly bill issues that had been skipped. once the debt
limit permitted this. To restore these bills while at the same time borrowing
seasonally large cash needs could be a very costly process. : -

In addition, July is a month when expenditures typically exceed tax receipts.
The net outpayment would be expected to be about $4 billion in July 1967.

A day-by-day projection of the net cash outflow, reflecting both the repayment
of maturing debt and the excess of current expenditures over receipts, would run
as follows during July: (The figures are cumulative, in billions of dollars).

July: July—Continued
SR, $0. 432 [ 1 S0k R, 357
S, 1. 256 b ¢ 8. 247
S 4. 230 . | 10. 236
R 4. 654 2 9. 741

B 4. 728 24 e 9. 698
b 5 O 4,746 | 2B 9. 842
b 5 SRRSO 4. 739 b S 10. 051
18 7.290 1 (N 12, 558
b T S LU 7. 665 . 12. 929
B O 8.071 .3 14. 850

Under these projections, a starting cash balance of under $7 billion, would last
only through July 12. On July 13, the Treasury would not have enough money to
pay all the maturing Treasury bills or to mieet current expenditures. On sub-
sequent days, as tax payments came in they could be used to make partial pay-
ments on maturing Treasury issues or to meet a fraction of the current Govern-
ment outlays, but it could be only a smal! fraction. And by that time the disruptive
effects on the economy might be such that tax monies were no longer flowing in on
schedule. : :

The expenditures that could be affected by the exhaustion of Treasury cash
run the full gamut of Government outlays.

For example, the list would include—

Paying for defense supplies;

Paying for our Arined Forces;

Paying Government civilian employees;

Federal payments to states;

Payments to farmers ;

Pcusion payments for veterans, Social Security recipients, civil service
retirees; ' : : : .

Medicere payments;

Unemployment benefits.

It may be asked how trust funds such as Social Security or Unemployment could
be affected by cash dGepletion, since these paywments are made out of trust funds.
But if the Treasury had no money to redeem the special issues held by the trust
funds then money would not be available for beneficiaries. Some of the trust funds
also hold marketable Treasury securities, but it is not certain that otber buyers
would be willing to purchase these securities if there was a question about the

Treasury being sble to repay its obligations at maturity.
In short, it is fair to say that financial and economic chaos could be the result

of failure to take timely action on the debt limit.

Let me say that this is the overriding reason that I have taken
the liberty of wurging the Senate in this case not to work its will in
mmor amendmen:s even though I might prefer some of them to the
present bill. I vrould much prefer that this bill be signed and become
law before next Friday, in the interests of orderly financing and
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management of the debt and handling of the financial affairs of th-
Government and avoiding dislocations in the markets, that would ke
served by prompt enactment of this bill. wgp

Senator gleB.lB I quite agree. But 1 just wanted to complete thy
record, since there are amendments that we would like to offer. -

For example, the amendment having to do with aid to dependeié
children of unemploged parents. That law is gomg to expire—the one
gassed in 1962. It affects mﬁ' State, and it affects a many othee
. States. This would be, all other things being equal, a very good vehicly
to attach to that.

Secretary FowLer. Senator, with all due respect, let me just plead
with you that you forego at this time on tkis bill adding nongermane

amendments, or even germane amendments, because the time is awfully
short to go to conference if you make any changes at all, and to go
back with a conference report to the two Houses. I have just come
through an experience in which a bill that even Senator Williams
wo:x)l‘:f seam to support, has been rejected by 210 to 197 not more than
3 weeks ago. Don’t put us back through that meat grinder again or
elsa we will be beyond a reasonable date, and I know the Congres
wants to go home for a vacation.
When it comes back on July 12, I will have a sign out on the
Treasury Department “Out of Business,” if the bill is not passed.
Senator nguns. I think that is correct. :
The time limit is, but I quite agree with you—we need to complete
this record. '
Senator FuLariGHT. Mr. Schultze, can’t you give us a list, a break-
down, of the Defense Department’s social science research programs!
Mr. ScuurrzE. T will see what I can do, Senator. oo
Senator FuLericHT. Who can do it if you cannot do it? They are

supposed to submit it to you.

Mr. ScarLTZE. I Will try to do it. y
Senator SMaTHERS. The answer is he will do it to the best of his

ability.
Senator FuLsriGHT. I think it would be very interesting to let us see
what they are doing all around in areas particularly abroad.
(The information referred to had not been received at press time.)
Senator SMATHERS. All right. The comimttee will stand in recess.
We will have an executive session at 9:30 Monday morning next.
(Whereupon, at 12:10 p.m., the committee adjourned.)
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