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FRIDAY, JUNE 23, 1.967

U.S. SENATE,
CommiTTEE oN FiNANCE,

Wawhington, 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 CHAIRMAIN. 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. 10S67, 90th Cong., first sess.]

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

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

SEc. 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
United States; 31 U.S.C. 753(a)) is amended by striking out "not more than five
years" 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 EXTENSION OF PUBLIC DEBT LIMITATION AS PASSED BY
THE HousE oF REPSMZNTATrVzS

Present Law.-Under existing law, the debt limit of $336 billion is made up of
two parts (a) a permanent limit of $285 billion and (b) a temporary additional
limit of $51 billion. This temporary limit expires June 30, 1967.

$858 Bi /on Lmit.-Under the House bill, this combination limit would be
replaced by a new permanent debt limitation of $358 billion. Beginning with
fiscal 1969, this permanent limitation would be increased by $7 billion (to $365
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 COertiflate8.-Participation certificates issued under the Partici-
pation Sales Act of 1966 during fiscal year 168 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 Rate.--The House bill also permits the Treasury Department to issue
notes, not subject to the 4Y4 percent interest rate ceiling, with a maturity of up
to 7 years rather than up to 5 years as Is presently authorized.

The CHAIRMAN. The public debt limit today is $336 billion. On July
I. 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 toha pen.

P.R. 10867 would increase the debt hint to $358 billion on a per-

manent basis-up $22 billion from the present limit. The base to which
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 41 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
you got here safely.

Hopefully we can send you on to the Vhite House in just a few days
so your legislative journey can be completed before the June 30 dead-
line.

In the interest of expediting this hearing I would suggest that both
you and Mr. Schultze read your sfaten-ents 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.

I 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-
stalnces.

In a wartime context it must include the courage and willingness to
vote to raise the money that is as necessary as the guns, planes, 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 "squeezing 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 is needed.

Let nie 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 41/4 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 body in February, I am able to urge your
prompt approval of a bill which 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 bv $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 year 1968, it was estimated last January that the special
cost of Vietnam would be $22.4 billion. Without that Vietnam cost,
and also 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 expenditures a little higher and total receipts some-
what lower. In testimony before the House W1ays and Means Com-
mittee on May 15 I indicated that. the prospective deficit in fiscal year
1968 was, in roiud 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 FowixR. 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.
I have declined even to ask a question of what page are you on now.

Secretary FowLFR. Page 5.
The CHAIrMAN. I hope we might get on, but I will yield to Senator

Williams at this point in the hopes we can restrain ourselves until the
Secretary and the Director of the Budget are through.

Senator W1IJA.VS. 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. I think
this projected surplus is an imaginary thing like I used to have when
1 was in the sixth grade.

Secretary FOwi.ER. 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 1904 andearly 1965 the economy was using
resources at a near full employment rate and closely approaching it,
and I think that this analysis has pertinence for the point that I am
just about to make, which has real pertinence for the future. In
short-

The CHAIRIAN. 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,
is 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-
proach has been accompanied by a record of upward price movement
far below those that characterized World W ar 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 Presidentrecommended lifting the suspension and the Congress has now acted.

A1s 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 noninflationarT form
of debt financing that can be devised, have increased from $48.8"billion
at the end of Junte 1965 to $50.7 billion in May 1967. Over $1.1 billion
has been added to public holdings of these boids 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 additional 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
expect it to make a significant contribution to sound financing of the
deficit.

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-
ditionaLnilitary expenditures and keep the overall Federal deficit
within bounds that the economy and the financial markets can handle.
We need to pay for the increase cost of the war projected for the next
fiscil vear. We certainly do not want to risk resumption of the imone-
ary strains and excessively high interest ntes that occurred last year.
an'd that means the Govermnen ts 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 neither needs nor can tolerate the

80-631---67-2
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kind of stimulus it would receive in the second half of this year from 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 t, cover
the wide range of contingencies present at this time, and ht.ving
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 thedebt limit to $332 billion, to extend through fiscal year 1967. I pointed
out then that the budget figures were uncertain, and I reemphasizel
this point when the Ways and Means Committee provided an increaw
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 huit by
tight money markets.

The Congress responded promptly, early this year in raising the tem-
porary debt. ceiling to $336 billion. This provided sufficient 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. Indeed, the highest point of debt
actually reached after the limft 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.

Our latest estimate of the administrative budget for fiscal year 1967,
as I have already noted, fields a deficit of around $11 billion. This
is up $1.3 billion from the estimates submitted last January. Re-
ceipts are estimated to be doisn $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 Janutry.

The budget submitted last January for fiscal year 196S estimated
expenditures of $135 billion, revenues of $126.9 billion, yielding an
administrative budget deficit of $8.1 billion. We do not yet have a firn
basis for making a thoroughgoing revision of these estimates. A rough
interim revision, which as I indicated earlier was provided to the
Wavs and Means Conunittei last month, placed the deficit about
$3 billion higher--or around $11 billion. The $3 billion difference
reflected, about equally, higher spending and lower revenue.

The $11 billion deficit. figure for fiscal year 1968 remains our plan-
ning base in projecting debt figures ahead, although I must say that
there are a number of uncertainties and contingencies bearilg 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 surchai-ge. 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, 1 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 $21/ billion under the rough interim estimate that we
presented to the Ways and Means Committee in mid-Mlay. Based on
our latest information on individual income tax revenues and cor-
orate 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 quantificationi 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 I 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 particip-ation 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 tlbo $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 1958. when the Federal
budget and the national economy were only a little over half the
size in prospect for the year 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 longer 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 your
initial action on the debt limit bill last February, the present $285
billion permanent ceiling hangs as "sword of 1amocles" over the
Congress-and over the Secretar of the Treasury-requiring legis-
lative action on the debt ceiling 'by June 30 each year lest the limit
drop down to an obviously unrvalistic level. Thus it makes good sense
to revise this ceiling. But in so doing theri would seem to be little
gained in moving to a ceiliaig that (lid not offer some reasonably good
prospect for durability.

Accordingly. rather than ask for another rise in the temporary
ceiling that would last only through fiscal year 1968, I reconmnend a
signi fcnt increase in the permanent debt ceiling-to a level that,
hop fully, will provide ample margin for Federal debt operations and
cash management at least through fiscal year 1969. and hopefully
beyond.

There is ample lprecedent. from the World War II 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 ihuit ranged from .$40 billion to $85 billion.
At the end of the war there was a substantial margin of extra leeway
and the debt lirimit was cut back bv $25 billion.

Based on that experience. I believe it would have been entirely
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 figure of $358 billion emerged
from the deliberations of the other body. That is the level of the
permanent debt limit incorporated in H.R. 10867.

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 contingvncies. Now
add the following for contintyencies: (Table appears at p. 13.)

(1) Normal contingency alfowance-$3 billion, as I indicated, that
was established when the volume 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. 1,46S. would be $1.1 billion.
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(4) A px)ssible shortfall in sales of participation certificates or
alternatively, provision for including participation certificates issued
in fiscal 1968 under the debt limit. Ciunulative effect by March 15, 1968,
$3.5 billion.

(5) Hypothetical addition to defense costs. $ billion.
Totaling contingencies of about $12.8 billion.Adding the $12.8 billion allowance for contingencies to the projected

peak debt of $345.2 billion, one arrives at $358 billion as an appropriate
debt limit level for fiscal year 1968. Let me stress that these are contin-
ge ncies, not certainties. to gness 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 fiscal year 1968--as we should if we are seeking to
st a revised permanent debt ceiling that will have some qualities of
(hurabilitv-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 year 1969 will be the seasonal rise in deb. from the
-tart of the fiscal year to the high point reached in the late winter or
spring months. That is the basis of the rough rile of thumb which
relates next year's debt limit need to this year's peak debt. level pis
this year's deficit.
It is this seasonal need that has been incorporated into H.R. 10867

anod aI)plied not to fiscal 1968. for which we have taken the sociall
need into account, but to fiscal years 1969 and e\yond.

We (1o not know the basic 1iidget position that nIa" apply ill fiscal
year 1969. but we can estimate that whether tht poit on is one of
surplus, deficit. or l)alance. there will be a seasona 1' upswing in debt
during the first S or 9 months of the year which will lx, a major factor
in determiningg the peak debt for the period.

The experience of recent years suggests th:,t the seasonal upswing
in debt would be about an average of $7 billion. -snd that is the figure
you are provided in H.R. 10867. The season.fl variation arises because
;)f the uneven l)ateln of tax receil)ts over tlie year. with a more than
prop(irtionate sha:-:e concentrated in the la4,t 31. montlis of tie fiscal
year. That means that in the first SI.. nio'mrhs. with receipts running
seasommalla light, there must be some extr't borrowing until the ]leavy
tax Imontlis roll around.
The seasonal natlure of the S7 billion a lditio!) to the (lelbt limit pro-

vided in H.R. 10867 is unmistakably cle. r. The addition applies to the
period from ,July I throiullh June' , 2'9 of each fiscal year, beginning
Julv 1, 1968. but each June :30 ti debt limit drops back to tlme permna-
nent level of .358 billion. We believe thii. arrangement provides ra-
sonable operating flexibility while maintaining the principle that the
permanent debt ceiling should be hAd in reasonablv close cheek.

,oreaqqe of the deht 7;mlt. A further provision'of H.R. 10867 is
'hat participation ('eitifivates in p, ls of federally owned financial as-
sets issued by the Federal Natiomnl Mortgage AF.-ociation during fiscal
year 1968 shall he coumited under ,he debt limit for as lon, as those par-
ticipation certificates remain out:,anding. We did not seek the inclusion
thiss provision. It reduces our leeway under any given ceiling, and
it takes a step--even tl.oigh it is a temporary ste p-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 iniproveinent.

A particular reason for delay is that further light on this whole
;!uestion of debt limit coverage may emerge from the studies of the
President's Commission on Budget Concepts. While the Ways and
Means Committee took note of the Commision'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 wo,'kable and acceptable to us, even
if not especially welcome.

The 4 -percent ceiling. Let me turn-now to the 414-percent inter-
est rate ceiling and the modification of the ceiling provided in II.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 an escalation, not just in our military effort, but also in our econ-
omy, credit demands, and interest rates.

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

In the early 1960's, with long-terin interest rates holding relatively
steady, at much lower levels, the Treasury 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 use of advance refundings-inducing hollers
of relateyl- short term is-sues to exchange into relatively long term
i.-:suesie average maturity of the marketable debt was raised from
4 years 2 months in September 1960 to 5 years 5 months in January
19653. The proportion of the marketable debt maturing within 5 years
wa reduced from '98 percent in September 1960 to 67 percent in
January 1965.

The vi.(lom of these efforts to lengthen the debt was demonstrated
last year. when very high rates hadi to be paid on refundings. For-
tunately, the magnitude of the refunding job had been substantially
reduce(l because of previous advance refundings.

Since early 1965, the trend has been toward a shorter average maturi-
zy and a heavier concentration of debt within the 5-year area. From

10
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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 5years has
gTown from 67 to 77 percent over this period. At the end of June
1967 the average maturity of the marketable debt will be about 4
years 6 months, or 5 months shorter than a year earlier.

What might happen to the debt structure over, say, the next year
and a half, if the Treasury issued no debt maturing in over 5 yelrs?
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 is unwelcome. It presents a problem that
should Ie 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
canme at a time of tight money and high rates, would mean that the
Treasury had to compete for investment funds on most unfa orable
terms-bidding against itself and against other borrowers for the favor
of investors. This kind of frantic competition could :,end short-term
rates up sharply and push long-term rates higher, too, with disruptive
effects 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 they are potential problems
that can be avoided 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 4-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 41t-
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 level of interest
rates.

In appearing before the 'Ways and Meanas Committee several. weeks
ago, I requested twomodifications of the 41i./-percent ceiling: first, that
the maximum maturity on Treasury notes--to which no rate ceiling a!-
plies-be extended from the present 5 year law to 10 veals, and second,
that the Treasury have authority to'sell up to billionn of longer
bonds without being sltl)ject to the 41/1-percent ceiling.

I did not ask for repeal of the 41,1-percent ceiling, just as I did not
ask for repeal of the debt limit. Both of these are useful concepts and
worth nreservinz, 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 7 years. That 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 flexibility in this area it. should be possible to
mitigate the shortening tendency of the debt observable in recent
years.

I have no hesitation whatever in recommending strongly that ou
give approval to this feature of H.R. 10867. Even if we did not face
all urgent tininur problem, requiring the completion of congiesional
action on the dett ceiling within the next few days, I do not believe
there would 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 connittee, I

believe that, H.R. 10867 provides for a responsible approach to the
poblems of providing adequate flexibility for needed Government
borrowing and sound debt. and cash management. It revises the un-
realistic $285 billion p permanent. debt ceiling, and puts the debt ceil-
ing legislat ion 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 moxlifvingr the 41"'-percent interest rate ceiling, to permit
greater flexibility" of debt management.

I urge most strongly. therefore, that you approve H.R. 10867 without
further modification. anld clear the way for speedy passage of this
urgently needed legislation. As I need not remind you again, it is hn-
perative that the Congress act. by the end of June because the Lkbt
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-
ingr debt needed to refined 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
suffiient to last only through about .uly 12. After tjmt, our cash would

be ina(lequate either to ivdeemn maturing debt issues or meet. current
bills.

Our 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 Goveuninent financially
unable to carry out. the programs authorized and approved by the
Congre . particularly in wa-utime. and when the financing of the war
effort is the occasion for a larger call on the private market.
Thank you, Mr. Chairman.
(Tile table referred to on 1). 8 follows:)
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Ealimated public debt subject to limitation in fiscal year 1968, assuming budget deficit
of $11,060),000,(0, and no allowance for contingencies (based on constant minimum
operating cash balance of $4,000,OOOOOO)

[In billions)

Operating Public debt Operating Public debt
cash balance subject to cs balance subject to
(exaluting limitation (excluding limitation
free 94ld) tree gold)

June 30 --------------- $4 32 3 Jan. 15 ............... $4 SM. 3
July 15 -------------- - 4 326. 4 Jan. 31 ............... 4 33 5
July 1 --------------- - 4 327.2 Feb. 15...----------- 4 339. 4
Aug. 15 --------------- 4 329.7 Feb. 29 --------------- 4 341.1
Aug. 81 --------------- 4 331.8 Mar. 16 --------------- 4 346. 2
Sept. 15 -------------- 4 335.0 Mar. 31-.---. --------- 4 342.9
Sept. 30 -------------- 4 330.9 Apr. 15 --------------- 4 344.9
Oct. 1 ..--............ 4 334.7 Apr. 30 ---------------- - 4 337.3
Oct. 31 --------------- 4 334L 8 May 15 --------------- 4 337.4
Nov, 15 ---------------- 4 337.3 May 31 --------------- 4 340.2
Nov. 30 ............. 4 338. 3 June 15 ............... 4 3427
Dec 15 --------------. 4 341.9 June 30 ---------------- 4 336.3
Dec. 31 --------------- 4 337.2

Senator SMATHEIIS (presiding). All right, thank you very much, Mr.
Secretary. It is my understanding that the 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. SCHULTZE. 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 Fowler 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 financial
requirements of a war are impossible to predict with any degree of
accuracy. The history of the Second World 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-
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ments there may be about the origin, continuance, or conduct of thi
war, the needed finances have been available and surely will continue
to be provided.

The third fact is that the debt limit increases of the past 2 year
have been directly associated with the costs of our military operation,
in Vietnam. From mid-1965 through 1968, as nowv 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-would amount to some
$11 billion 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 about the continuation of a "permanent" debt
liniit at an unrealistic level. Your committee and the Senate ' reoogiaized
this problems earlier this year when they tok action-with which

.the House did not at that time concur-to increase the permanent,
rather than tile 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
tOA war. Moreover, time after time, the peak debt outstanding has
remained below 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 has 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 aMi 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-
:nimic 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 will fall to 14 percent in
fiscal years 1967 and 1968. This 14 percent compares to an average of
16.3 pei cent from 1955 to 1960, the years following thc Korean war.

The ratio of total administrative budget expenditures to GNP--
even including the costs of Vietnam, winch are over $20 billion an-
nually-will be 16.8 percent in both fiscal years 1967 and 1968. This

-14



$358 BILLION DEBT LIMIT

is lower than in 1955 and 1959, years in which there were no war
expenditures, and is far below the 21 percent reached (luring the
Korean war. For the 4 full fiscal years of the Jolson administration
combined, 1965 through 1968, Federal expenditures including Vietnam
costs will average about 15.8 percent of GNP compared to the 16.3
percent average luring the last 6 years of the 1950's.

In terms of absolute amounts, non-Vietnam expenditures will have
risen by about $9 2 billion between fiscal years 1964 and 1967. This
comes to only 31/ percent per year--compared to increases in the na-
tional economy averaging about 7'2 percent a year and in State and
local expenditures averaging 8 percent a year. If we add 1968, the
growth in non-Vietnam expenditurs over the past 4 years comes to
about $15 billiono, still under 4 percent per year.

A breakdown of this $151/2 billion rise shows that $6 billion of it is
for civilian pay raises, interest on the public debt, and veterans' bene-
fits. Expenditures for all other Government programs will, have
risen by onlyV1 $9 billion in 4 years-less than 3 percent per year.

In the past 4 years sound fiscal and economic policies have pro-
dticed an uriparal led 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 econo-nyi.In fise'al 1968 oii gross niitioii] 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 6
percent of this increase. Put another way, the major advances being
made to meet pressing national needs-in education, health, welfare,
regional economic development, pollution control housing and com-
munity development, and the war on poverty-all of these together
will absorb only one-sixteenth of the increase in our national output.

On any measure, non-Vietnam expenditures have risen less rapidly
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 controlling 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 financial 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-
penditures and receipts and indicate the areas in which events since
last 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.

Last month, during the hearings before the House Ways and Means
Committee, Secretary. Fowler and I updated those figures as best we
could at that tine Our best estimate m mid-May was that revenues
would end up about one-half billion dollars below the January estimate
and that expenditures would be perhaps one-half to three-quarters
of a billion dollars greater than expected in January. The resulting
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 pinte 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.'

On expenditures. The total 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 doliari nreater than estimated last January. Several
revisions, both up and do-vn, are indicated:

Afilitary functions of the Department of Defense and the closely
related military 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.'

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

t.ncontrollable public assistance grants to the States are running
about $300 million above the January estimate of $3.9 billion, mainly
for medical assistance payments.

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 utase in miscellaneous receipts and does not affect
the defieit..Release of funds for programs previously deferred in accordance
with the President's anti-inflation message of last: September 8 will
add about $100 million to expenditures in 1967, mostly for agriculture
loan prog ams and for the civil functions of the Corps of.Engineers.

1 .xport-Import. Bank expenditures are now expected to be down by
abiut $400 million for a number of reasons, including lower loan dis-
bursements aiid unexpected sales of participation certificates to for-
eign buyers.

various other revisions, up and down including uncontrollable
claims and judgments, the Public Health Servioie, the Fedetal Home
Loan Bank Board, the Veterans' Administration, the Sm.- Busines
Administration, and international financial institutions come to a net
decrease of $100million. , . .,

i0
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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 fiscal 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-
tain element, as is inevitable in the case of a war situation.

As I explained to this committee last February, the 1968 defense
budget is based upon a different set of assumptions than the 1967

bhe are two basic fac ich affect the e budget insofar

as Vietnam is concern Assum tions have to be m e about each
of those two factors i anning a budget :

First, to what ent does the budge in funds to pu chase the
leadtime items n ssary to co ue t e war ond the en of the
fiscal year? Mo military pn nt ust, of urse, be orde d in
advance of del ry. If udget on for such item, en
an extension the wa on e fiscal r will no in
and of itself, uireasu

Second,w at is the leveoftr h d of cor
operations hich will have to a Icl! S o the Ndget, wh
submitted, vers a ear montl er, sornassu -
tions obvio have to e turelevel of comb

With res tto the fac leadtiFn the fiscal 19 8
budget requ unlike the 7 u po th
needed to r theu red if t war -
tinuedatte a urede1'v beyond doft e fiscal ear.De
appropriations nd ex enditu ere re, uld ot hav be
increased eimpIrn to epossi ean onoftewar
beyond June

With respect th nd fator-the level of military o rations-
they simply cannot be urately predicted in a war sit ion. Condi
tions gane and, if mili requirements dictate sign t -
crease in troop strength o of operation med
in the budget, additional appropriations will clearly be ad
1968 defense expenditures will exceed the January budget estimate.

No decisions have yet been made. which would significantly change
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 budgt-with an estimating leeway of perhaps I per.
cent, oa tbree-q uarters of a billion dollars. .. , , ,

As you know, the President has indicated that be may receive rec-
ommendations from Secretary McNamara and the Johnt Chiefs with
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respect to troop strength in Vietnam and other related matters. Should
this result in decisions which have significant budgetary consequences.
the Congress will be advised of those consequtences as soon as they are
known.

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 inedicaid and pay ments 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 1968 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 $11/2 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
pointed out that allowing for the effect of the early restoration of the
investment credit and simply extending to 1968 the one-half billionrevenue shortfall estimatedor 1967 would result in a $11/9 billion ra-
duction in revenues below the January budget estimates. Setting that
figure against the roughly estimated expenditure increase )laced the
1968 bu dget 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 deend both upon the level of private
income and the revenue yield of that income. ft is indeed possible
that revenues for fiscal 1968 could be further below w'ir estimates than
is implied in the $11 billion deficit calculation. The congressional Joint
Committee on International Revenue Taxation, for example, has esti-
mated a revenue shortfall of approximately $21/ billion, over and
above the $11/4 billion shotfall mentioned above. Uncertainties also
exist with respect tothe 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. 1t seems clear that the revised deficit
estimate for 1968 worked oat last month is subject to considerable
change with the weight of contingencies tending to increase rather
than reduce it.

In conclusion, Mr. Chairman, I would like to associate myself with
Secretary Fowler's co'mente upon two additional elements of the
house-passed bill.
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H.R. 10867 includes, under the coverage, of the debt limit FNMA
participation certificates issued in fiscal 1968. We would have pre-
?erred that this not be done. The President's Commission on Budget
Concepts is now considering this question. Moreover, there appears
to be no logical reason for singling out one form of contingent liabili-
ties for special treatment. Nevertheless, we can live with the de'iioii
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 yea s or the
flexibility to sell $2 billion of bonds outside the 43,4 percent ceiling that
the Secretary had requested. Nevertheless, the extension to 7 years does
represent important progress in providing goreater flexibility for
Treasury debt management. This feature of t1ebill is indeed welcome,
and nothing would be won by attempting to go beyond it at the pre.seit
time.

I strongly request speedy enactment of H.R. 10867 without change.
It provides a 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 SMATIImE. All right, sir. Thank you very much, Mr.

Schultze. We are going to follow the 10-minute rule on the first round
of questioning and start with Senator Hartke of Indiana.

Are you ready I
Senator HARTKF. Yes, I am ready.
Senator StATHms. All right. Ten minutes for Senator Hartke of

Indiana.. Last*
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 ou anticipated that the expendi-
tures for the war in Vietnam would be $10.3 billion in fiscal 1967. Is
that rightV

Mr. ScHULTZE. Correct.
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:

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.

Do you recall that?
Mr. SCHULTZE. Yes, sir; I recall.
Senator H.iAmx. 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. ScHnup.Z. 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 i 1968, fiscal 1968?
. Mr. SCHtuLTZu. As I indicae 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. If there
are changes then, of course, that could go up.

Senator HA&wTKE All right.
Now what is it estimated at, $22.4 billionI
Mr. SCHULTZm. That is correct, sir.
Senator HA&rxz $22.4 billion.
Mr. SCHULTZE. Well, it is $22.4 billion, and I said for the defense

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

Senator PAXTK. All right; $23 billion is your estimate of the costin Vietnam. Is this based on information you have received from the
Defense Department I ?1

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

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

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

Senator HAIITKE. All right. Without revealing any classified ma-
terial, is that figure available to be given in this testimony?

Mr. SCHULTZE. It is not, sir. •
Senator HArrlz. What is the increase in cost, increase in the debt,

due to the increase of the cost of interest for fiscal 1968
Mr. SCHULTZE. For fiscal 1968, interest costs rise from an esti-

mated-and I will have that in just a second for you, Senator-from
an estimated $13.4 billion to $14.1 billion or $700 milon increase be-
tween fiscal 1967 and fiscal 1968. -

Senator HAMTKE. All rilht.'
What was the increase irom fiscal 1966 to fiscal 1967 ?
Mr. ScHULTvZ. $1.4 billion.
Senator HAirK. All right.
Mr. SCHTzTE. For the 2 years together, the increase would be $2.1

billion.
Senator H Ku All right.
In view of the time limit here, do your figures on the expected deficit

for 1968 take into account the tax increase I
Mr. ScxruLTzm Yes, sir; we do.
Senator HArrxz And that tax increase expectation is for a 6-

percent surtax?
Mr. SCHULTZE. That is correct, sir. You know, in arriving at the $11

billion from which we started to add contingencies, the proposed 6-
percent surcharge was counted; yes, sir.

Senator HAmnm Do you include the participation certificates?
Mr. SCHUtTZ. Yes, sir; at $5 billion.
Senator HAunrz. At $5 billion.'
Mr. Scuuurzi. $5 billion that is correct,
Senator HmrTK. All right
In your tax increase, what is your estimate of the revenue that will

be produced by the 6-perent increase in surtax .
Mr. ScHuJrmL In fiscal 1968, $4.7 billion.
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Senator HARTKE. $4.7 billion IMIr. SduvrzT."Cor ect, sir.' ,
Senator- HARrm All right.
Now, if it should turn out that the deficit is larger than that, is it

your opinioii that a higher percentage increase will produce an equiva-
lent per dollar tevenue on a percentage bqis? Or will it not, in fact,
reduce amounts of revenue in spite of the increase in tax rates ?

Mr. SCHUELTZ. Well, the Secretary may wantto supplement this,
but the first point, of course, is that when you increase taxes you have
two things to take hito account. . •I First, what I will call the gross yield which is estimated b, simply
applying the tax. rate increa to the estimated level of income. That
gives you a oss yield.'

You theihave 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 ax rate-

Mr. SCHULTZE. Ini the §ense that you have to adjust for the imp act
on the economy; yes, sir. 

Pt

* Senator HAiryxi. All right.'
Will-you tell me o any time within recent history of the United

States since World War'II that an increase in taxes, an increase in tax
rates, has resulted in an increase in tax revenue?

Mr. SCULTZE. Yes,,sir; during the Korean period.
Senatoi HiARTK. During the Korean period. What was the increase

at that time?
(An answer to the preceding question may be iound in subsequent

colloquy between Senator Metcalf and Mr. Schultze, and Senator
Hartke and Mr. Schultze.)

Mr. ScH =rZE. If you will give me just a moment, Senator, I cmot
give you the increase specifically attributable to the tax, but I can give
you tle hank in total revenues.ISenakor HiziiKz.. All right. Now if I may ask one other question of
the Scietary of the Treaury, then I will quit, Mr. Secretary. I would
like to say to the Chairman that I wish to make an official request to th
Treasury on another matter which involves a time element. In view
of' th act that the: antidumping measure which, was adopted at
Geneva has not bepen .made available to the members of the Senate
Finance Committee, although it is intended to promulgate this anti-.
Unping procedure. oii June 30, -and since no Member of the Senate
},S had an pportgity to investigate or to even review this matter- -

m spite of the fact t11.t I ha e nlde repeated attempts to obtain a copy
f it--I am respectfully req testing that the'committee and the Treasury

provide for an opportunity after the July.4 recess for us to at least
have a chance to review it and see whether any implementing legisla-
tion is necessary. ,

Senator SMATHeRS I ami advised by our counsel that Ambassador
Roth, who ]ieads up as you know, our delegation*, and who led it in its
activities i Geneva 'has wanted to come down to the Finance Commit-

80-1.-- 7---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 to hear him.

senator HMm. I understand that, aid I am not pawing 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. I

Senator MoRToN. Do you want me to send you my copy?
Senator HARr&E. I have asked for it. If he has given you something

he has not given to me, it is rather peculiar.
Senator MATHERS. 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 a
somewhat unrelated matter.

Senator HrTKz. I know that. But the Treasury is involved in it
because it is a participating agency.

Senator SATHmrs. 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 SmATHms. In the meantime we will get hold of Mr.- Roth

and see if he will send to the Senator from Indiana a cojpy of this anti-
dumping provision. He would like to have it and see it.

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

Senator SMATHERS. I do.
OK, all right. Are you through for your first 10 minutes?
Senator HAMME. Yes. I .

Senator SMATHERS. All right. Senator Williams, you may start on
your 10 minutes.

Senator Wn~u.xs. Mr. Secretary, I welcome you here again this
week. You axe 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 temporary ceilig is a farce,
and have agreed to putting it on a permanent basis. I only ish you had
supported our committee 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.

Now, I noticed that the House Ways and Mewns Committee, has
tak6n a step in another direction that, in my opinion, is long overdu-e
That is to deal with this 4I4-percent ceiling on Government bonds
of in excess of 5 years maturity. Unfortunate y, while they may have
taken a step they do flot even'now approach , solution to the problem.
-I notice that in your. testimony you said that as of May 1967 tM
average maturity on G0vernment-bonds ou nd has been dropped
to 4,years and 6 months, andl that approximately 85 percent of our
outstifiding Obligations mature in less than .5 y6ars, with 50 percent
at 1 yeai: With no change at ali, as I understand it, ih this ceiling of.
4% percent, by th end of 1968 you estimate, tat maturty will drop
to as low "3 year and 8 months. 0%1 t

,I thi4k we are in ar. ment that is,in effect mnnetizdi ouir debt;
is that not correct V
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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 entails the potential difficulties that
my testimony tried to indicate.

Senator W= Ms. Now, I think you will a that to a certain
extent money is a commodity, and interest is the price Df that com-
modity. If you, as Secretary of the Treasury, have to finance the debt
and go out in 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 FowLER. That is correct.
Senator WILLIAMS. You have no control over the interest rates ex-

cept as they are governed in the free market, is that not correct?
Secretary FowLEt. That is correct.
Senator WILLmms. Now, my question is, will you support an amend-

ment to this proposal which will repeal this 4 4 -percent ceiling in its
entirety?

Secretary FowzzR. No, sir.
Senator WnLuAms. That is what I understood to be your answer,

and so I wanted to get it correct.
Senator SMATHR. What was the answer I
Senator WUUAMS. He said, "No" and, therefore, I want the record

to show that contrary to the editorials that have appeared in some of
the financial magazines criticizing Congress for this, that the respon-
sibility for this fictitious ceiling which, in my opinion, is a com p lete
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 FOwLEm Senator Williams, I did not ask for the repeal of
the 4 -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 4 -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.

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 FowLER. 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
a desirable national objective.

We have a number of statutory provisions on the books which em-
body and express a policy attitude of Congress.

23
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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 calling
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 WLiAxs. Well, I do not see that there is any connection.
The ceiling on interest rates, I think, is a complete farce. I know that
the historical background of the debt is that years ago Congress would
authorize each bond issue in a similar inner to that which is now
done in most of our State legislatures. "

To get around that we gave you blanket authority to issue these
bonds at your discretion within a certain range. I can see' soine benefit
to a ceiling as long as it is at a reasonable, workable level On the debt.
But - " 1

Secretary Fowin. Senator Williams, you can provide the editorials
you say about the 4 ceiling is a farce and ought 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 financial affairs, and I do
not support the repeal of either of them.

I only ask that they be provided by the Congrress in sicha way as
not to interfere with sound debt management policies.' '

Senator WILLLxS. Well, I only raised the question of editorials, not
that you have to agree with them, or either one of us, on the basis
that they were expressing great sympathy for you in your position
of having to manage the debt, and that you were" in this box with this
ceiling on long-term bonds, as they put it, largely because of the
narrowmindedness and shortsightedness 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 oppose it.

I will say this, there is going to be an effort made to remove this
ceiling, because I think it is a farce. I have had conservative estimates
that sh-iening this debt over the past 10 or 15 years, selling short-
term securities in the past, 5 or 6.years, particularly when you could
have been stretching the debt out, is costing us a minimum, I have been
told, of $1 to $2 billion extra interest now because of Your having to be
out in the high-money market on a short-term basis to refinance bonds
which are maturing which7 at the time you would have tbld them,
they would have been maturing S or 10 years from now.

But that is a hypothetical question and answer. I do know this. and
I think you will agree that it has not had any effect at all on controlling
interest because you are today paying the 'highest rates of interest in
the hi ory of our Governnment over the past 40 years.'

Secreta'iy FnwL. Senator Williams, let me modify what you have
said and what I .Awvesaid in one respect.' ' .

You have charmeterized my attitude as opposing the repeal.
I think I would take a very relaxed point of view while the Congress

debated this particular issue. I want to make it clear that I amn not up
hem; asking for the nrpeal of that ceiling. I have a number of other
thing.-
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Senator W Lu,j. That is right.
Secretary Fowin (continuing). That I think I could devote my

time and energy to rather than trying to obtain complete repea.
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 would you support it, because
there is still time I

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 41/-percent ceiling, and that, as a personal matter, I
do believe that both of these provisions in the law embody concepts
which are of value.

Senator WILLIAMS. Yes. Well, my 10 minutes are up.
Senator SMAMERSe. All right. Thank you, Senator Williams.
Senator Metcalf, Judge Metcalf, you have 10 minutes.
Senator MwTcALF. 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 wont to support
a low-interest policy. I think that matter is subject to debate.

I would like to go 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
at another time when we have more time and more opportunity to
debate it.

I see 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. . I
. Mr. ScHwTZE. Yes, sir. What I can do is give you'the figures on
budget receipts in the year immediately before Korea and then through
the korean period during which we had, I believe, two or three tax
increases.

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. ..

The next year, $44 billion, a jump 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 national economy.
gou'n you $74 bilion.- I am sorry, excuse me, that is my mistake. That
should Ue$6 billion. I read that wrong.

I was reading the wrong column, excuse me. The increase in receipts
was from $86 billion in fiscal 1950 to $64 billion in 1953.

Senator MrrcAL. 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 Srixs. Without objection.
Mr. ScHuLTmZ We will do that in reviewing the transcript.
Senator MrrCALF. 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 Fowu.Ea. Thank you, Senator.
Senator SMATHERS. That is all right, sir.
Senator Carlson.
Senator CAwLSoN. Mr. Schultze, I want to ask a few questions of

you in regard to the budget.
I believe you stated that the deficit, based on your present receipts

and expenditures on June 30 1968, would be about $11 billion?
Mr. SCHULTZZ. 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.

Senator CARILON. What do you estimate the deficit to be on June
30 1967?

Mr. SouLTz. Again approximately $11 billion.
Senator CAwisoN. This year ?
Mr. Sciumum. 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
concluded. I mean we shouldknow fairly well about the $11 billion?

Mr. SCHuLTZ. Yes, sir.
I still need some leeway because, of course, as you know, from month

to month both revenues and expenditures fluctuate. But it should be
in the neighborhood of $11 billion. - ,*

Senator CARLsoN. Do you remember what you stated to this com-
mittee over a year ago that you estimated the budget to be on June 30,
1967-the deficit, I mean ?

Mr. Scaumv m This was a year ago I
Senator CARLsoN. Yes. Maybe in January of 1966.
Mr. ScHuLrzz. In January of 1966 we said $1.8 billion, I believe.
Senator CAILsoN.* If I remember correctly youdid state at that

time when you were up here before this committee that the deficit
would be $1.8 billion.

Mr. ScHuLTZB Senator, I believe that at the same time we also
stressed very heavily, both the Secretary and I, that defense expendi-
tures, if the war continued, would undoubtedly be substantially higher,
but we did not have an estimate of it. .

Senator CmalsoN. I am not here to criticize your estimate in any
way. But I think that was an accurate statement.

Now you come here today and tell us on June 30. i 968, you are an-
ticipating a $11 billion deficit. Of course, as I gathered .rom your own
statement, that is tied in with receipts that you must expect.,

Mr. SouuurzL Yes, air. . . .* '

An
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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. SCHULTZE. 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. 1 1

Secondly, I then said that clearly you need additional leeway-
miybe that is not quite the right word 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 significantly.

Then 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 brings me to my next question.
I assume you anticipate alr these things. If that should happen.,

how much additional cost would there be to the Defense budget it
General Westmoreland's request, and President Ky's request for
100,000 additional troops were implemented?

Mr. SCHVLTZE. At this stage I cannot give you such an answer be-
cause the increased cost would depend not solely, perhaps not even
primarily 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.
,,Secretary FowUR -Senator Carlson, the House Committee on Ap-
propriations just reported the Department of Defense appropriation
bill 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 figures, I think, that Mr. Schultze
is talking a out. They said:

The Committee Is, however, of the opinion that funds over and beyond those
carried woer from previous years and those included In the pending 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
nftalssion. If additional amounts are subsequently requested* •.
'That is something of the same flavor, I think,' that Mr. Schultze is
tying to.refle dt. " ' . I , I

Senator CAMIIsoN. But it would be admitted if we increased the
ft3lo strength 100,000, with all the components that go with it, with
10ustganll docking facilities and transportation, that it *fould beitbstantial? : ... .. .

Mr. ScH'f rTZE. It Would be substantial.
Senator CARLSON. It would be a substantial amount.
Mr. ScHuLTzE. Yes; it would be substantial.'
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Senator CAisox. I w4at 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 sizable item.
I shall not get into the item of foreign aid hi 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 ast 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 you include that in your program?

Mr. SCHuLTZL I 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 impact will come later because the com-
mitments are made a long time before the actual disbursements.

Senator CARLSON. Three years.
Secretary FowIER. 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.

Senator CARLSON. Correct.
Secretary Fowmm. Mr. Schultze is right.j I have some familiarity

with the way the Bank operate&
. 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* ur forecast, of the way
the Bank actually, carries on its operations.

* Senator CARLSON. That is absolutely correct, Mr. Secretary. It will
be drawn down based on the amounts used.

Secretary FowLm .That is right.
Senator CARLo N. That is'correct. We discussed it yesterday.
The reason I mention this; I am going to gp to Vietnam tomorrow

mornin and do a little checking on foreign ai., and when I come back,
Iwiol e r. " '"e'o'

Thatisall Mr. Chairman".
Senator S'irTkUus. All right, Senator, Carlson. ,Thank you -very

much..
Senator Harris. - * . ,
Senator. Umw. Thank you, Mr. Chairman.
Mr. Se6reti and Mr. Director.I want to say, first, I think you have

been very fair, and candid with us i discussing the estimates on reve-
nue aid expenditures, and in sharing with us your problems in maing
preci predictions on both, arid taking into account the estimated. 0
Qthew including the Joint.Committee on Internal Revenue Taxation,
wdkolestimate an additional $21 billion ahotl!.,o e estate
tha you have made." ' y t estmat

Now, in the permanent debt lii't which, in this bill, i $W
billion-

Secretary FowLm  ; $285 billion.
Senator HAms. I mean $358 billion.
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Secretary FowLER. No ;$285 billion.
natok- HARUS. $285 billionI ar, sorry. The original recommenda-

tion you made was for $365 billion; is that correct?
Secretary FowLER. $W-65 billion.
Senator ARMS. What was in the original bill which was defeated

in the House?
Secretary FOWLER. 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 limit?
Secretary FOWLER. That is correct.
Senator HARIS. What recommendation did you make originally

on the interest limit I You asked that it be extended from 5 to 10 years
on the Treasury notes?

Secretary FOWLER. That is correct.
Senator RARRIS. Did you ask for anything above that?
Secretary FOWLR. I asked for authority to issue long-term bonds;

that is, above 5 years without,-
Senator HARRIS. That is the $2 billion?
Secretary FOWLER. Yes, up to $2 billion, without the interest ceiling.
Senator iARms. Was there anything in the House bill which was

defeated originally, on that.* I .....
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.

Senator HARRIs. So this comes to us now though above the perma-
nent limit with $7 billion as an annual-.'"-.

Secretary FOWLM. Seasonal lag coverage.
Senator ARmIs. Which will drop back on June 30 of each year.
Secretary FowLER. That is correct, sir.•
Senator 1Am. Under your testimony that should take us to what

point fairly safely without additional action by the Congress?
Secretary Fowrm Chairman Mills asked me a similar question and

I have been reluctant to give'assurances because future events very
freuently disregard such assTrante -.
-My own'judgment is that t&i should take us through fiscal year

1968, and I wod hope that it would take us through fiscal year 1969.
But there the contmgencies that enter in are much more vague and
unascertainable at this time and, therefore, I would express the hope
but could not give assurances,* that the ceiling would go indefinitely
under this pattern. . I " - "
. 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 1965, we
could reasonably hope that with the declining Jleel of defense ex-
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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.

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 contingencies that would be readily, apparent to you.

Of course, at that time, when the hostilities ae ov%,r 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.

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

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

Secretary Fowl. Current expenditures. -
Senator HAnms (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 periodic review of the debt and how it.has been
managed, and so forth.

.But it. seems to me it is terribly inibemoing of the most important
Nation in the world to come each year near the deadline, and then
make frantic request for change in uiw 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 we do not have to look so frantically once a year and go through a
rather-

Secretary FowL= Sometimes three times a year.,
Senator I-Ix s. Yes-go through a kind of ritual dance in order to

be ableto pay our bills.
Now, where did the interest rate change, the maturity date change,

came from? Did that come after the.House had failed to pass the debt
limit bill, and then yoa made the recomm endation I

Secretary FowLER. No. In the original statement made on May 15
and May 16 to the House Ways and Nfeans Committee, I set forth
my recommendations, and, the committee, in ite first consideration,
and in bringing out the first bill or the one that was defeated, incor-
porated the sane provmion that is in the bill that was passed. So the
disposition of the intrest rate ceiling problem preceded the first re-,
port and the first action, of the House.
. Senator HAmUS. Do yoa feel tl at changing this 5 to 7 years, despite

the fact'that you did not get the $2 billion you asked for outside the
limit, Will allow4,y uto. hold up or, at least, reverse the. disturb',
trend of the abortgr. and shorter maturity dates of the Government s
marketable bliga,.4o I.
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Secretary FowLml 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 is go'ag 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 effect.

Senator HARRs. 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 thing.

Secretary FOWIF- 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 Ru::-Se referred quite pointedly to the fact that in the
conference of the debt limit bill in February the Senate conferees
agreed to the Hquse version. But the following statement appears in
the statement of the managers on the part of the 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
might say, the defeat of the first attempt.

Als,-the House did consider, the modification of the 41 ceiling
which had been a matter of some concern and expressions of interest
and desire on the part of Senator Williams and others in these Febru-
ary hearing t

So a part of the reason you aru getting it late in the Senate is be-
cause the House was being responsive to earlier expressions of policy
on the part of this conunittee's members.

Senator HARms. I think they are certainly to be commended for
responding to our suggestions.

Secretary Fowler.Tthink it is sufficiently outstanding to make that
comment.

Senator HAiWms. Now, FNMA participating certificates-does this
bill affect the reporting on then I

Secretary Fowam. Ao, air.
Mr. ScHuLmrzi No sir- it does not.
Senator H&ms. If the Senate 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, I
take it, that that might run us very dangerously close to our June 30
ultimate date? c o I wu be v e

Secretary FowLa. It certainly would, and I would be very fearful
of becoming embroiled in a very difficult situation.
I 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 which is not something-.that' normally]I would urge as
strongly as I do now. But in view of the time and the attendant dif-
ficulties, Ifeelitisawisething todo".-
SenatorHAms. That is alli have, Mr. Chairman.
Secretary FowLm Particularly since they have been responsive to

your earlier-
Senator HARMS. On the $358 billion permanent.
Senator SMATHMS. Senator Morton of Kentucky.
Senator Morr. Mr. Secretary, I should know the answer to this

uestion, but I gladly admit my ignorance. When did your tour ofstart?
Secretary FoWLER. April 1,1965, as Secretary.
Senator MoRfroN. Can you recall how many times have you ap-

peared before the Congress on this particular matter of the debt ceil-mg slecificall~oL I

'e 'retaryFwi At some considerable length in May of 1965, look-
ing to a ceiling for 1966' again in May of 1966 again in February of
1967; and now this is the ouirth round, as I recall it.

Senator Morroifr. Well, I have been in Washington in one capacity
or another and served in the Congress under four Presidents, and I
think during that time we have hadonly five Secretaries of the Treas-
ury, which speaks well of the judgment that our Presidents have made
in selecting them-men who could undertake this great responsibility.

I agree with the Senator from Delaware that this business of a debt
ceiling is really unrealistic, and the limitation on your interest is un-
realistic. * " • . ,'

Perhaps I should address this question to the Director oi the Bureau
of the Budget.

Any money that is spent by the Government is the result either of
direct appropriations of the Congress or the result of a trust fund
which has been set up legally by the Congriss; is-that not correct?

Mr. ScHuLTmZ Or a so-called back-door authorization; one of the
three. '

Senator MorroN. Yes.
Mr. ScHuLTZ. That is correct. The autho.ty to spend is from the

Congress in any event.
Senator MoiwrN. We are in the act.
Mr. ScHUirZ. That is correct.'
Senator Morro?. Now, any money that you h.ve to spend, any

money that you take in-this, perhaps, should be directed to the Sec-retary-results from taxes that are passed by the Congre.
Secretary FowLR. That is correct. .
Senator MowroN. I admit that a President, especially when his own

party controls the Congress, has terific ififuence, in th6 mount that
is spelled out in the budget and what the Congress votes. But ulti-mately it is really oinrprobl]em.: ' " :  .

I know you are a good soldier, Mr. Secretary, and I appreciate that
But I honestly believe if you had maximum flexibility you could prob-
ably nin this thing a little bit better. _

I remember in 1938-that was a long time ag--in 1933 I went to
New York and I borrowed a couple of million'ollars and I borrowed
it Iat 2 percent. I repaid the Louisville banks, Louisville gave them
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more than we paid for in New, York. I thought I was a pretty smart
guy to get this money at'2 percent. I ,was- J*ng CmerciaI paper
at one, and some broker was making a commercial rate on-I was
really comnsted for tis, I was a vice president of the company. I
wasa big shot. My salarywas $300 a month. . ,.

My point is this, I have lived better with interest hig4 fraiikly, 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
a month to go get money in New York for 2 p nt.

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 think if you did not have-in the first place, it takes a lot
of your time coming up here. You say you have been tip here four
times now since 1965. You are so familiar with this that this does not
require a long briefing, I am sure.

secretary FowLER. Well, you are, wrong there, Senator. It .really
does.

Senator MORTON. I guess it does.
.Secretary FowLa. It takes a lng-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 Conimittee and lie 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
tip for renewal, I think three timeosw)iile lie was Secretary, we had to
go through that.

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..

In fact, if I could read a form sheet so well, I would have had Proud
Clarion.'

[Laughter.]
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

purpose for which he was testifying before a great committee ofnO gress. 
: . 1

Our late colleague on this committee, I remember, the Senator from
Nevada, kept him under cross-examination for 6-1 hours without a
break, because I was sitting there myself, and I got a little uncom-
fortable.

So you spend an awful lot of time, it seems to me, on this debt ceiling.
On interest rates, I think the country owes a little thanks to you and

to your predecesors. You could have done probably, a bieter 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.

Secretary Fowxza Thank you, Senator.
Senatr SKAnmI Thank you, Senator Morton.
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Senator Hartle it is your second round, and we hope this is an ama&
teur fight that doesn't go beyond three round&.

Senator HAER Mr. S&hultae, I was out of the room, I apologize
whei Senator.Metcalf asked you for an answer to the question which
I previously asked about, the increase in taxes which was adopted
duringthe Korean war and the resulting effects of that.

Can I either get it from the record, or can you give it back to me
Mr. ScHuLT=z Yes, sir. I read this to Senator Metcalf from the

wrong column, and this time I will read it from the right column.
. In %=scl 1950 which is tie 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 increasN in other words, of some
$28 billion.

Senator HArri. $28 billion.
Mr. ScwuLTu m Or 70 to 80 percent, I think it would be--,lose to

80ercent in 3 years
Senator HIwrxr All right.
Mr. ScHLTzEL You have a combination of tax increases and buoyant

economy.
Senator HArixm All right.
But that was during a war period, right I
Mr. ScHULTZ. Correct.
Senator H AxKZ. And now you are in a war period again.
Mr. SCHuLTZE. That is correct.
Senator HAmm& And your anticipation would be, first, that dur-

ing a period of war that there would certainly be an increase to a high
level of governmental expenditures; is that correct ?

Mr. ScHTnzm. That is correct, sir.
Senator Himw& 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. ScHuiTz! If you make that assumption, yes, sir. I do not
choose to make that assumption.

Senator HAm-mR I understand you do not.
Mr. ScuuLuZ. 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 yeag's iudget 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, a
very large part of it arose from tOe fact that the 1967 budget was based
on the assumption of the war coming to a close by the end of the fiscal
year. The 1968 budget is not based on that kind of assumption.
i Senator HARwx. Yes. This is a point of difference which., I think,
is very important because it also reveals a difference of psychology
inside the Government itself, and I am not saying this is your prob-
lem. You have to deal with it just as Senator Morton indicated a few
moments ago, you have to deal with this problem. But this assumption.
as I understand, is based 'or a continuation of the war through all of
fiscal 1968.
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Mr. ScHwvriL Well, the key point, 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
aiiczft, itoptvides for, attrition to 1969.

Senator Htmr . Yes But the point I am making is that this is
based on the assumption that the administration believes that this war
is oing to continue..

Mr. SHULTZE. No, sir; no, sir.
Senator HArrx. it is either based upon that assumption or else-
Mr. Scimz. I want to be very careful.
Senator H 'ri. Let me reverse it for you. Where is it now esti-

mated, where is this secret estimate of the end of the war I
Mr. SCHULTZ. There is none.
Senator HArx. There is none, right.
Mr. ScHmTZE. Right. I am not so 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 assump-
tion with respect to a political or diplomatic assumption. Essentially
it was a budgetary control assumption because we were at the very
early piases of a rapid buildup.

Senator HA . Yes
Let me ask you, was -that made by you independent of the adminis-

trationI
Mr. ScHuLrm. No, sir.
Senator HARTK. Wasn't that assumption made upon the basis of

information which was submitted to you by the Defense Department?
Mr. ScHUmFZ Yes. sir.
Senator HArmr. And now what you are saying is in the same

category, right I
Mr. SoxULTZF. Yes, sir.
Senator H~wrXE. All right.
All I am saying to you, quite honestly and factually, is that on the

basis of the same situation thit budget is based upon assumptions and
information submitted by the Defense Department, right?

Mr. 9ziuLrz. Correct, that is right. -

Senator HA.& Which estimates this war on a continued level-
Mr. Sc ruzz. Which provides-
Senator HARMrE. Which provides-all right-for a continued level

for the war all the way to June of 1968.
Mr. ScmmTm Yes, correct.
So if the'war continues-
Senator Hirmz. It is not based on any if; it is based on the assump-

tion that the war is going to continue.
Mr. ScwmLZ. Senator-- "
Senator HRrm. I am advised dollarwise it is, sir.
Mr.' So6urz Dollarwise that is quite correct, sir.
Senator HAmr We are not in the military end of it. .
Mr. ScuvLTZ . Quite correct.
Senator HAwrxz. But dollaiwise " / , :
So now I want to come back with ths: You -indicated previously

to me, that t1e cost of the War in Vietnun Was not based upon any
substantial increase in personnel.
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Now, in. answering Senator. Catison's question J. believef it .was
stated that thip is based upon the present level of permomwl.

Mr. Swuu= ItwaS. Toput it another way, last January it was
based upon a modest increase in the number of troop--a, modest
increase. .
' Senator Harrm. But based upon the number of people there at tbe
present time.

Mr. ScHmrzm. Well, it allows some flexibility.
Senator H But it certainly is not based upon an increase of

130,000 troops
Mr. ScHuLTm That is correct.
Senator HAwmn As requested by General Ky.
Mr. ScETurzz. That is correct.
Senator HAriz. My own opinion is if General Ky; wants to-be

his country's George Washington, let him lead tht troops as George
Washington did; let him lead them up Hill 877, and maybe we will
think twice about that. But I am not going to ask you to pass judgment
on that.

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

Mr. ScHuum. There are, of course, no such assumptions is. this
budget.

enator MHRrr So if there is any decision made in that field this
also is to add to the deficit; isn't that correct?

Mr. CHULTZ. If so. yes, sir.
Senator HArxz. Now, to come back to the tax increase again, if you

do not receive the tax increase, there will be no possible delaying ellec-
tive date in an additional deficit amount of $2.2 billion. Isn't it true
that your own estimate is that the 6-percent surtax was to bring an
annual increase for fiscal 1968 of about $5 billion? .I

Mr. ScHmLTz Yes, sir; $4.7 billion for that, plus $800 million for
an associated acceleration in corporation tax collections. The estimate
is $5.5 billion for the total package. k and i

Senator A Tim $5.5 billion for the total package, and if you do
not receive that, that additional amount, according to your estimate,
has to be added; is that correct I

Mr. ScHuvrm That is correct. ,
Senator HAwrz. All right.
Secretary FowLwt It would be $5.5 billion minus the $2.2 billion we

have taken into account, or a net additional shortfall of $3.3 billion,
Senator HAIwrKz. Yes; all right. Now, let me take one other factor,

the participation certificates. According to this legislation, as .1 under-
stand it, we are going to include in the budget the participation certfi-
cates for 1968; isthat correct?.

Mr. ScruLTzzL Not quite. The legislation provides the FNMA par-
ticipation be included, and that means the $4 billion of the $5 bilon
which would be issued by FNMA. , t.. .,,, - ;,Senator Hw . And-the other $1 billion f,. . ., " ,,"-

- Mr. ScnmmL Is EXprt-Ijmlp6rt Bnk,,..
, Senator HAwrim And those &&V not to be included; is that conetI
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Mr. Scmirz .That is correct.
Senator HAkruz Also; you are not going to revert back to include

the $7 billion in participations which have previously been issued; is
that correct?

Mr. Scmnrzz. That is correct.
Senator I-Armi In other words, those will still be left outside
Mr. ScjuauLz The debt limit.
Senator HAnTK. Outside the debt limit.
Mr. ScnuLrT=. That is correct.
Senator HARrKL And it does not include some $1 billion-plus in

participations estimated for fiscal 1969; is that correct?
Mr. SCHULTZ. Well, no fiscal 1969 number has been put together.
Senator HARmz. I understand.
Mr. Sc iuvZ= . It applies to those issued in 1968.
Senator HArrx. 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
are not going to inclu any in 1969.

Mr. ScHLwT-L That is about correct.
Senator HAiRTi It is about like the on again, off again tax credit.
Mr. ScHULmZE. Well, obviously, this is something we did not ask for,

but I think the reasoning of the committee was that, as yci 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 HAwrz. All right.

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

Mr. SCHuLTZ. Two or three.
Senator HARTKE. 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 FoWLZR. There was a substantial one in 1954.
Senator FARTKE. Right.
Secretary FowLER. There 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 1.962, and a significant change
in the revenue that was a consequence of the liberalization of the de-
prMation procedures administratively taken in 1962.

Senator HATRr. Right.
Secretary FOwLEE And there was the Revenue Act. of 1964, the big

bill and, finally, the Excise Tax Reduction Act. of 1965.
4 nator Hlmurr For the record now, I would like to have put in the

record the figures for increase in revenue which occurred to the Treas-
u following each one of those tax decreases.

There was an increase in revenue in each case, there isno denying
that, is there?
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Secretary FowLER. In the use of the 1962-65 actions; yes. .
(The Departnent of the Treasury i sequently suppfi0 he 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 p7.4 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,
1954. Administrative budget revenues and expenditures before and Immedi-
ately after the tax reductions were:

[In billions of dollars]

Fiscal yer

1963 1964 _19W - 196

Individual income tax .........................------- 30.1 29.5 28.7 3.2
Corporation income tax ---------------------- ------- 21.2 21.1 17.9 20.9
Excise taxes ------------------------------------------ 9.9 , 9.9 9.1 9.9
Allother ........-------------------------------------- 3.a 3.9 4.5 4.8

Total receipts ----------------------------------- 64.7 64.4 60.2 67.8
Expendit.ures-------------------------------------- 74.1 67.5 64.4 66.2

Surplus or deficit (-) ---------------------------- -9.4 -3.1 -4.2 1.6

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 $(4.4 billion in fiscal 1955. They increased to $68.2 billion In
1956.-

As a result of these actions the 1953 deficit of $9.4 billion was reduced to $4.2
billion in 1955 despite the $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

1953 IOU96 1965

Receipts:
Personal tax and nontax payments ----------------------------- 32.2 29.0 31.4
Corporate profits tax accruals ---------------------------------- 19.5 17.0 20.6
Indirect business tax and nontax accruals ---------------------- 10.9 9.7 10. 7
Contributions. or social insurance ------------------------------ 7.4 8.1 9.3

Total receipt..-.... .. ...------------------------------------- 70.J 63.8 72.1
Expenditures ---------------------------------------------------- .7. , .7 68.1

Surplus or deficit (-) ---------------------------------------- -7.0 -&9 4.0

Thus, administrative budget receipts declined for two fiscal years after the
1954 tax reductions. The NIA receipts declined sharply In calendar 1954 but rose
Irl 196.

The second major tax reduction program was commenced in 1962. The 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. billion) and the Excise Tax Reduction Act of 1M
effective for the most part on July 1, 1965. It was estimated that excise taxes
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would be reduced by $2.2 billion in fiscal 1966. Administrative budget receipts
and expenditures before and after the tax actions were:

[In billions of doli rs)

Fiscal year

1962 1963 1964 1965 1966

Receipts:
Indi dual income tax ----------------- 4.6 47.8 48 7 4& 8 55. 4
Corporation income tax ---------------- 2.5 2. 23.5 '25.5 130.1
ExcLe taxos ........................... 9.6 9.9 10.2 10.9 9.1
All other ..........------------------------ 5. 7 7.3 7.1 7.9 10.1

Total'receipt ..---------------------- 81.4 88.4 89.5 93. 104.7
Expenditures -------------------------- 87.8 92.6 97.7 96.5 107.0

Surplus or deficit (-) --------------- -6.4 -6.3 -&.2 -3.4 -2.3

' Corporation income tax receipts were increased substantilly by the acceleration of corporation tax
payments tender tho 1964 and 196 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 --------------- 44.7 48. 6 51.5 48. 6 54.2 61.9
Corporate profits tax

accruals -................ 2L8 22.7 24.8 26.5 29.1 31.7
Indirect business tax and

nontax accruals --------- 13.6 14.6 15.3 16.2 16.8 15.9
Contributions for social
insurance --------------- 18.2 20.5 23.1 23.9 24.8 33.0

Total receipts .............. 8.3 106.5 114.5 115.1 124.9 142.5
Expenditures .............. 102.1 110.3 113.9 118.1 123.4 142.2

Surplus or deficit - -3.8 -3. 8 .7 -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. Tte fiscal 1963 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 1968-1966 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
1953. A surplus of $4.0 bLLilon 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 $0.3 billion In 1966.
Senator HAiRKE. 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 bonds.
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In 19 8, the President raisted--the then majority leader, now
President, resisted--an effort by Presidnt Eisenhower to do that.

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

Secretary FowLm I would not recommend and have not recom-
mended that the 414-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 HArrmz. Yes. But you still admit on page 24, and I 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 FowIum. They are far away from that.
Senator l-AhRxxL They are not approaching that.
Secretary FowLEn No, sir.
Senator MI'A TKi. You said you would like 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 level of interest
rates."

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

Secretary Fowrxn. Yes. You are in a large market.
Senator IATKE. 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.
Secretary Fowlmi. Yes.
Senator I-Irrw=. 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 Fowx You mean item 2.
Senator RLaxx Your shortfall in revenues.
Secretary Fowum. Shortfall in revenues.
Senator HAR'im Is this not in effect, an implicit. statement that the

economy will continue sluggish, is not that what it, in effect, means
Secretary Fowum No. I think the biggest element in the estimate

made by the joint committee staff is corporate incon.
As I 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.

Senator HAwrEx. 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
anythinglits resent level or if it escalates, and I am not going to
ask you topass judgment on that because you are bound by the Defense
De rtment's estimates.

Butevenfassm n those figures are correct, you have an estimate of
$11 billion in a deficit by your own admission; is that correct ?
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Secretary FOwLuz. That is correct.
Senator Hurr And by these figures would add another $9 billion,

if these contingencies would develop, is that correct I
Secretary Fowmz. That is correct.
Senator Lunrxz. Then the so-called unthinkable
Secretary FowIzm. Wait a minut*, Senator, because while participa-

tion certificates count Utnder the debt limit, the act as passed by the
House does not require any changing in the accounting for partlipa
tion certificates sold. That would not be in addition to the so-called

Senator HAnm. Do that again forme..
Secretary FowLz. The act dealing with the dibt ceiling that places

the participation certificates issued by ENMA. under the debt oedling
does not call for or require a changing in the normal accounting, and
change the treatment of sales of those certificates as revenues if they
am, in fact, sold.- 1 1 ' ., , .
. Senator I-LHrKz. All right.' You are sa ng, in effect, I should re-
duce that $3.5 billion down-A:4,hat $20 billion down by $3.5 billion to
$16.5 billion.

Secretary FowLm. That is correct.
Senator HARTKE. In other words, if these contingencies occur then

this statement -by your account would have' a $16.5 billion deficit; is
that correct I

Secretary FowL.R. I- believe that is accurate, if those contingencies
-occur.

Senator HAwTKE. All right. Which means- again you are going to
have to really go out in the marketplace for money.
• Secretary Fowrz. That is correct. ' ,,

Senator HArKZ. How 'soon do'you anticipate that you'will have
to go to the marketplace for money now? ,

cretary FowixR. Well; I will defer this to Secretary Deming
since he has the schedule in mind better than I do.

Mr. DLn1No. We probably will be borrowing new money. As you
know, Senator, we have bils maturing all the time. We would be
"going to th market in July.'

Senator HART'KR. In July. About how much I
Mr. DIEMNG.Me have not really come down hard on that yet. I

cannot give you an answer.
Senator = But it will be a substAntial amount, will it not?
Mr. Dijano. Yes. ' " "
Senator HAmrE. If I estimated the amount at around $5 billion

am I very substantially.off I
Mr. DEMiN;. Yes, sir.'
Senator -AiRTK. High or low?

.Mr. DxmI IO. High,'I think.'
Senator HArTKE. 'You think I am high. A hundred percent high?

"Mr. DnmNo.:, Don't pin me down, Senator. I really would prefer
not to be pinned down. ' ' 11 .

Senator HAmm-z. All right.
You have a difficult time with all of these things, with the tight money

situation which did exist, and with the possibility of tight money
-coming again. But what I want to come back to is this. 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 wss a. fine way to
put it, it increased the debt limit by up to whatever it was, as a demon-
stration of fiscal responsibility. . 8

Now, in my v-iw, and-I certainly do uot ask you to accept thi* we
have had a mismanagement here, generally speaking, which, to some
extent is not due to the Secretary ior the Director of the Bureau of
theB udge , ,,, ,-I : . I 1 1 . i '

But some people are not playing completely fair with Congress and
the other departments of Goverwnent, which caused a great misman-
agement of the debt. For this reason, as much asI would like to endorse
the! position of; the. President in regard to his opposition to removal
of this interest rate, as he did in 1958 when Presidant 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, because in my opinion, you are not going to be able to com-
pete 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 .%-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.

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 WnIAxM& I think he was getting it.
Senator HA&RixE. I want to clear the record up. I just want to put

it in the record that if such copies have been avaffable to any Members
of the Senate, the have been denied to the Senator from Indiana
although I repeatey requested thm, and they have been denied to the
Senate Finance Conimitee. So if they have been given to any other
Member of the Senate, I think it is high time that we find out, and if
they have not, I think the record should be corrected accordingly.

Again I want to renew my request and urgently request the Secre-
tary of the Treasury not to impiament, and to recommend against, the
promulgation of this antidumping provision until~such time as some
people have had a chance to read it, review it, and possibly, approve
it. 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.

Senator SxinmmH . 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.
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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Se.vator 1IArKFr. Then I will assume that the acting chairman is
indicating that it will be the position of the Finance Committee that
until such time as this has beeh fully explained to the Finance Com-
mittee, and we have had a chance to examine it, that the Finance Com-
mitte will be on record as opposing its promulgation:"

Senator SMATHERS. No. I think the Senator has taken up entirely
too much slack on that, conhig to that conclusion.

The only statement that I made is that 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 yetgiven him an opportunity to do
that: He is standing by ready now, I assume--ind when I say now,
I have reference to Monday, Tuesday, Wednesday, sometime in that
area. But itis certainly not the position of the 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.

$enator 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
give !iim 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 through, Senator Williams.
Senator WirutAms. 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
the Export-Import Bank there is $2.1 billion, and it would be about
$7 billion.

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 afte" 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?

Secretary FowuER. 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.

Senator WILLmAmS. 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
its merits.

Secretary Fowuii. Apart from that I have discussed this at some
length before the House Ways and Means Committee, and I will be
gladi to provide a copy of my statement to members of this committee.
It 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 WILIJAMS. I have read it.
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Secretary Fowui. June 30, it would drop back.
Senator WImLAMS. It says ending on June 29.
Secretary Fowum. Yes.
Senator Wiaums. 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 FowuE. I think you are outlining a-
Senator WILLIAMS. Possibility.
Secretary FowLui (continuing). Technical possibility which is not

practically feasible.
Senator W Lu4 AMs. I agee with you it is not practically feasible, and

that is the reason I am talking about it.
But is this not the effect if 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 dropback 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 billion,
and just shut up about it.

Secretary FowLER. I asked for that originally, Senator Williams.
Senator WmLIAMs. Thank you. And you would be delighted to have

it stricken out?
Secretary FoWLER. And the Republican minority opposed it and

voted solidly on the floor against it.
Senator IVmums. Well, I suppose they were disgusted with your

opposition to some of their sound proposals.
Secretary FowLER. No. That was the only matter we were in dis-

agreement on. They applauded me on all other proposals.
Senator WmLAs. Then you will applaud me for offering this. I

am a Republican and proud 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 FowLm. No, not at this time. I would have, and I did
make

Senator WILLIAMS. You are opposing it now?
Secretary FowLER. 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 WMLIAMS. Well, Mr. Secretary, I want to tell you I get
rather impatient with your coming over and asking 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 WLIjAms. 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 up
to $365 billion over on the other side, give you the same answer and
cut out t.'Iis 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 knowledge that there was
a solid minority position 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.

Senator WLLAMS. I will ask the committee to put in the repo t your
great respect for the minority's position a.id 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 S Rs. You go ahead, Senator, and we will get to Sen-

ator Fulbright.
Senator WILLIAMS. 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 )art 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 low 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,
yielding 4.23.

Now, all other bond issues maturing around 1985 are yielding 4.79
to.5 percent.

I realize part of that would result from the fact that by having a low
coulp)n on these bonds, and selling below par their buyer, in effect.
is looking at it as a part of his interest as being, in effect, converted
to capital 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 effect on their price,
without any question.

Senator WILLIAMS. Yes; I realize that.
Mr. DEN MNG. I cannot measure what that effect is precisely, but it

does have some effect.
Senator 'WILAu S. It does have that effect.
Mr. DE.MING. Yes, sir.
Senator WILLTAMS. 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. DF.MIl-G. That is one; yes.
Senator WILLIAMS. Yes; and it would mean that an elderly gentle-

Tnan 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.

Would we not be better advised for the Treasury Department to
come up with a realistic evaluation of your estate tax policies, your
rates, if we are going to have reductions in the rates-and I think
they should be seriously considered, perhaps favorably-why not do it
in the rate formula, and let everybody have it? I go not think the
general piic realizes that--this is 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.

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 2 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 23/4 percent with 8 years maturing 1980, you are
familiar with the issue, instead of 1972, but you gave them an addi-
tional rollover provision were 24 hours later, after rolling them over
2 percent, they could rollover 1 s and thereby they could unlock
themselves from a 30-year 21/2-percent bond in 5 years by taking
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 issue to the Library of
Congress. They say that has cost the Treasury Department over $900
million 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 in 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 FowLFm. For the record, Senator, the date of that issue
you just last referred to was back in the late forties, was it not?
Senator WILLFAmS. The issue was in the 1940's,,nd the rollover was

in 1950, 1951.
Secret arVFowILR. Yes.
Senator WILLtxS. Yes, sir.
And in the rollover provisions because they were locked in until

1972 at a 2i, -percent yield, but by giving them the rollover, which was
interpreted in many quarters as stretching out the debt by 8 years, and
paying an extra one-quarter of 1 percent, which I could say could have
been perhaps 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,
it was prior administrations. But I have never been able to under-
stand -it.
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1 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 uimecessary
costs to the Government, and I will only say that his error was on the
underside because it has cost us about between $900 million z 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 as 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. DETwNG. Senator, we will do the best we can on that. I assume
we have those numbers.
Senator WILLIAMS. 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 1962 ----------------------------------------- $185,749,600
Fiscal year 1963 ------------------------------------------ 20. 797, 100
Fiscal year 1964 2------------------------------------------ . 000. 000
Fiscal year 1965 ------------------------------------------ 279,524.000
Fiscal year 1966 ------------------------------------------ 289, 923,000

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 to supply greater detail

Senator SMATHERS. Senator Fulbright.
Senator FULBRIGHT. 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 FowLa. 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 sittig en banc, and
the House Appropriations Committee just after the budget and, the
President's economic program 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 rocess of fixing a ceiling each year and, as
my testimony indicates, Ithink the time has now come when it would
represent a substantial improvement if we tried to fix a ceiling at a



$ 3 5 8 BILLION DEBT LBUT

so-called permanent level which would be sufficiently far out to be
adjusted with much lesser frequency.

Senator FULBmRGT. I thought of this when the Senator from Deli-
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?

Secretary FowLER. No. sir. It does create that impression, and I find
it ctntly difficult to explain to people who write in, and editorial
writers, that I am just spending money. All I am doing is trying to
borrow the money to pay for the bills that have been created by con-
gressional action through authorization, appropriation, and so-calledback-door spending.

Senator FULmoIrHT. 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 yeir,
Mr. SCuULTZE. 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 nili-
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 1'LL OGHT. Is that for 19671
34.1. SCHULTZE. For 1968.
Senator FULBRIGHT. 1968.
Mr. SCHmLTZF.. Yes, sir.
Senator FULBEIGHT. 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. SCHULTZE. 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 billion that you startwith: Assume no tax increase, and you add $5/2 millions; assume no
sales of participation certificates and you add another $5 billion. That
gets you up to $1 billion.

Then you add another $21/ 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 ie added another $5 bil-
lion as a possible add-on in defense expenditures, which got him to
the $29 billion.

One has to say that each one of these contingencies is certainly a
real contingency, but it is very unlikely they will all ocerr at onceSenator Fu.mmiT. In the Defense Department's budget expen-
ditures, does the Budget Bureau really have any control over that
Do you examine their budget the way you examine domestic budgets
Mr. ScHLTza 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 through the Budget Bureau, and the Budget
Bureau then makes recommendations 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 FULBRIGHT. Dou you exercise or attempt to exercise any
judgment as to the wisdom of any particular programs in the Defense
Department?

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

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

Senator FLB RGHT. 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. SCHUJLTZE. In that particular case, no, sir. I think I would
have-

Senator FULBRMGHT. Not any. Aren't there a great many similar
projects?

Mr. SCHULTZE. 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
the research budget.

Senator FULBiGHT. Yes..
Mr. SCHULTZE. We do review it.
Senator FULBRIGHT. You review it?
Mr. SCHULTZE. We do, sir.
Now, this does not mean, however, I a $7 to $7.5 billion research

budget, we examine every one of the thousands of individual items
that are involved in it.

Senator FULBRIGHT. You do not attempt to analyze them and say
that this is entirely unrelated to defense matters, do you?

Mr. SCHULTZE. 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 restrictions on this.

In this particular case-
Senator FULBImGHT. Did you approve the Camelot project or did

you not?
'Mr. ScmTZE. To the best--
Senator FuTmaGHT. That is used as a sample, because there are many

others similar to it.
Mr. ScHULTZE. 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-
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Senator FuLumRoT. They still have projects similar to that which
are going on and, frankly, I do not approve of them. I do not think it im
awy of their business to go out over the world and undertake social
science research projects. They are usurping, I think, jurisdiction not
;theirs and if it is at all proper it ought to be under the State De.
partnmnt. But I do not understand this kind of proliferation of the

defense Depaitment's activities at all.
Mr. SCHULTZz. Sentor, if I might add something on this, it is my

understanding that the Sftte Department is now reviewing and does
now review all such social science research projects.

Senator FULBRIGHT. They review them after they get a complaint
from our Ambassador in the various countries, aid then they disavow
them. But I understand they are still carrying them on.

I wonder if you could tell us what the objective of this kind of re-
search is? W t is tim purpose of that type of research into the possi-
bilities of development of socialism within a country, or what the atti-
tudes of tpieople of a given foreign country are toward reforms with-
in.th political and social structure? Whv is the Defense 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. SciauLnF. Senator, in order to do that. hitelligently, 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 or the record.

I would be glad to furnish you with an answer. But, to be quite honest
with you I would not be able to formulate a kind of honest, reasoned
opinion from scratch right before this committee. But if you waited I
would be glad to look into it.

(The information referred to had not been received as press time.)
Senator FULBRIGHT. The truth of the matter is that they would think

you would be presumptuous if you ever questioned it.. t
Mr. SCHULTZ!. No, sir. I do not agree with that.
Senator FULBRIGHT. Have you ever questioned it I
Mr. Scnuvrzz. On a 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- t
sumptuous, is quite incorrect, Senator.

Senator FuLmGmT. I ran -into one program where the Air Force
sponsored at considerable cost a research project about the progress of t
communism in Latin America. 4 1

What does that have to do with the Air Force? When I first asked
General McConnell about it, General McComniell said that could not
beso.

About 3 hours later he called -up and said, "I was mistaken. I was not D
aware of it." a

When he first heard of it he thought it was absurd. But after he oon-
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 of

* projects about the progress of communism in Latin America seems bu(
silly to me. 4

Mr. SnuLTz. Well, Senator, without attempting at this stage to gt tht
any kind of a definitive statement. on it, I would say tiis. 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 mad& 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-

r FUF GHT. I hoped you would. But it seemed to me some-
body besides the Defense Department ought to know about it.

Mr. SCHULTZL Well the State Department does, Senator, under the
procedure instituted after Camelot.

Senator FuLBoHT. 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 appised-

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

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

Mr. SCHUrLzE. No, sir.
Senator, we obviously disagree. I just do not agree with that.
Senator FULMGHT. What about these, do you have anything to do

at all or do you review, the program of education of the American peo-
ple by the Defense Department, their program of sending out blue
teams and red teams and white teams, to brainwash the American peo-
ple? You do not have anything to do with that, do youI 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. SCHULTZE. Senator, I may have to confess the fact of not having
passed upon every item in the Defense budget. I clearly confess that.

But I 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. a reflection of the fact that the Secretary of Defense will not discuss
these or submit them for review.

Senator FULBRIGHT. 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 hias 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. SCHtLTE. 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. I mean I cannot say it is even across
the board. It is not. It varies.

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

953
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Mr. SCIRULTZE. 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.

Senator FULBRIGIIT. Ido 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.

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

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

Senator FuLuRmir. Fifty-five percent.
Ten years ago what percentage was the military of our total budget?
Mr. SCHULTZE. Ten years ago?
Senator FULBRIGHT. Roughly.
Mr. SCHULTZE. Probably 50.
Senator FULBRIGHT. Fifty.
Mr. SCHULTZE. Ten years a o , probably 50.
Senator FULBRIGHT. Totalbu get 10 years ago was not as much as

the defense budget is this year, was it?
Mr. SCHULTZE. Maybe it was a larger proportion then. If I can have

just a second I can give you that number.
Senator FuLBRIGIIT. What was the total budget of 10 years ago?
Mr. 'SCHULTZE. The total administrative budget-
Senator FULBRIGIIT. It was less than $70 billion, was it not?
Mr. ScnuLTZ. In fiscal 1967-
Senator FuL Gorr. 1957.
Mr. SCiiULTZE. In 1957 rather, the total administrative budget was

$69 billion.
Senator FULBVIOHT. Less than defense is this year, is it not?
Mr. SCUuLTZE. That is correct.
Of that $69 billion, defense was $38 billion; in fact, nearer $41

billion out of $69 billion, including military assistance, so it was a
higher proportion then than it is now.

Senator bVLMGHT. But absolutely it is-
Mr. SCHULTZE. Of course, we understand. a

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

Mr. SCHLTZE. I would not want to prophesy.
Senator FUBRMGHT. You would not want to guess at that?
Mr. SCHULTZE. No. r
Senator FULBRIGHT. It just seems a shame that we are becoming the dc

greatest military power in the world, the greatest military power the thi
world has ever seen, and going down and deteriorating domestically cc
very rapidly. It seems a terrible way for us to be moving, a great peace-
loving country.

Mr. ScHUTzE.. Senator, I do not know how long to prolong thi
I think I take exception to the point that we are deteriorating doine-
tically.
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. Senator FULIGOHT. 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 Fowuim. 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.

Senator FULBUGHT. That only shows how superficial economics are,
at least our lacking in fundamentals, because I have never seen a period
in which crime, alienation, 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.

Ir. SCILULTZE. 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 FULBRIOHT. 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. SCHULTZE. I am talking about the last half of the 19th century.
Senator FULBRIGHT. 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 Washington."

This is happening all the time.
Mr. SCHIJLTZ. Senator, there are indeed serious problems.
Senator FULBRIGHT. Mr. J. Edgar Hoover is a good authority, is

he not, that the crime rate in Washington, 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. ScnIULTZE. 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 education, 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
Government 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 boen trained: look at the number of poor kids who have been
aided; look tit the number of children who have gotten the advantages

55.
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of health care as compared to any prior 4-year period in our history,
and I think the social ferment in terms of recognizing these problems
and moving to meet them cannot be beaten in any time of history that
I know of.

All of which is not to say that we have answered the problems, that
they are licld, 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 FULERWHT. 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. ScHuur z Well, Senator, when you look at these statistics on
the expenditures and programs in these social areas, they have con-
tinued to move ahead.

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
not. But they have continued to move ahead. They have not been cut
back.

Senator FLBm1GHT. 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. Sciu rT . I would suggest one of the major things on that
Senator, is passage of the President's crime control bill which wili
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
paes.

Senator FTLBRIGHT. I am through.
Senator SMATHEIIS. Senator Harris has three questions.
Senator HARRi. I want to submit them, and you can answer them in

writing.
One, of course, I agree fully with Senatoir Fulbright that the great

amount of social research we are doing in foreign countries ought to
be under the aegs of a civilian and not a military agency.

We have been holding hearings in the Subcommittee on Glovernment
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 Bu to determine
what agency ought to be doing social science research in foreip
countries with Federal money. Very little, if any, is being done by the
State Department or b AID or by USIA.

The tremendous bulk of it is being done by the Department of
Defense which just, in spite of the very good procedures instituted
at Camelot, under the jurisdiction of Tom Hughes over in the State
Department, still furthers the militaristic image of this country. So 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
responsibility for Fer social science research in foreign countries

(The information referred to had not been received at press time.)
Senator Humus. Now, on this bill, to clear up the record, we need

ea
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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 beck to the peunanent limit of
$358 billion and I think you could say to us in writing how you will
use that $7 billion.

Secretary FowL R. Yes, we have figures that show the inflow of taxes
that begin on March 15, and April 15, that-

Senator SMATEi, aS. Why don't you put it in a letter to us?
Secretary FowLua. Yes.
(The Department of the Treasury subsequently supplied the follow-

ing answer to the question raised by Senator Harris:)
9. How would the seasonal $7 bii on addition to borrowing authority provided

in H.R. 10687 be used in actual practice?
A. Section 3 of H.R. 10887 provides that the permanent debt ceiling of $35M

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 following debt limit prevailed, beginning
July 1, 1967: B llion

July 1, 1967 through June 30, 1968 --------------------------------- $
July 1, 1968 through June 29, 196 ---------------------------------
June SO, 1909 --------------------------------- 358
July 1, 1969 through June 29, 1970 ----------------------------------- 365
June 30, 1970 ---------------------------------------------------- 358

And so on, with the limit returning to the 3W billion permanent level on each
June 30.

In practice, of course. the Treasury would not exlpct to lsue $7 btlli(m of
additional debt each July 1 and repay that net amount each June 30. Rather.
the $7 billion leeway would be uesd to accommodate the typical rise in dcbt that
must occur within each fiscal year for purely seasonal reasons. This seasonal
pattern follows from the fact that the Treasury collects 41 to 45% of its reve-
nues in the July-December half of the fiscal year. Because of the seasonal 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 fi.9cal 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 last 10 or 15 years.
and working with the seasonal upswing 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 15, April 15 and June 15, and which corporations may use In payzunt
of their taxes due in those months.

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

[It. bUilions of dollarul

Tax anticipation Wit lumed Maturity dab

Dite Amount Mar. 22, 1M7 Apr. 21, 1967 June 22, IU

AO. 26, IM -------------------------------- - 1.0 2.0 ..............
et is,1lo ------------------------------ a---- ---------- 1 1.6 10

Dec. 12, 10 --------------------------------. 8 ............................ .8
M . 18,1997 -------------------------------- 2.7 ............................ 2.7

T l W --------------------------------.. 10.0 2.0 2.6 5.6
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Thus tax anticipation bills were issued from August through earlv 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.

This Is not to say that seasonal borrowing would necessarily take the form
of tax anticipation billN, 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, 1nclu~ling $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 isstes held by trust funds- -leaving the June 30 debt subject to limit
at $355 billion. .

SenatorHARRIS. The last thing 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
FNLA. 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 oil the
debt ceiling.
* I think you can do that in writing and you can complete this record.

Secretary FoWLER. Senator, I think it is imI)ortant 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
reg ular payroll deduction plans, and there are many, many other
offets, 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.

NTow, 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 Pack to the permanent

level of $285 billion, compared with an actual debt that is'expected 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 be
due. B

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 WO

-it a major: national asset, not only to the individual savers but also to the Govern-
meat in its 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 Of
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, the
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 Pr
were unable to borrow after July. Merely to repay maturing Treasury bills during he
July would use up $10.7 billion: $2.3 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.
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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 ihsue of new bills would not be possible, and that would drain the limited
cash supply very quickly. .

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 Federal 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
3 --------------------- $0.432 18 --------------------- $8.357
5 ---------------------- 1. 256 19------------ ---------- 8.247
6 ---------------------- 4.230 20 --------------------- 10.236
7 --------------------- 4.654 21 ---------------------- 9.741

10 --------------------- 4. 728 24 ---------------------- 9. 698
11 4.746 25 ------------------------ 9.842
12 ------- -------------- 4. 739 2& -------------------- 10.051
13 ---------------------- 7.290 27 --------------------- 12. 558
14 ---------------------- 7.665 28 --------------------- 12.929
17 --------------------- 8.071 81 --------------------- 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 meet 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 small 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 Armed Forces;
Paying Government civilian employees;
Federal payments to states;
Payments to farmers;
Pension payments for veterans, Social Security recipients, civil service

retirees;
Medicare payments;
Unemployment benefits.

It may be asked how trust funds such as Social Security or Unemployment could
be affected by cash depletion, since these payments 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 other buyers
would be willing to purchase these securities if there was a question about the
Treasury being able 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 urging the Senate in this case not to work its will in
minor amendmen,:s even though I might prefer some of them to the
present bill. I would 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 tI-
Governmant and avoiding dislocations in the markets, that would

.rved by prompt enactment of this bill. V
Senator Hmxs. I quite agree. But I just wanted to complete d

record, since there are amendments that we would like to offer.
For example, the amendment having to do with aid to depended

children of uneploed parents. That w ing to expire-theoea
passed in 1962. It affects my State, and it aff ecsa good many othr
States. This would be, all other things being equal, a very good vehich
to attach to that.

Secretary FowLm Senator, with all due respect, let me just plh.4
with you that you forego at this time on this bill adding nongernmane
amendments, or even germane amendments, becatvA the time is awfully
short to go to conference if you make any changes at all, and to p
back with a conference report to the two Houses. I have just corn
through an experience in which a bill that even Senator William
would seem to support, Is been rejected by 210 to 197 not more than
3 weeks ago. Don't put us back through that meat grinder again or
else we will be beyond a reasonable date, and I know the Congrea
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 HAms. I think that is correct.
The time limit is, but I quite agree with you-we need to complete

this record.
Senator FUIARIGHT. Mr. Schultze, can't you give us a list, a break.

down, of the Defense Department's social science research programs
Mr. ScHuLTzr I will see what I can do, Senator.
Senator FULBIiGHT. Who can do it if you cannot do it? They are

supposed to submit it to you.
Mr. SCHrL'wIF. I will try to do it.
Senator Sm-a4Tits. The answer is lie will do it to the best of his

ability.
Senator FULBMGHT. 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 SMATHEas. All right. The comimttee will stand in rect 3
We will have an executive session at 9:30 Monday morning next. 3
(Whereupon, at 12:10 p.m., the committee adjourned.) I


