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PUBLIC DEBT CEILING

THURSDAY, MAY 23, 1963

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

The committee met, pursuant to notice, at 10 a.m., in room 2221,

New‘dSenate Oftice Building, Senator Harry F. Byrd (chairman)
residing.

P Pnesexﬁ;: Senators Byrd, Long, Smathers, Anderson, Douglas, Gore,

Talmadge, Hartke, Williams, Bennett, Curtis, and Dirksen.

Also present.: Elizabeth B. Springer, chief clerk.

The CizairMAN. The committee will come to order.

The hearing today is on the bill (H.R. 6009), to provide for the
periods ending June 30, 1963, and August 31, 1963, temporary in-
creases in the public debt limit set forth in section 21 of the Second
Liberty Bond Act. The Chair places in the record a colgv of the
bill, as well as the report thereon by the Bureau of the Budget.

(The bill and the report of the Bureau of the Budget follow:)

[H.R. 6009, 88th Cong., 1st sess.}:

AN ACT To provide, for the geﬂods endlni June 30, 1063, and Aviuat 1, 1963, temporary
H)ctrcases n the public debt limit set forth in section 21 of the Second Liberty Bond
¢ .

Be {t cnacted by the Senate and House of Representatives of the United
States of America in Congress assembdled, That the public debt limit set forth
in the first sentence of section 21 of the Second Liberty Bond Aect, as amended
(31 U.8.C. 757b), shall be temporarily increased—

(1) during the perlod beginning on the date of the enactment of this
Act and ending on June 80, 1963, to $307,000,000,000, and
(2) during the perlod beginning on July 1, 1963, and ending on August
31, 1963, to $309,000,000,0600.
During the perlod ending on June 30, 1963, the limit provided by paragraph
(1) shall be in lieu of the limits provided by the Act of July 1, 1962 (Public
Law 87-512; 76 Stat. 124).
Xassed the House of Representatives May 15, 1063.
ttest: '
-~ RarrH R. RoBeRTS, Clerk.

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., May 22, 1968.
Hon. HArRrRY F. BYRD,
U.8. Senate, Washington, D.C.

DeAR Ma. CHAIRMAN : This report Is in response to your request for the views
of the Bureau of the Budget on H.R. 6009, which provides for temporary tucreases
in the public debt limit to $307 billton until June 30, 1963, and to $309 blilion
from July 1, 1963, to August 31, 1963,

Under present law, a temporary debt limit of $3035 billion 1s now in effect. This
limit Is scheduled to drop to $300 billion from June 25, 1063, to June 30, 1963,

1



2 PUBLIC DEBT CEILING

after which time the permanent debt ceiling of $285 billion becomes effective. As
the I'resident noted in his budget message of January 17, 1063:

“The present temporary debt limit was enacted last July on the assumption,
clearly stated in the report of the House Committee on Ways and Means, that the
expansion in the economy and in tax revenues would be sufficlent to produce a
balanced budget for fiscal year 1963. It is now evident that recelpts will not
reach the level hoped for at that time. As a consequence, the pending step re-
ductions in the temporary limit on the public debt would render impossible the
iggg('l, management of Government finances during the April-June quarter of

The President further fndicated: )

“Po meet our financlal requirements and to provide a margin of flexibllity, 1
will request a further increase in the debt limit for fiscal 1064. The exact
amount and nature of the increase required depends not only on the total amount
of the deficit bnt also on the particular time pattern of receipts and expenditures.
For this reason, the debt limit to be requested for fiscal year 1864 wlill be de-
termined later this year when a more reliable estimate can be made of the re-
quirements.”

While the limits provided in H.R. 6009 allow only & very narrow margin for
contingencles, the Treasury Department has Informed us that in their view, the
Government will be able to operate under these Hmits unttl iate in August. Prior
to that time, therefore, further adjustments in the debt limit will have to be
requested. Tn view of the urgent need for providing a higher limit during the
perlod immediately ahead, the Bureau of the Budget favors prompt enactment
of H.R. 6009,

Sincerely yours,
PriLtir 8. HUGHES,
Assistant Director for Legislative Refercnce.

The Cuairman. Inasmuch as the distinguished Senator from
Massachusetts has another meeting which he must attend, we will
hear him before the Secretary of the Treasury.

STATEMENT OF HON. LEVERETT SALTONSTALI, U.S. SENATOR
FROM THE STATE OF MASSACHUSETTS

Senator SavtoNstarL. Mr. Chairman, if I may, { am going to put
in front of each member of your committee my very brief statement,
and a copy of the bill that you and I joined in sponsoring in the last
session of Congress, and a statement on this legislation from the
Comptroller General to Senator McClellan,

The Ciamraan. Without objection, it will go in the record.

(The statement of Senator Saltonstall, with attached supporting
data, a copy of S. 3035, and a letter of the Comptroller General dated
July 8, 1959, follow:)

STATEMENT OF HON. LEVERETT SALTONSTALL, A U.S. SENATOR FROM THE STATE OF
MASSBACHUBETTS, ON THE REPORTING OF THE FEDERAL DEsT

I am very grateful to have the opportunity to testity briefly before you this
morning. My testimony will be directed to the problem of ascertaining what
the total consolidated Federal debt actually is, and the remedy I propose for
this problem.

Last year I introducedl 8. 3035 with your chairman: *A bill to clarify the
components of and to assist in the management of the national debt.” This
bill was preceded by S. 2122 in the 86th Congress. I suggest that this bill be
attached as an amendment to the natlonal debt legislation now before you. I
have not reintroduced it this year, as I know that it is in your committee’s files,
and could be taken up by you when appropriate. I knew that you would have
the debt limit before you this year, and felt it could be attached as an amendment
to this year’s revision.
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The U.S. Government currently owes many different kinds of obligations.
Some, such as the statutory debt now before you, are reported fully to the
Congress and the public., Others, such as long-term leases and contracts, are
not fully reported. There are also many contingent liabilities ranging from
insured deposits under the Federal Deposit Insurance Corporation to ship mort-
gage insurance, and from VA honie loan insurance to the support which the
people expect will be given to the various trust funids. Guaranteed debentures
of the FHA are also outstanding. All of these and others, such as the Veterans'
and Soclal Security Administration’s nctuarial liabilities for insurance, are part
of the consolidated Habilities of the Government. . )

I do not believe any Government corporation will be allowed to default on fits
obligations, and in this seuse all their liabilities nre contingent liabilities of
the Government as & whole. Reports are avallable on all of these liabilities,
but they are not published together as they would be in a private business annual
report. There they would be part of the consolidated balance sheet or in its
footnotes. Lease obligations are reported in a variety of places, but they are
growing, too, and should be drawn together. In business no reputable auditor
would sign his name without mentioning .these obligations, and the Securities
and Exchange Commission would reject the reports at once {f they were omitted.

We owe a responsibility to the people and to the Congress to make clear, to
the Lest of our abllity, the true financial pleture of the United States. It is
now very difficult for someone outside the hudgetary and accounting staffs of
the Government to draw these flgures together because they are contained in
so many different source documents. Some of the figures are not avallable to
the public at all.

This bill grew out of comments made to me by people who expressed concern
that pressure on the administration to reduce the statutory debt would only
result in increases in the nonstatutory debt. For example, policy might call
for leasing bulldings in some cases rather than the purchase of property, and
in other cases contracts mjght be stretched out to defer payment. Trast fuuds
ight horrow without the full faith and credit of the United States belng pledged
in order to avold increasing statutory debt. 8. 3035 of the 87th Congress I8 not
designed to stop this or to change any presently operative laws but merely to
glve a clearer picture of what is being done as public potlicy.

The aim is to.represent to the Congress and to the people the labllity side
of the Federal balance sheet as completely as it would be in a business. Only
with this available can we have an idea of what our debt pollcy really means.

8. 3035, which I now propose as an amendment to the legislation before you,
applles to the Budget and Accounting Procedures Act of 1050, Section 102(1)
of this act requires reports on “* * * all essential facts regarding the honded
and other indebtedness of the Government * * *” as part of the budgetary pro-
cedure, Section 112(a) of the act also states:

“The Comptroller General of the United States, after consulting the Secretary
of the Treasury and the Director of the Bureau of the Budget concerning thelr
accounting, financlal reporting, and budgetary needs, and considerlng the needs
of the other executive agencles, shall prescribe the principles, standards, and
related requirements for accounting to be observed by each executive agency,
including requirements for suitable Integration between the accounting processes
of each executive agency and the accounting of the Treasury Department.”

My proposed amendment adds to these phrases an outline of the details of
the Federal debt which should be supplied semiannually in brief, conclse form.
It Is my hope that such & statement would be of real use to the Congress, to
cconomists, and to the public in determining the condition of the Nation's
cconomy.

Section 1 adds no new requirement. It asks for the present statutory debt
and guaranteed obligations.

Sectlon 2 asks for a report on the contingent 1labilitles of the Governraent
together with a statement showing the collateral pledged as security. It also
asks for a brief analysis of the risk In terms of past experlence. This is intended
to be somewhat ke the report a bank examiner might make on the quality of a
bank's loans, though it refers to llabilities not assets. A report more comparable
to business practice would be made on an actuarial basis on trust fund liabili-
ties such as the old age and survivors insurance. Presently these figures are
avallable but can be drawn together only with difficulty.
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Section 3 asks for the total obligation under long-term contracts and leases
where the contract extends over 3 or more years. This is intended to reveal the
accounts in which the Govermment has substituted a long-term lease or contract
for a direct purchase which would increase the statutory debt. It also would
glve an idea of one of the bullt-in annual expenditures in the Federal budget.

Secction 4 asks for a repeat of the unobligated contract authority granted the
executive agencies. This figure is reported in the budget message, and gives
an fdea of the sepnding capability of the Government. It is an opportunity to
create ‘a liability which may eventually increase the publie debt. For this
reason it should be considered when the debt is under discussion, but, of course,
it is in a different category.

The Comptroller General fn his report on S. 2122 suggested several changes,
some of which are incorporated in 8, 3035. The principle remaining one s that
the Treasury should make the report in a manner and with notes as suggested by
the General Accounting Office. This would be consistent with section 112(a)
of the basic act. Copies of the Comptroller’s report are before you.

One further thought has come to me, that the Treasury should make clear its
management of its accounts payable. At tlmes tn the past, it has deliberately
adopted a slow payment policy. This has the effect of borrowing from the
Government’s suppliers. Over the long run I do not believe it to be a good policy,
for it givés financlally strong suppliers sn advantage over weak ones, and gen-
erally disturbs the economy. The Ceagress has known when this was belng
done in the past, but it might be & good thing to include it in a report such as the
one this blll calls for, either by including current accounts payable or a state-
ment of policy. When redtape is used to slow down payments, we Members of
Congress, especlally the Small Business Committee of which I am a member,
usually hear of it pretty quickly.

It 18 not my intention that the reports required by my amendment should be
long and complicated. Quite the contrary. I hope that they will be simple and
easily understood. I think this is what is intended by the sentence “Require-
ments prescribed by the Comptroller General shall be designed to permit the
executive agencles to carry out their responsibilitiés under section 113 of this
part, while providing a basis for Integrated accounting for the Government,
fall disclosure fo the results of the financial operations of each executive and
agency and the Government as a whole, and financlal information and control
necessary to enable the Congress and the President to discharge thelr respective
responsibilities” in section 112 of the Budget and Accounting Procedure Act.

If the report is too complicated, it will not be understood, so that it should
ge as brief as possible and annotated for those who wish to know the supporting

ata.

I attach a few samples of the type of data which I believe would be helpful.

I thank your committee for having allowed me the time to put this before you.
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Liabilities of the U.S. Government

Totasary Dopart.
Type of Hability ment Froquency of 3ot Title of report
Yes No
- Aam;u;btl}lllt% bt, including obligati teed by | X Dail Dafly statem ? th US"‘rmury
{a) Public de! obligations guaran yiIX  |eeae. vevon Y - cvccncacecaccnconans y ont of the ;"
™ " United States. Monthly. statement of the U.S. Treasury (month-end report).
Annually .. Cgﬁmbvinods. at:tcment %t receipts, expendnures. and balznces of
e U. vernment.
) Otlzwr (ganmnpmﬁn&dgg in) outstanding obligations | X eees80...- )
2, Undclivercd orders and contracts (reported as o part of | X [oeuceeceoafeeaes (41 TN Do.
unpaid obligations). .
Qutstanding commitments and contlngent linbilities:
(@) Loans and mortgages guarsnteed or insured by the | X hngmm:mmenu nn<'10 cgﬁmggmdes of tth: U‘%;;?fwn'
Government, ment (no! generall ¢ Congress or the c).
20) Other insuranee {n force.... X Do. v pu
<) Comnﬂtmenchmts to make. mmntee and insure loans, | X Do.
bnzatlons lssued on lhe fnuh of the United States..| X Do,
(¢ Unpaid subdseriptions. X Do.
Other comunitments and conungendes ........ . X Do.
4. Unused congressional acthorizations: :
(a) Unobligated balances of appmprhtio not yet | X “AmEsly . e Cg;n‘,bivnesd én:temen:n%f‘reeelpts. expenditures, and baiancos of
. .8, Government.
(oi TUnused contract authority.. ... X do.... Deo. .
(¢) Unused borrowing authority. X PO N I S Do,

|

Norx.—The above information does not include trust mnd linbilitles of the Government, which are unrecorded to a large extent. These items are not adequately reported in
any statements on the financial condition of the Government of which we are aware,

DNI'TIYD d14ada O1dnd
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[S. 3035, 87th Cong., 24 sess.]
A BILL To clarity the components of, and to assist In the management of, the national debt

Be it enacted by the Scnate and House of Representatives of the United States
of America in Congress assembdled, That the reports required by law to be pre-
pared by the Secretary of the Treasury for the informatlon of the I’resident, the
Congress, and the public with respect to the financial operations of the Govern-
ment shall include semiannual reports setting forth—

(1) a suinmary of the outstanding public debt and guaranteed obligations
lof tlhettlm"ed States showing the amount thereof which is subject to statutory
Imitation;

(2) the aggregate amount of the contingent liabtlities of the Government,
together with a statement showing the collateral pledged or other assets
avaflable (or to be realized) as security therefor, and an analysis of their
significance in terms of past experience and probable risk;

(3) the total amount of the Government’s obligations under outstanding
contracts and leases for the ncquisition or use of property, goods, or services
to be realized or delivered over & period of three or more years; and

(4) the total amount of the outstanding contract authorization which has
been granted to, but not committed by, the executive agencles. .

Such reports shall set forth the financial data required by clauses (2), (3) and
(4) of this subsection in a concise form, with such explanatory material as the
Secretary may determine to be necessary or desirable, and shall Include total
amounts for each category according to the executive agency involved and for
all such agencles.

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, D.C., July 8, 1959.
Hon, JorN L. McCLELLAN,
Chairman, Commiitee on Government Operations,
U.8. Senate.

DraArR MR. CHAIRMAN: Your letter of June 9, 1059, acknowledged June 10,
requests our vlews regarding S. 2122,

The bill would amend section 114 of the Budget and Accounting Procedures
Act of 1950, approved September 12, 1050, 64 Stat. 836, to require the Secretary
of the Treasury to report semiannually to the Congress on specifically described
classes of financial commitments and contingencles. The apparent purpose of
this proposal is to assure a more complete and timely disclosure to the Congress
of the amounts which the Government Is, or may be, obligated v pay.

Full disclosure of the results of financial operations of the Government is a
major objective and requirement of the Budget and Accounting Act of 1650. Our
nccounting responsibllities as defined In sectlon 112(a) of the act make it
abundantly clear that the principles, standards, and related requirements pre-
seribed by us shall be designed to permit the executive agencles to develop and
maintain systems which will provide full disclosure of the results of their finan-
cial operations individually and of the Government as a whole. The accounting
principles and standards prescribed in title 2 of the GAO manual are specifically
directed to the furtherance of this aim.

As is recognized in title 2, section 1223.40, GAO manual, the Secretary of the
Treasury is required by the provisions of section 114 of the Budget and Account-
ing Procedures Act of 1950 to pregare such reports for the information of the
President, the Congress, and the public as will present the results of the financial
aoperations of the Government and Is authorized to provide the facilities required
for this purpose. Section 114(c) of the act requires that the system of central
ncconnting and reporting shall be consistent with the principles, standards, and
related requirements prescribed by the Comptroller General under section 112 of
the act. 'These provisions of law, as implemented by our prescribed accounting
principles and standards, have the effect of requiring the Secretary of the Treas-
ury to furnish financlal reports which wilt fully disclose the results of financial
operations of the Government and which in form, content, and timing will serve
the purposes of the President, the Congress, and the public,

Although recognition of the reporting needs of the Congress in the preparation
of Government reports {3 required by the 1030 nct, the introduction of S, 2122
seems to us to indicate that the reports présently being furnished by the Treasury
Department may not be accomplishing their intended purpose. Consequently,
we bhelleve that a clear description in law of the kind of information needed
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and the frequency with which reports shall be made is desirable. We therefore
favor enactment of S. 2122, with the following suggestions for amendment :

Subsection (d)(2).—The term *“contingent liabilities” as used here has no
single generally accepted meaning {n the Federal Government. 'To avold possible
misunderstanding or differences of opinion, the term should be defined. This
can be accomplished under the Comptroller General’s authority to prescribe the
principles and standards and related requirements for accounting and reporting
under section 112 of the act. We therefore suggest that a’ comma be inserted
after the word “llabilities” to be followed by “as defined in principles, standards,
and related accounting requirements prescribed by the Comptroller General,”.

Subsection (d)(3).—We beleve that there is a need for clarification as to
what is meant by “over a perlod of 3 or more years.” It Is suggested that
the language be rewritten to clearly define the congressional intent.

Subsection (d)(5).—We suggest that the words “made available” be sub-
stituted for the word “appropriated” in line 18, page 2, of the bill to assure that
/1l funds available to an agency will be reported.

Since it is difficult to foresee all circumstances which may develop in connec-
tion with the varlous programs being carried out by the departments and agencles,
we suggest the destrability of adding an additional subsection to the bill to
require the reporting of any other infornmation necessary to assure full disclosure
to the Congress of the results of the financtal operations of the Government, such
as uncommitted authorizations and uncommitted appropriations.

The subject covered by S. 2122 is one of considerable interest to the General
Accounting Office and, if so desired, we will be glad to appear before the com-
nmittee to amplify our views and to assist in further clarifying the areas in which
information may be needed. ‘

Sincerely yours,
JosErit CAMPBELL,
Comptroller General of the United States.

Senator SALTONsTALL, My purpose in coming before you is to testify
this year on the bill that you and I filed in the lnst session of Congress
and in (i)revious sessions of the Congress.

I did not file it this year because I know that you would have this
debt ceiling adjustment bill before you and I thought that ‘the bill
that we filed in the last Congress could be used as an amendment to
this debt ceiling extension, if you believe it is of value to do so.

The U.S. Government currently has many different kinds of obli%n-
tions and some of them are not fully re?orted to the Congress or the
American %eo le. Ihave herea co;;‘y of a report. of the real property
leased to the United States throughout the world, and a copy of n
repori. Iaf]the real property owned by the United States [exhibiting
pamphlet]. , - . ,

'1‘lll)ose two pamphlets, now published by GSA, were stimulated by
the late Senator Maybank and myself and weve initially furnished
in the form of a report to the Appropriations Committee.

For instance, in the leases to the United States, we have an annual
rental owed by the United States of $220,888,617.

T have brought these two Yamphilets up Ters not to offer as exhibits
for the record but only to show the various places where one has to
go if one is going to find what the United States owes today.

It has taken us, in my oflice, several weeks in consultation with vari-
ous authorities to find out exactly what is the total 1.5, Government
obligation. I simply bring up these marked pamphlets to show the
difticulty of finding today what the U.S. Government owes directly
and indirectly. .

The purpose of the bill, S. 3035, in which you and I joined, Mr,
Chairman, is to put in one concise report, either once or twice a year,
all the obligations of the United States.
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The Treasury Department reports on this legislation did riot pose
objection to enactment, but ware $lightly critical because it was stated
the Department alreaéy had such authority and I assume it would
require considérable additional work in the first instance. However,
once the statistics wére gathered and the form of the réport worked
out, I think it would be'a véry simple thing to put this out every 6
months or every-year. : S

Now, I say that because today we read a lot in the papers about
managed news. We hear about the citizens of the United States not
being fully inforined as to' what is going on, and not knowing how
much the Government owes and what is the state of the Government’s
finances. The purpose of this bill, which I would hope that this
committes would see fit to add as an amendrment to the debt ceiling
legislation in somé form or other, beéauss as.you will note the GA
makes several sm(:}ggesbed changes, 1s to provide periodically a complete
report of the ‘Government’s total obligations, direct and indirect,
lon%-tem’l leases, contract authorizations outstanding, and so on.

Mr. Chairman, the bill tliat you and I have sponsored twice was
carefully prepared by legislative counsel and taken up at the time, as
I remember, with the Treasury Department and with the General Ac-
counting Office. ‘The General Accounting Office, in its létter to Senator
McClellan which you have before you, offers one or two suggested
amendments, - ‘

My thought is to have a small pamphlet or something of that
character that would be issued by the Treasury Department twice a
year. This GSA pamphlet, which I have mentioned before, is an in-
ventory report of the property leased by the Government throughout
the world; and this other GSf& amphlet is an inventory of the real
property owned by the United States throughout the world. =~

Senator Maybank and I found it was utterly impossible in going
through the independent offices account to know what the sifuation
was on owned and leased property, so we requested that this type of
report be furnished the Senate Appropriations Committee. =~

or instance, today, inside the United States, the United States
owns 14,899 pieces of property with a total acreage of 770,796,843
acres.

It owns 421,000 buildings and has building floor areas of over 2 mil-
lion feet, and so it goes. _

I have submitted on the back of the prepared statement a list of
the liabilities of the U.S. Government. That little appendix was re-
cently prepared for us by the General Accounting Office. You will see
that it. shows the frequencies of the reports, but the problem is that
while those reports are made here are the pamphlets [indicating]
they are made in. If you and I are going to have to wade throug
all of those, we will probabl]y iiust give up. But if you have it in one
little pamphlets then we will all read it because we are not, Mr. Chair-
man, all statisticians and diggers for information like the gentle-
man who issitting on your left.

I think that this amendment could be propérly added to the debt
ceiling limit legislation, because Congress ande. . citizens are mi%hty
interested in the status of our debt, in our economy, in the budget
figures, and in the expenditures of the Federal Government today.
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I believe I have summarized my prepared statement. I know that
you want to hear the Secretary of the Treasury. I do not want to
take more of your time because this is a very simple matter. It is
eitlier yes oranoinone fornioranother. .. , :

The Cirarraran. Thank you, Mr. Saltonstall.

Are there any questions{ . :

’i\There Was 10 Iesponss. )

he CaairxaN, Thank you, sir. : e
- Senator SautoNsTALL. Thank you very much, sir; and my thanks
to the members of the committee, S

The CuairmMaN. Weare glad to have had you beforeus.

Senator SarTonstaLL, I will leave the exhibits with: you, if you
have any need for them, although I do not think Mrs. Springer would
want to complicate her files to that extent.

The CrArrMaN. Thank you, sir. ,
D"llihe committes will now hear the Secretary of the Treasury, M,

illon. :

Won't you take a seat, Mr. Secretary, and proceed ?

STATEMENT OF HON. C. DOUGLAS DILLON, SECRETARY OF THE
TREASURY

Secretary DiLroN. Thank you, Mr. Chairman, .

Under existing law, the temporary debt limit drogped from $308
billion to $305 billion on April 1, 1963, and is scheduled to decline
to $300 billion -on .June 25, 1963. Should the existing temporary
legislation be allowed to expire without further action, the debt ceilin
would revert to the permanent level of $285 billion on July 1 of this
year. .
The graduated reductions established in the debt limit legislation
for fiscal 1963 were specifically designed to take care of the seasonal
borrowin reczluirements of the Government under the assumption of
a balanced budget.. This was clearly indicated in the hearings before
the Senate Finance Committee on June 26, 1962, when I stated:
"« This graduated debt limit is acceptable to the Treasury, provided that it is
understood that the debt ceillngs in the House bill were carefully tailored-to
meet the Treasury's seasonal financlal requirements upder the assumption of a

balanced budget , The graduated reductions established fn the House bill would
not be adequate if we were to run a deficit of any substantial size In fiscal 1963,

Whilg the prospect of a balanced budget in fiscal. year: 1963 was
admittedly dubious at_the time of last year’s le%iglat,ﬁ)n, it'did not
appear practicul to legislate on any other basis. This was specificall
recognized in the report of the Senate Finance Committee, w_hicﬁ

stated : . ‘
Your committee .concluded, however, that,;in any casé,;%t.was;desi_rable to

base the statutory debt limitation for 1963 upon the assumption that the budget
would be balanced in that year. Should, this eventuality not occur, it concluded
it would be desirable for Congress to have a further opportunity to review the
statutory’ dgbt .llmitaﬂon when It ig apparent - that conditions have changed.

Unfortunately, a balanced budget has not eventunted. As you are
aware, the administrative budget deficit for fiscal 1963 was estimated
in the January budget message at $8.8 billion. While the budget out-
look for fiscal 1963 has improved somewhat since the January esti-
mate, we still face a deficit in the neighborhood of $8 billion.
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As a consequence of the substantial fiscal 1963 deficit, the graduated
reductions in the debt limit cannot be permitted to run their course.
Our present projections show that the debt will rise from the present
level of $304 billion to $305.6 billion on May 31, a figure $600 million
in excess of the present debt limit. From the May 31 level of $305.6
billion, the debt is projected to rise to $306.8 billion in the second
week of June, a leve? $1.8 billion in excess of the present debt limit.
On June 25, when the present temporary debt ceiling is scheduled to
fall to $300 billion, our projections indicate that the debt will be
$304.2 billion, $4.2 billion in excess of the limit. This would place
the Treasury and the country in an impossible situation. On July 1,
when the debt ceiling reverts to the permanent level of $285 billion
t;xe ldebt; is estimated at $305.3 billion, $20.3 billion in excess o
the limit,

The present debt limit legislation was based on a premise which has
not been realized. It is not consistent with the financial facts of life
which the Treasury must face. It is, therefore, imperative that the
debt limit be raised if the financial obligations of the United States,
at home and abroad, are to be met. ‘

I am here today to urge the.approval of H.R. 6009, which would
provide a $307 billion temporary debt limit through the end of the
current fiscal year and a $309 billion debt limit for the period July 1
through August 31, the first 2 months of fiscal year 1964, ‘

For the past few years the Con has, prior to the end of each
fiscal year, authorized temporary debt ceilings for the entire ensuing
fiscal year. H.R. 6009 departs from this custom by providing a limit
that will expire on August 81, after which the debt. limit would, in
the absence of further congressional action, return to its permanent
level of $285 billion. The reason for this action is that estimates for
the fiscal year 1964 must take account of the tax pro%-mms presently
before the Congress. The House of Representatives felt that the pros-
pects for the tax program would be clearer by August.” And, by
then, the overall outline of fiscal year 1984 appropriations will also
be clearer. For these reasons it was felt that a decision on the level
of next year’s debt limit should be postponed until August.

The .temporary debt limits provided b% H.R. 6009 are at the
absolute minimum levels needed by the Treasu for the proper
management of the debt and the Treasury’s cash balance between now .
and the end of August. These proposed limits are tight, so tight that
they provide little or no room for meeting unforeseen contingencies.
The $307 billion debt limit provides only a $200 million leeway over
our mid-June pr(_)f'ected debt level of $306.8 billion. Our projections
show the debt will actually exceed the $309 billion level during the
last 2 days of August.

The limits in the House bill are lower than those we requested.
Our request to the Wags and Meéans Committes was for $308 billion
ceiling through June 30 and $310 billion thereafter. The committee
reduced these figures by $1 billion each. We told the committee that,
while we could not recommend the adoption of such tight figures, we
would do our bast. to live with them. T -

Because of the short period of time involved in the debt limit exten-
sion provided by H.R. 6009, the Ways and Means Committee réquegted
the Treasury to supply figures showing the estimated- debt and cash
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balance for each day up through August 31, These daily projections
are the best estimates we can produce, but they cannot be considered
highly reliable. Long experience has shown that a¢tual daily receipts
and expenditures can, and often do, vary from estimates by as much as
several hundred million dollars in either direction. This is true of
estimates looking ahead 30 days or less and, of course, would be far
more likely in the case of daily estimates looking over 3 months into
the future. For periods lo:fer thari 30 days, the type of semimonthly
estimates we have furnishéd the Congress in the past would seem to
be the most appropriate basis for assessing debt limit requirements.
The daily estimates furnished to the House committee at its request
do, of course, indicate the general trend of the debt and the cash
bafanqe.‘ Since the House action was based upon daily cash and
debt figures through the end of August, I am including our latest daily
estimates for this period as an attachment to this statement.

In undertaking to operate within the very tight limits set forth in
H.R. 6009, the reasuxg' is making three assumptions: (1) That we
can have a reasonable degres of confidence in our expenditure esti-
mates, since they cover- period of only~844 months into the future;
(2) that the likeliltGod is relatively small that\qur revenues will fall
below the estipfited levels; and (3) that, since™§ ongress will be in
session throyghout the period covered by the legisirtion, it would be

ssible tg/obtain new deht li egislation prompbly, if it should

requingd, without the nepessity of callihg a special gession of the
Congresf. For lonfe rfods of timg-4 more adequate allowance
for contingencies(would equiredhy.afid debtAimits as tixht as those -
provided in HL.R, 6009 would Yoy of .

The preservation of thg i : of the United States is
the pyimary mission and f¢ ‘ eds
very feason thft BLCH
restriftive as t4 makéN $i ; hefinances of] the U.S.
Government in § prudeniand '

of keeg' pg the ex-
GF pitvll control. his ob-
jective \cannot ined by exerting)controls/at the

end of the expenditures p’r };en he bills/which muist be g:ti
are comihg in, The m@mt’ dnd cprfnot be mdde, a substi-

tute for cogtrol of expenditures at the decidive stage of the expendi-
tures ‘process—in the  declst appropriations. A debt limit of
$307 billion thwough June 30, 1963, and $309 billién from'that date
through August 81, 1963 will provide the abspHite inin)ximum’deﬁgree
of flexibility needed™b the Treasury in hand ing the financial affairs
of the Government. = Moo restrietive~debt limits than these would
force the Treasury.to resort to an agipgy, of unsound financial pro-
cedures of the sort which had to be used in 1957-88, procedures which,
in the end, only add to the burdens of the taxpayers of this country. -
But apart: from cost considerations, it is not in keeping with the

status of the United Statés as banker to the fres world to be placed
in such a position.  The financial _conj;m’tpi%v,_bgth here and abroad;
would be utterly dismayed should they find that the U.S. Treasury is
no longer permitted to cope in a responsible m&nne,’p;thh the routine
. requirements of fiscal affairg. The consequences of such a situation are
fraught with ‘danger for the safety and stability of the dollar.: .
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It is for these reasons, which I believe are compelling, that I urge
your prompt'ag roval of H.R. 6009. .
. Thank you, Mr. Chaixman. : : S

(The attachment to Secretary Dillon’s statement follows:)

Estimated cash dalance and debt subject to limit day-dby-day for period May 1
to Aug. 31, 1963

{In billions of dollars]
May 1963 June 1963 ‘J uly 1963 August 1963
Day Cash Debt Cash Debt Cash Debt Cash Debt
balance | subject | balance | sublect | balance | subject | balance | subject
(exclud- | tolimit | (exclud- | tolimlt | (exclud- | tolimit | (exctud- | tolimit
Ing gold) ing gold) inggold) ing gold)

.................... 81 3053 4.9 306. 4
.................... 7.8 305.3 5.0 303.4

5.7 305.6 7.5 305.3 Joeeeamcncorenonnnas

5.2 303.6 (U] (U T (SO S,

4.8 308.6 7.0 3058.2 5.0 306.4

4.3 305.6 Joooocieaifiaiiannes 4.5 306.3

4.0 3086 | e 4.2 306.3

.................... 8.3 3035,2 4.2 306.3
.................... 5.8 305.2 4.2 308.3

3.6 305.6 5.8 3052 | e,

3.4 303.6 5.3 3052 |oceemee e

4.5 306.8 5.2 303.2 4.2 308.3

4.5 B306.8 {.coiecc]uaccennnns 4.2 308.3

4.6 13 I 4.5 308.3

.................... 5.4 305.7 4.7 306.8
.................... 5.2 303.5 5.1 306.8

4.7 306.8 51 3054 ) e

5.1 308.7 5.0 3054 |oceeo e

5.8 308.3 6.7 .2 5.3 306.8

8.9 B305.7 focmvcceanafacuconnnan 5.7 306.8

8.0 305.4 . e feenenaanas 6.0 308.8

.................... 6.5 807.2 6.2 306.7
.................... 6.2 307.2 6.3 300.7

7.7 304.3 6.0 307.3 [oereumocacteenaananas

7.8 304.2 5.8 307.8 Jvuveononnlocacnanacs

8.1 304.1 8.7 307.3 8.2 307.7

8.3 304 6.0 307.7

8.2 8.8 308.6

8.7 300.4

7.1 310.0

1 Actual,
2 Holiday.

The Cimamryan, Thank you, Mr. Secretary,

Senator Dirksen is compelled to leave to attend another meeting.
Therefore, he is recognized first for questioning.

Senator Dirksen. Mr, Chairman, there may not be time for him
to amplify the answers to these questions, but I will state them any-
way, and then the Secretary can comment. .

irst, considering that as of March 31 the limit was $308 billion,
the next day'it dmgped to $305 billion, on the 28th of the next. month
it dropped to $300 billion and in the absence of any affirmative action,
it would go to $285 billion. . -

Now, it is requested that it go to $307 billion on the 30th of June
and then to $309 billion until the last day of August, which is a kind
of fragmentation of our debt policy. o ‘

Would it not be far more desirable to establish one figure and let
that figure ride and give it a terminal pom.ti say for 1 year, which
could be $305 billion, $308 billion, or $307 billion, whatever was ab-
solutely necessary for the Treasury’s flexibility?

v
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Secretary DiLroN. I think that is easily answered.

The U.S. revenues do not come into the Treasury in equal amounts
during the course of the gear. We get just about 44 percent of our
revenue in the first half of the fiscal year, between July and January,
and about 56 percent in the second half of the fiscal year. This means
that even in a year of balanced bud%?ts, or even in & year of surplus,
the debt will increase in the period bétween the end of June and the
end of Decembeér. Then in the following 6 months when more reve-
nues come in, that increase could be paid off.

Now, we will need a minimum of $307 billion to get us through
June properll‘]', and that is simply not enough to last for a whole year
because of this seasonal thing—irrespective of what decisions are
made on expenditures, or what expenditure decisions are made by
the Con%)mss. Therefore, we will have to come bac¢k in August again
for a debt ceiling which will be considerably highet than the $309
billion ceiling to take care of at least this seasonal fall-off in revenues.
This is due to the way our tax laws operate, particularly corporate
revenues which 'ani&axd about 40 percent in September and December
and 60 percent in March and June. Therefore, the figure would have
to be considerably higher. : S i

Consideration was given in the House, in the Ways and Means
Committee, at some length, as to whether it would be better to do all
this at on¢e. It would simplify it, and we would have just one vote.

However, as I pointed out, and as the House committee report
pointed out, this year we have this tax bill on the floor for considera-
tion, and it involves a tax reduction. There have been all sorts of sug-
gestions, some of which havé said that the tax reduction should take
effect more rapidly than the administration had recommended. This
has come from all sorts of sources, from business sources, labor sources,

olitical sources in both parties, and I do not know whether that is what

ongress will decide or not, but that will have a profound effect on
what our debt limit has to be for next year. So the House committee
felt that since they themselves did not know what form the legislation
would take, ivhat they would approve even initially, it would be better
to extend this customary fiscal year timing for a couple of months.
Then when they make this decision, which they will have to make
anyway—they cannot make it in a vacuum, which would be the case if
they were trying to do it now—they would for conservative reasons
have to give a higher debt ceiling than might otherwise be necessary.
Becauss otherwise it will be necessary to come back and do it all over,
if the tax bill is something different than what they suggested. That
was their reasoning and I think it was sound reasoning.

Senator Dmxsex. I think the House cut you a billion on the first
step, and 1 billion on the second step. Shall we continiue to play a
kind of game with the public debt? I think the committee ought to
ascertain what your outside needs would be and set a figure that we
can ride on until you come back, if you have to come back at a later
period for a revision of the debt limit. o _

Secretary DiLLon. I can see your point, Senator. There is very little
practical effect in saying that the debt should be $307 billion until June
30, and $309 billion until August 81, The difference between that and
saying that it would be $309 billion' from now until August 31 is not
going to have any effect on spending. It would give us somewhat

08767—638——3
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rreater flexibility in financing our debt beeause we would probably

ike to raise some of the money we will need in July durving June, be-
cause we cai do it moye etfectively then. ‘The $307 {)illion ceiling cuts
down ourability to do that to some extent. :

So, if theie was one $309 billion ceiling until August that cer-
tainly would be just as good for us to operate under. 1 think that the
ITouse—I'm -not sure why they did this, perhaps because the past
law went ufitil June 30—wanted to do something wntil June 30 and
they conceived of it in this way. DBut it has no great substance as
faras operations of the Government are concerned.

Senator DirkskN. Mr. Secretary, how much cash reserve does this
includey that. is, your working balance? ,

Secretary DiLLon. That you can see by the daily figuves, and this is
something that I think ought. to be well understood. Qur cash reserve
varies up and down as we linve receipts, and also as we pay.

For instance, our cash reserve will be rather low soon. Tt will be
down on the 11th of June to $3.4 billion, which is less than we really
need. 'The reason it goes up on the 12th of June is that we had
scheduled n borrowing to increase our funds at that time. You see,
both the cash and debt go up at that time, with a borrowing of $1,200
million. And then after the 15th of June we suddenly begin to get
the very big taxpayments that ave due on the 15th of June and our
cash goes up and our .debt-goes down a little bit because some of
those taxes are paid in tax anticipation bills, which can be handed
in and thus reduce the debt, :

“Then we see that in July, when we get in very little income, our
cash runs steadily down, no change in the debt from a high of $8
billion at the start of the month to $5 billion in the middle of the
month at which time, because it was a convenient time, we again
is‘)clulr{duled o raising- of additional funds which puts the cash balance

ack up.

Hm\!e\'er, with no change in the debt, the cash balance then runs
down, dand in the middle of August. we again get to about as low a
lovel as we can get by on for a week, approximately a $4 billion
level—we estimate $+.2 billion—Dbut as 1 pointed out estimates that
far ahead are very inexact and, in fact, the figure regularly varies
by at least one or two hundred million dollars, one way or another,
So this is a minimun figure,

_ ‘Then our cash builds up again in « little bit as we raise money again
by selling new issues, borrowing money, and if we continued these
estilates on in September you would see that in the first 2 weeks
of September we run right back down again to $4 billion. Tt is
impossible to keep a level cash balance, because it is governed by
taxpayment dates that come at. certain times when sizable revenues
comes in, whereas expenditures are going out at about the smme
amount. all the time,

- So, therefore, I would say that this gives us an adequate cash bal-
ance, and no more than an adequate one, at periods when the cash
balance gets down to the lower levels, but thers are certnin times
when it is higher. T
" Senator DirkseN. Assuming that finally the Congress took a figure,
let us say $305 or $306 or $307 billion for & 1-year period and yon
found yourself-in a‘squeeze. \What would the Treasury do in order

to keep itself going with that kind of a ceiling?
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Secretary Dirron. There are a number of things the Treasury can
do in that sort of n situation, depending on how tight the squecze
becomes,

We could invest some of the trust funds ip marketable issues rather
than in special issues; in other words, in ig8ues that are already out-
standing rather than giving them a new issue. ‘T'his would hold the
debt down, but you would draw down on your cash balance. We
couldn’t go veliy ar with that. . ~

You could do that to get over a hump of a week or 2 weeks, but if
you are running for n long period thers would be only two things that
could bo dono if the debt. ceiling was inadequate, and one is not to in-
vest the trust funds. .

Now, the Secretary of the Treasury is trustes of those trust funds.
Hoe is supposed to invest them, but is not told when, The Sceretary
of the I'reasury is also charged, and I think it is his main duty under
the Constitution, with preserving thoe fiscal integrity of the United
States and there would then be a conflict between those two duties.
It might be that we would not invest the trust. funds for a period, until
new nioney is coming in. ‘I'he trust. funds would then lose the interest
on those moneys and that would hurt them actuarially. I think later
on that would have to be fixed up by an approprintion to replenish the
trust funds,

The second avea is to do what hus been done in the past, which is to
delay the payments on bills, salavies, and anything else, grants to
States, all the various expenditures.

Ono thing I think we cannot do is to default on our obligations and
as you see, wo have coming up overy week $2,100 million worth o
Treasury bills. Thesa ave obligations that have to be rofunded, so
you have to be able to issue that much new debt every week. So, 1
would say that the only two alternatives are to just cease paying
Government bills for as long as necessary or to cease investing: tho
trust. funds, which would be certainly contrary to the spirit of the
trustes function and T think very unsound financial practice, but. it
might be forced upon us by too great a debt. ’

Senator DirkseN. ‘Thank you,sir. s
The Cnannran. Mr, Seceretary, T'have n fow questions I would like
to usk you. : - '

You have indicated that you will ask for another increase in the debt
limit. When will that come?

Secretary DirroN. Since this legislation, if it is approved, would ex-
pire on the 31st of August, the new-legisfntion would have to be on-
teted prior to that, or the permanent debt ceiling of $285 billion would
be in effect, under which wo couldn’t operate. So I would expect that
this would be heard durving the early days of August, at which time
as is pointed ont in the House committee bill, they would liope that the
approprintions process would be further along. Particularly, we
might have the Defense Department appropriations out of the way
so that Congress would more clearly know the obligations to be met.
Also, hopefully, by that time there Wwould be a tax bill by the House,
which would have been diseussed before this committee, so there would
he some idea of at least the bounds of the areak within which tax legis-
lation miglit fallvs it affectddrovonues, = = Tl cov ey

So, 1 think it would be carly in Nugnst wo wonld stavt, 2o 0 o)
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‘T'he CiatrMaN, Assume, for the sake of argument, that no tax bill
will ?be enacted, will you ask for another increase in debt limit this
year

Secretary DirroN. An increase is necessary, Senator, for the reasons
which 1 explained to Senator Dirksen, and which were spelled out in
the committes reports of both this committee and the House com-
mittee Inst year. The seasonal character of our revenues means that
the debt always rises inevitably from whatever level it is at at the
end of the fiscal year for the first 6 months, and we would have to
have an increase which would be substantialiy higher than the $309
billion level to take cave of that, whether or not thers was going to
be a tax bill.

A tax bill would only be taken into nccount as to its exact offect,
but we will have to come back for an additional higher debt ceiling
anyway.

The Ciratrmax. In other words, if we have o tax decrease you would
ask for an increase in the debt limit equivalent to the amount of a
tax decreasef

Secretary Dirrox. It might not befully equivalent. What we were
talking about, what the President’s program indicated, as submitted
in January, was a decrease in revenues due to the tax program of
about. $2.7 billion, something on that order; and whether we would
ask for a debt limit exactly that much more or not I don’t know, but
it would be somewhere in that region, but might not be exactly; it
might be $2 or $1.5 billion, because we might. feel we could get by with
a debt limit of less, but the tax cut would have an effect on the debt ; yes.

The Crairman. Then, the next increase that you expect to ask in
the debt limitation will i)a & combination of expense and tax redue-
tion, in the event that the tax reduction bill passes?

Secretary DiLron. That is right. It would have to take into ac-
count our best estimate, made in August, of what the revenues and ex-
penditures of the Government are likely to be in the rest of the fiscal
vear, and to do that we have to take into account the appropriations
that have been passed, and also the revenue estimates, which would
depend on the tax cut.

lie CraIrRMAN. Well, the main reason for a second debt incrense
would be a reduction of taxes; would it not? A

Secretary DiLron, No; I don’t think so at all. T think the funda-
mental reason, Mr, Chairman, is that we do have to take care of
this seasonal increase in the debt that always occurs in the first 6
months of the fiscal year, the last 6 months of the calendar year;
thet is, because of the fact that our revenues come in on a seasonal
basis and we Fet less revenue during that period than we do in the
second 6 months of the fiscal year, at is primarily the reason.

The tax bill problem is a secondary one which would govern the
size of the increase but there would have to be a sizable increase any-
way, and as I say the bulk of the increase would be on the basis—

The Ciramman. The House bill does not take care of the increased
spending, I mean assuming that the House bill is enacted. Then you
are going to ask for another debt increase in Augusti

Sceretary Dmron. That is right. :

The CEAmRMAN. And you say that will be a combination of & re-
duction of taxes and an increase in expenditures, or what will it be?
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Secretary Dirr.oN. Not an increase in expenditures in this fiscal year.
It is the fact that we have had a deficit in the fiscal year 1963, and that
our debt limit or debt is at the level it is now at this time of year, or on
June 30. That means that even if we had a balanced busget. n the
ensuing year, which we will not have, but even if we did, we would
still have to hnve n substantial increase in the debt limit just to take
care of this seasonal deficiency in our revenues in thae first 6 months of
the fiscal year,

Now, the House bill, going from $307 to $309 billion, does take care
of $2 billion of that scasonal deficiency. That is the reason for the
£309 billion, because the months of July and August are small months
for revenues but the expenditures go on, so that is why there would
be a debt increase.

The Cuamman. Well, in any event, whether we reduce taxes or do
not reduce taxes, you would ask for an additional debt increase in

Atg;ust.?

ecretary Dirron. We have to do that whether the taxes are reduced

or not reduced, and irrespective of any cuts that might be made in'the

up,Y‘x-opriut.ions that are before the Congress. .
he Ciramrman. But would not the main justification for a debt in-

creasoe in August bo a tax reduction bill passed or to be passed by the

Congress?

‘Secretary Dirron. No. T think there wonld be a justification for,
say, the difference between asking for a figure, to use an example, be-
cause we have not worked out the right figures, to use an example be-
tween asking for a $315 billion ceiling or a $317 billion ceiling. That
would be where the tax cut wouldl come into effect; it would be that
sort. of a difference.

The Cuamyan. T notice that at points you have as much as $8
billion cash on hand, by your table.

Secretary Dirrox. That happens at times when we get our very
heavy cash receipts. The cash receipts which we receive in June are
the heaviest of the year and they lead to a very rapid buildup, as you
can see, as the tax receipts come in, and an almost equally rapid falloff
in the first part of July when we have substantial bills to pay and do
not. have any revenues,

The Criairman. Well, let us take June, On the 27th of June, by
your table, you had $8,300 million cash on hand, exclusive of the gold.

Secretary Dirron. That is right.

The CiiarrMan. Then, what is the minimum that you can operate
on? Wehavebeen t.hrou{zh that in these hearings. _

Secretary Dirron. Ordinarily, we have used about $4 billion, but it
is impractical, You see, the problem here is, we are back down within
n week or 10 days after that to $5 billion, and just 10 days before that
wa were at $5 billion.

Now, it is impractical in the money market. for the Treasury to re-
duce the debt outstanding and then increase it every 2 weeks as thesa
flows come in and out. That. wouldl require ret_irin% debt that is held
by banks and institutions all over the country in billion of dollars, and
turning right around a week later and asking them to pick up billions
of dollars of extra debt, and the result would be chaos in the money
market. So the debt has to stay more or less level, and we do have
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to have these ups and downs, particular]y ups at the times we get these
very substantial tax payments. . The June 15 date is the biggest, but
we have similar ‘dates in September, December, and March. Those
are the big tax dates and wo have similar results tﬁlere, but less extreme
than the Juneone. - o

The CArMAN. In the event the taxes are reduced and you ask for
another increase in the debt ceiling, I assume that you would be able
to separate and tell the Congress how much of the debt increase is due
to reduction in taxes, and how much is due to increased spending, or
the irregularity of income? . 4
. Secretary Dinron. Absolutely. I think that is quite correct, and we
would be able to identify that very clearly. o

The Cramrman. I would like to establish, Mr. Secretary, as best we
can, the deficits over a 3-year period. As you know, the administration,
the President in his message for this fiscal year Eredicted a surplus of
$500 million, and then a year ago you said that surplus had been
lc)m;nisumed by increased spending, but you still predicted a balanced

udget.

Then, in October, I think the estimate was for $6 billion of deficit,
and now you estimate the deficit for this year of approximately $8
billion.' Isthat correct? o :

Secretary DiLroN. Yes. In the present budget estimate that the
Presidént submitted in January, the estimate was $8.8 billion, which
was the last official estimate. -

What I have said in my statement is that the budgetary outlook, or
the outlook for the deficit, is somewhat improved since January, and
we are looking for a deficit now on the order of $8 billion. I think I
stated last year—— '

The Cramrman. How could your estimates for this fiscal year be
so erroneous? You went from a balanced budget to a deficit of $8
billion. Now, what brought that about?

Secrétary DiLron. Well, the last time when T was before the com-
mittee we pointed out quite clearly that the possibility of a balanced
budget was dubious, but that we were not yet in any position to make
a new estimate of what the results were likely to be.” We did not claim
at that time that we were of any firm opinion that we were going to
have a balanced budget. We made that very clear, and as it turned
out, we didn’t have one.. We were able to make an estimate in the
fa]f, because by that time the appropriations also had been enacted, and
the tax bill had been enacted. We had a much better chance to see
what the results were on the economy, also of the stock market crash,
which had just occurred in May. We made an estimate of revenues in
November, which will turn out by the end of this year to be one of the
most accurate forecasts that has ever been made at that time of year.
We are going to come out—— : A

‘The Cuammatan. It certainly was not an accurate forecast to say,
wherll you submit a budget, that you are going to have a $500 million
surplus— R

ecretary DiLron. No, no.
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The CuairaranN. And we actually have a difference in deficit between
$8 billion and $9 billion. T S
Secretary DiLroN. We were very inaccurate in thie first estimate, -

The CirAraran. I would not call that accurate at all,

Secretary DirroN. No.

The Cnaman. Itisvery inaccurate. :

Secretary DiLroN. I wastalking aboutthe—— .

The Cirairaran. Let me say this: All this happéned within « brief
period of time, and I have not fully understood yet exactly what
changed the budget from a surplus of $500 million to a deficit of
around $8 billion in such a few months. I S

Secretary Divnrox. What did that was very clear. It was a bad
error. But what happened was that in the fall of 1961 our economy
was moving ahead very rapidly. We had a $16 billion increase in
gross national product in the fourth quarter, and all the economists,
the regular career people in the Government as well as the Council of
Economic Advisers, felt that this was going to continue and they fore-
cast & very prosperous 1962. ,

What happened was that almost instantly, even in December, there
was a slowdown, and very much smaller increases in the gross national
product than had been expected, and therefore very much smaller
revenues. Sothat the fault of this budget submission made in January
1962 was due to the fact that we overestimated our revenues, we thought
business was going to be much better and we were way off. That has
happened before. It was no more of an overestimate than was made
in the budget that was'submitted in January of 1958 for the fiscal year
1959. The result turned out to be the same. .

That can happen to the Treasury Department ; it has happened in the
past, but since t}:en we have done very well.

The (gnAmMAN. You were referring to the Eisenhower deficit, were
you not .

Secretary DitroN. Referring to that one big deficit.

The Cuaryman. Look at that figure. The next year the Eisenhower
administration had a surplus. .

Secretary DiLron. That isright. . :

The CHAIRMAN. Youare proposing a long string of deficits. That is
what deeply concerns me and other people that feel that this debt has
got to reach a limit some time.

. Seci¢tary Drirox. I was——

Theé CuatryMAN. Wait just a minute.

Iet me explain what I mean. o :

You have got tn $8 billion deficit this year.” You estimate $11 bil-
lion 'deficit next year, and then thé third year—that would be the sec-
ond year of the tax reduttion, with two-thirds of the tax reduction
in effect ' '

Secretary DirroN. Yes.
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The CraIRMAN. You are certain to have another deficit of $10 to
$15 billion. I predict that in the year beginning July 1 the deficit will
be more than $11 billion; so I estimate, and I want to ask you whether

ou afi»;ree with it, in 8 years we are going to have deficits adding up to
25 billion.

Secretary DirLon. Which 3 yearsisthat? .

The Cuairman. This fiscal year, the next fiscal year, the third fiscal
year, I am assuming a reduction of taxes.

Secretary DiLrLoN. That would be perfectly possible, because we
have this year about $8 billion, and next year the estimate was just
under $12 billion, but business is better, revenues should be better, so
I think iour estimate of $11 billion might be accurate. But $8 billion
and $11 billion make $19 billion and that would allow a $6 billion deficit
for the following year, which I think, as you point out, allowing for
Ehe tax reductions to take effect, is a perfectly possible and reasonable

gure,

The CHAIRMAN. It could run up to $30 or $35 billion for 3 years.

Secretary DiLroN. $35 billion would be too much.

The Cuairaran. If you make such errors in your predictions from
now on as you made this present year, it would run very much higher
than that.

Secretary Dirron. I think our predictions, except for this one mis-
take, which was a very big one, in January of 1962, have been very
%oocf. I think that we can stack them up against the record of the

reasury Department in other years, and they come out very well.

The Cuamraran. A deficit in one year, and I don’t defend the
Eisenhower deficit—it could have been avoided and I think it was one
of the worst things that happened in that administration—but to
have that defiict in 1 year, is a lot different from deficits in a number
of years in succession. Do you agree with that?

ecretary DiLroN. Oh, very much,

The Cuarmryan. As I understand it, you do not predict a balanced
budget now, even with a tax reduction, until 1967?

Secretary DiLron. That is about right. That is when the tax re-
duction should take full effect. The purpose of the tax reduction, of
course, is to free the domestic economy so that it will do better. and as
a result of doing better we will have more income for the Govern-
ment from a lower tax rate than we have from our present high rates,
that has been the record in all the other countries which have cut taxes
since the war. It was reported that that was the record of the 1954
tax cut here,

The CrairymaN. The President, and the Treasury I assume, favored
a balanced budget when they presented the budget for this year be-
cause when he addressed the Congress the President proudly said,
“I 1Sresent; to ﬁou abudget with a $500 million surplus.”

ow, you avr%one to the other extreme, not only increasing ex-
penditures but ucinF taxes, Has the administration chang]ed on
the idea of having a balanced budget; has it abandoned it completely,
with the idea of just adding and adding to the public debt ¢
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Secretary Diron. Not at all. The President made a very firm
commitment in the budget message that as the economy improved as a
result of the tax reduction, and as revenues improve, a substantial
part of that increased revenue will be used to reduce the current deficit
until such time as it was eliminated.

He has repeated that a number of times, and that is our goal, and
we think the only way you can reach a more or less permanent balance
in our bucgget is to have our economy operated at relatively full ca-
paoity, and the only way we can get that is through a tax reduction.
That is the reason we are suggesting that.

The CrairMAN, But you do admit that for 4 years in succession
there will be very large deficits.

Secretary DiLLoN. Yes.

Senator SyatHers. Not debt.

The CralryMAN. Increase in the debt.

Secretary DmLLon. Yes.

The CramryMaN, Which may approximate an average of $10 billion
a year, which would run up to $40 billion.

: Secll‘letary Dirron. Noj; I would hope it would be considerably less
than that. -

The CuarrmMaN. You hoped that you had a balanced budget, but
you did not have it. All of these things are speculative and we will
iave plenty of time to go into your theory that you can reduce taxes
and add substantially to the revenue—

Secretary DrLroN. Yes. A

The CrArrMAN (continuing). By stimulating production.

I respectfully submit that you cannot foretell, nobody can tell what
an individual who gets about $200 a year under your plan in tax re-
ductions, is going to do with that money. 'Who knows whether he will
pay his debts off, whether he will put 1t in a bank, buy stock with it,
or buy goods like refrigerators or something elsé?

You are predicating this entire plan on dplanned deficits, and no other
President 1n history has ever proposed that we reduce taxes on a
planned deficit basis.

You propose a 5-percent reduction in the corporation tax, and as-
sume that these corporations will use that money to go out and expand,
and one thing and another. _ g

I have been in business all my life, and & man does not control his
business on considerations of that kind. Itiswhether he hasa market,
whether he can produce at & profit, and so forth.

So, it seems to me an extremely serious thing that we are deliberately
going into 4 years of deficits to an amount that has never before oc-
curred except in time of war. Am I right about that? Can you point
out any 4 years, peacetime years, where we had such a deficit as you
plan to have now?

Secretary DiLroN. No. I think these are larger than we ever had
before in peacetime.

98767—63——4
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The CrairMAN, The other members of the committee will want to
ask some questions. I do think you should give us a little further in-
formation as to whether this increase in the debt is to cover expendi-
tures, and whether, if a tax bill is passed, you will expect us to enact
another increase in the debt limit to cover that. Make it very clear
what part of the increase is duse to reducing taxes and what part is due
to increased spending.
~ Secretary DiLrox. I think that is entirely proper, Mr. Chairman;
and when we do ask for a further debt increase in August, we will cer-
tainly make that clear.

The CHAIRMAN. That will be something. .

You are injecting a new feature in this, cutting taxes and adding
the borrowing of money to do so.

I think it 1s a very dangerous combination.

Senator Long?

Senator Loxae. Mr. Secretary, what I cannot understand is why we
do some of these things. .

Tha best I can make out of it, you are making about $20 million a
year, we ask you come down-here and take & job for about $25,000. I
think it was $20,000 when gou started.

You are running your business all right, getting by, making a nice
profit. Then wé proceed to appropriate about $100 billion and give
you $90 billion to pay the bills with.

Why do we do those things? That I cannot understand. From my
point of view, I don’t see how we can do anything but give you money
to ]im; the bills. - If we don’t give you the money, what are you going
todo? . ’

Secretary DiLroN. The only answer is not pay the bills, and that
I eainot conceive of, - .

.-That had to be done literally in 1957 when the debt limit. was too
low. They simply postponed the bills, and asked defense contractors
to carry the bills for from 3 to 6 months rather than accept payment.
That was donie. It was very difficult to owe a lot of people, and finally
when the money was available, tliat was brought up to date and they
were paid.  We didn’t save any money on it. :

" Senator Lona. Some time ago we pulled the strings so tight that
Bob Anderson had to call all his money into a single bank, He
couldn’t leave the money in the various banks, he had to call it all into
a single bank and pay it from that one bank. - T believe he also had
to do various things that cost the Government money, did he not?

-Secretary DiLron. Yes. He had to use a device which raises
money for, the Government outside the debt limits by Amttmg out,
some_Governinent agency obligations that are not counted as part of
the ‘debt. Some may soll their own bonds and raise a considerable
amount of money, and then pay off some money that they owe to the
Government.
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So, in that way, he raised money indirectly rather than by selling
his own bonds, but he had to pay a half percent more on the interest,
so it cost the U.S. Government considerable money. It was very
severelf' criticized by the Comptroller General, and Anderson criti-
cized the procedure of being forced to do this because he had no other

alternative. ] .
Senator Loxa. Would you give us a memorandum on how much
that and other things of that sort which try to meet the debt limit

problem cost ¢
Secretary DiLroN. Yes, indeed, I would be glad to.
(The information referred to follows:)

USE OF AGENCY BORROWINGS BY TREASURY To STAY WITHIN STATUTORY
DEBT LIMIT oR To REsTORE Low CAs’'I BALANCES

During the fiscal years 1954, 1955, and 1938, the Treasury found it necessary
to have Government agenclies borrow funds in the market to repay their indebt-
edness to the Treasury, thus making such funds borrowed by the agencles avail-
able to the Treasury to meet its obligations; $2.3 billion was borrowed by
Commodity Credit Corporation through issuance of certificates of interest in a
pool of loans during the fiscal years 1954 and 1955. Also in the fiscal year 1955
Federal National Mortgage Assoclation fssued $570 million of management and
liquidation program notes and then again in the fiscal year 1958 Federal Na-
tional Mortgage Association issued $1,699 million ($370 million was a refunding
of the 1955 issue) of management and liquidation program notes. These bor-
roiw;ing operations were in good part related to low cash balances and the debt
celling.

Because Treasury can borrow money directly at rates of interest lower than
those needed to sell obligations of other Government agencles, the cost of bor-
rowing these funds was increased. An estimate of this additional cost was pre-
pared by the Treasury in January of 1938 and is shown in the attached table.
Of this estimated increase in cost of $32.5 million, $7 million is the estimated
additional cost of the CCC operations and $25.5 million is the estimated addi-
tional cost of the FNMA operations.

The Comptroller General, in his report to Congress dated January 29, 1960,
referred to the issue by FNMA on January 20, 1958 of $707 million of 354-percent
notes to private investors. The Comptroller General pointed out that the it-
terest rate was about seven-eighths of 1 percent higher than on a similar Treas-
ury obligation resulting in an additional interest cost to the Government of about
$7 million a year or about $18 million additional over the life of the issue. This
estimated additional cost is somewhat higher than the Treasury’'s and gives
added support to the contentlon that such borrowing operations add to overall
governmental costs.



Estimated additional cost of ogency borrowing compared with Treasury borrowing

Aylproximte Estimated
Agency Description of issues Term Amount ‘reasury Spread additional
borrowing codt
rate
Percent Millions Percent Percent Million

cCC........ 2% Aug., 2,1954 | 9months._.. $357 1% % $L.
CCC 234/ ....do......] 7% months, | 449 134 5% L4
CCC........ 2L3|.. ..o do........| 6 months__._ 351 154] ¥ .8
CCC..u ... 134 Aug. 1,1955 | 8}5 months._. 1,169 14 3.1
Al 23| Jan, 20,1958 | 3years...... 570 2 8.6
| FNMA__.. 474| June 26,1958 | 8 months.__.. 802 4% 4.0
FNMA1 .. 33| Aug. 23,1960 | 2years, 7 797 3 % 129

montbs.
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! Management and liquidation functions.

Source: Office of the Sccretary of the Treasury, debt analysis staff, Jan., 16, 1958,

ONITIFD 14da OI1140d



PUBLIC DEBT CEILING 25

Senator Lona, One other thing. You have had some experience as
an international banker. Do you think it would in any respect in-
crease the confidence in the American dollar or in the American
cap,it,a%istic system for this Nation to default on some of these pay-
ments

Secretary DrLron. No. I think that would be one of the very
worst effects of inadequate debt limit action. I feel that if the finan-
cial community, both here and abroad, felt that the Treasury was not
able to handle its debt in the best and most effective manner, and was
hobbled by restrictive law, even that would have a bad effect. They
just would not know what to think of what we were trying to do, or.
what our capacity was to handle our financial affairs. It would be
very serious for the dollar in the international market, and the con-

uences one cannot envisage,
enator Lona. Thank you, Mr, Chairman.

The CHAIRMAN. Senator Smathers.

Senator SaaTHERs. Mr. Secretary, directing your attention for just
a moment to your statement on page 8, where you say—

Our projection showed the debt will actually exceed the $309 billion level
during the last 2 days of August— .
and, of co that is exclusive of the tax cut.&‘is it not?

Secretary Dirron. Oh, yes, that is so. There would not be any
tax cut by. then. ,

Senator SmaTaERS, Then yon go on to say— ‘

Our request to the Ways and Means Committee was for $308 billionp through
June 80, and $310 billion thereafter. v
. Do you intend to recommend to us that we accept the House bill as
it has come to us, or are you suggestmﬁ to us that we accept your
original recommendations that we raise.the debt ceiling through June
30 to $308 billion and thereafter to $310 billion? . _

Seeretary Diuron. No. We would haye liked to have seen that, I
think it would have been better. A $307 billion ceiling will have some
effect on the timing with which we can raise funds which we need.
But we can, as I told the House, without any very serious difficulty
live with the limit set by the House, except for the fact that the last
2 days of August we cannot.- All that means that new legislation:
would have to be enacted before the 81st of August.: % would
have to be enacted before, say, the 25th or 26th of August so that we
didn’t feel it was a serious matter. A S - ‘

. There is one question I would like to—excuse me,

Senator SymaTrERs. -All right. Coee e .

Secretary Dmuron. ‘That is, you will note that beginning here on the
29th of May, and to a ter extent on the 31st of May, our debt ex-.
ceeds the debt limit o $305 billion that we are presently. operatin
under.” The reason for that is the month of May is one of four months
during. the year in which we get substantial wage withholdin; pay::
ments. Part’ of them’ belonF -to the -old-age. insurance-fund, :and-
part are tax funds, - The portion which belongs to the trust fund has'
to be invested so we are investing them. -That is the,reason, if we lodk'
here again, you will see that the debt ient up today a billion dollars.:
It went from $303 billion’ on-the 22d, and today it is $804 ‘billioh.:
There isno change in cash, that is just investment of trust funds.. - : ..«
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.- There is a further substantial amount, overa billion dollars, of trust
funds that have to be invested before tiw end of the month, That is
the reasoh why we are going up over the $305 billion level. So we
think it is very important that this legislation be enacted and signed
by the President early next week. We might be able by just hplsgng
back on these trust. fund investments to hold them until the 31st
and. avoid "this $200 million we have for.2 ‘daysi.but,,by, the -31st
there -is nothing we can' do if ‘wa don't have a.law on the.books
by then, signed..- We would just have to not.invest these trust funds
and they will lose interest that they otherwise would have
accumulated. , o s o S
.. Senator SmaTHers. If we are going to raise the debt ceiling, and
if we are going to do it because we want:to give to the Government
the right to operate its fiscal program without losing money, why do
you not ask us, and why do-we not give to you the debt ceilms which
permits you to do that which you say needs to be done? And, to do
so without loss to the Government. Ce : .
Thisis what Idon’t understand.. . ... . e
- Secretary Diron. Well, I would say that we face the practical sit-
uation now that to ‘gét an extra billion dollars yntil thé end of June,.
and an extra billion dollars at the end of Au%ust would involve a con-
ference. . I don’t know ‘hat the result would be, but it would delny
us cetdinly beyohd the 81st of May. - We would then have to delay the
investing of the trust funds, and as I pointed out earlier, I think that
is & very unsound procedure. ‘It is orie that I would not like to be
forced into, as trustes of the trust funds. LA IR
Senator Smataers. And it would cost the Governnient money.
« Secretary DILLON, - Yes. - We would have to appropriate money for
thetrust funds tomakeitgood. - . . - o :
Senator SmaTHErs. The theory of the people who keep a tight debt
ceiling is to bring abbut: economy, but what:you are saying, rather
than binging about an economy in:the Govenment, it causes the Gov-
ernment to lose money if thé debt'ceilingistoolow. + = :
Secretary Dicron. Thatiscorrect. -~ .. ° .~ ... . co
Senator SmaTners. If the people who want éconoiny-can be made
to understand; and I think they are reasonable, that rather:than
bringing about economl):, it cost the Government money by not giving.
you that debt ceiling w mhgou say is an absolute minimum you have
to have, it seems to mé an api)arentl('wncurred in by economing{
and demonstrated here by you, that failure to give you what you n
will thereby force you to delay investing'the trust funds, and cost
the Government money. e ‘
- It is not your jundgment that the men in the other body would want
to raise the debt cbiling under'such circumstances. : - - ST
- Secretary DiLron. T think .there is a very confused situation; as
thé: debate shows.  Theré was a strong feeling on:the part 'of some
that they could, by means of the debt ceiling, give'an indication of their
belief in' economy, whether or not it actually worked. Therefore
there was quite an intense debate over in the éther body before this
bill was finally approved. -'I'think that in that debate it was recog-
nized by the leaders’of those who:were'in:favor of economy, and-of.
a lower limit because of that; that this would possibly cost the Govern-
ment extra money, and would not be sound financial practice.. Never-

‘1
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theless; they ‘thoiight the’ psythological impact-of that might be' of
some help to them in late'r‘dpprolmaﬂbn‘a’ctions‘br so‘m‘gt‘.hihg of that
nature, but I think those who really understand the mattel agree thor-
oughly with you that there isn’t any other possibility, or'shy other
Eos‘slble’ position. ' It' certainly does cost the'Government: money to
ave'too tight’a debt limit and a-tight debt limit is' nt_i:té the way to
control expenditires, - App piﬁiﬁtibnsfiéztﬁe_xyag; to do'that. ...~
Senator SyaTrERs. In other'#ords, you say th 6ﬁ1ﬁ'1§i‘&bticul'§my
to reduce the cost,to the Goyernment, is to not limit the debt ceiling,
but to either reduce a})proprlationslor, if they want to have a balanced
budget: to raise taxes ~ : -
Secretary DiLron. Yes, )
*Senator Goge.; Raisétaxes? .0 . - T . L e
Senator Saatuers. I'm talking about' dn iniimediate. raise, if you
want.a balanced budget. .
You are suggesting a long-range balancing of the budget.
Senator Anperson. He is followirg theé lg‘e‘w Frontier.. -~ -
Senator. Syatners., I am sure everybody wwould agree that the way.
to immediate&y balance ;the. budget, would be to furn around and-
raise taxes and ctit appropriations. That is what I'meant. It ishard
to getaway fromthat. . N o
enator Gore.' But the Treasury has gotteii away from that. =~ ...t
- Senator Lono: Where you made a mistake there' was when you
started letting Senator Gore answer your questions. - e
Senator Gore. I'apologize, S P
. Senator Saatiers. No. T am acoustomed to the Senator answer-:
ing for me and him.: C o e e
+ You are stating.then that it is {2“1‘ political - judgmenit, .that we,
“aceept the bill the House sent to us because time is of the essence. Is'
that what you aresaying{ - - L
Secvetary Dmron. That is right. - It was & close judgment there:
We can, as I say, operate under those ceilings except for' the:last 2 days
in August, without any difficulty which would actually cost the Gov-
ernment money. Ithink wecangetalongallright. . °. . . ...,
Senator' Saratrers. Mr. Secretary, I am going to ask you if you
would, in pursuance with a conversation which the Senator from.
Louisiana and I had the other day on this matter, submit for us a list
ortable which would show the ratio of the indebtedness to our national
incothe over the last 20 years, .
Secretary DirioN. I would be glad to do that; of course.:
. Now, the ratio of indebtedness both-to gross national-product and to
national income has declined practically every ‘year.! ‘"They are lower
thig year than last year, and would be Iower next year than this year.
- Senator SaaTnERs. S¢ the conclusion could well be’that while in-,
debtedness of cotirse is large and each year it seems to be larger than
it has ever been .previously, nevertheless in relation to our TOSS Ng:
:]ional?produc‘t the ratio, percentage ratio, of'the indebtedness'is going’
ownf{ . : 3
Secretary DirroN. That is correct. .
-Senator Sxaruers. "All right, sir, we will appreciate it'if you will
submit that data. - - o
Secretary Drron. Iwillbegladto. .
Senator SmatrEers: Thank you very much.

RA TN
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The Cuamrman, May Y add a suggestion : When you do that, will you
include the cost of the interest that as steadily gone up?

Secretary Drron, Yes. ‘

The Cramyan. Thisison theotherside. .

Secretary DiLroN. The cost of interest as a proportion of the gross
national product. stayed about level. Interest rates haveg] ne up and
the ratio of the debt has gone down so that it stayed about level.

(The information referred to is as follows:)

Publio dedt related to groas national product and other meagiires of cconomlio

grotwih
Gross Ratlo of
publio Qross Personal | Ratio of debt to PPer Real per
Endoffiscal year | debtend | natfonal | fncome! debt to personal capita eaglta
gusrsn peoduct §, T GNP incorse debt debt ?
obligations
Bilions | Bilions | Buions | Perceat. | Percent -
22.8 56 % 4&‘ 46.1 179 398
45, 9. g. 80, 6.8 - 3851 729
83, 128 . 43, 50.9 . gg 811
289, 218.( 178 H8.¢ 1481 1, 2,838
%1 21L 180. 127 149.3 1,900 2,849
252 188, 111.0 137.3 1,793 3
252 260. 213, 96 118.4 1,721 2,037
252. & 257.¢ 208. 98, lﬂ.s 1,695 2,046
257, 283, § . 90, e, 1,607 2,64
255, 330. 26?.“ . 9.4 1,654 1,81
259, ¢ 344.4 271. 8. 9.6 1,651 1,781
260, 368, 200.2 72.3 oL7Y 1,668 1,788
271.3 360, 268.38 5.3 .1 1,671 1,781
e omil o owmal o= o= pe)  pm
270. & 443.4 & 60. 81 .3 1,881 “1,600
276, 442, 3681, 62. 76.3 1,887 i 1,61
284, 387, (% 73 , 607 1,581
2%. 402. 56. 7.2 , 688 , 838
289, 517, { 418.4 85, 69. g 3,874 1,811
208 [ 8 441.3 53 67. 1,601 1,619
4308, 8582 1 460. 82,8 66.4 - 1,614 - LS4

groxlmto annual rate 8 of the end of the fiscal y!
' Pu debt divided by Consumer Price Index (IN7-59-100) and then dlvlded by total populstion.

Pubdlic dedt fnterest expenditures as a percent of gross national product*

{Dollars in bilifons)

| Publle Gross, | Interest as’ Publie | Oross. |Interestas

Fiscal year | debt,in- § nstfonal | a nt || Fiscal year | debt,in- | national nfement
terest ex- product ol GNP terest ex- | produet | ol GNP

penditures penditures

1029.....c00is . 1018 0.7 85 $327 1.8
1033 et s 2l 64 362.0 Ls
0} hi¥d 10 o8 e 17

- 8.8 2188 16 3 956 17

_—% 202.8 _g:a : 1.3 440.2 1.7
5.0 23.3 2 7. 168.7 16

HEE il @y b

I TR 1 | e R IR I

se1 . 3108 o b8 es .8, ,

1 Fiscal year mteres: expenditure as aratio of ﬂscal ear groes natlonal pxoduc:. (For fiscal years 1041-62
GNP based on ual quarterly GNP fiscal years 1029, 1933, and 1039, es! lmaled by aver-
aging GNP (ot lhe eale‘ggr em within whlcg the Oscal yeat fel),

Ifev!sed esumnle Apeil 1 v ‘) ; RS
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The Cuairman. It is an actual fact that at times we pay compound
interest, we borrow money to pay interest—in other words, $10 billion
is going for interest. , )

ecretary DiLrLox. Isee whatyoumean. ,

The Cuamrman. If you didn’t have any interest to pay, the $10
billion could be used in some different way.

Secretary DiLLoN. Onsomething else; thatis correct. )

The CialrMaN. Actually, we are borrowing money and paying the
interest on that money to pay interest; isn’t that correct?

Secretary DirroN. I think onecould say that; yes. )

Senator SyatuEers. I wonder if we could get one further elucida-
tion from the Secretary. You said, in the course of your answer to
some questions that Senator Byrd asked, I think, that on this point
as to whether or not reducing taxes ﬁnahy will f)mng about ter
income, you mentioned several countries that had done so since World
War‘ﬂ. In each instance fyou suggestefl that this tax reduction in
the individual country had finally resulted in partly a stabilization to
the economy and greater revenue to the government. I wonder if

ou could get a list of those countries and show actually what did

appen, in figures, and make that a part of the record for ust .. .

ecretary DiLLoN. You want that in the record? _This would be
easy. It applies to Canada, the United Kingdom, West Germany,
and Japan in particular. Wo have those figures available. 4

The Cuamsan. One more question. When you make that report
up, I wish you would_bring out the effect of the 1958 tax reduction.

Seoretary Drirow. Fine. We will be glad to do that. It is the
same th1_n%. ) .
~ ('The information referred to is as follows:)

The attached memorandum and table trace the tax reductions and revenues of
selected industrial countries since the end of World War II. The figures for
Canada, the United Kingdom, Germany, and Japan appear in the table, and
some additional information for Austria 18 brought ¢ut in the text. ‘

The figures show that each of the countries studied reduced {ts taxes sub-
stantially on at least several occasions. The ayerage reduction amounted to
aﬁproxlmately 5 percent of the revenues in the year preceding the tax reduction,
The largest single reduction was 32.5 percent of the previous year’s revenue.

During this same period, while taxes were belng teduced, total tax revenues of
the countries in question showed a marked in¢réase, by as much as 250 percent
in two cases. Revenue increases were freqiently recorded for the same year in
which' tax reductions ocenrred. In those cases in which a' revenué reduction
and a tax cut occurred in the same year, the revenue reduction was generally
of a smaller relative magnitude than the tax reduction. ' b

The memorandum concludes with the statements’that in many cases large
fncreases in revenue followed closély on the'heels ‘of tax reductions, and that
these revenue increases may, in ‘some measure at' least, be attrlbutged to the

stimulative effect on the national economy of the tax reduction.

Tax REDUCTIONS AND REVENUES IN SELEOTED INDUSTRIAL COUNTRIES SINCE
© T WorLd WaAR II B - '

Since the end of World War II'a numbet of major industrial nations have re-
duced taxes substantially on several occasions. ~The accompanying table shows
total tax revenues and the revenue éffects of tax legislation since 1948 in four of
these countries: Canada, the United Kingdom, Germany, and Japan. The’esti-
mated revenue effects of the tax legislation assume a continuation -of the eco-
nomie conditions which prevalled at the time of enactment. The largest tax
reduction amounted to 82.5 percent of the previous year’s revenues. The average
decline was somewhere near § percent of the level of revenues in the year pre-
ceding the tax reduction.
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Canada, in-the period from. 1946 to 1960, reduced -its taxes on 10 occasions.
The largest reduction, occurring in 1950, amounted to 15.14 percent of revenues
In 1049, and the average of the 10 reductions was approximately 8 percent of the
previous year’s revenues. The tax increases during the perlod were few, and
only one, a 20.74-percent increase in 1952, was of significant magnitidé. During
this perlod of substantial tax reductlons Canadlan Government tax revenues
generally showed a marked increase. . During the entire perlod revenues in-
creased by more than 100 percent. The year-to-year;changes In revenug were
positive during 8 of the years and fiegative Ih 6,'but the révenue increases on the
averdge'considerably outsvelghed the decreases. In a number of ¢ases revenues
increased in years during which tdxes underwent major reductions; and even
when there was a decline In revenue it was generally small relative to the size of
the tax reduction. In 1946, 1047, and 1048, for example, there were three tax
reductions all In excess of 10 percent, while revenues increased from 1046 to 1047
by 8 percent and décheased by less than 1 pércent in the 2 following years. In
1956 g tax reduction was enacted which amounted to 5.5 percent of 1955 revenues,
while during the same year revenues increased by almost 6 -percent and In the
following year an increase of over 16 percent was recorded. . . L
" The tax reductioh record of the United Kingdom during the petlod {s some-
what less imposing than that of Canada. Since 1933, however, tliére have béen
five major tax reductions averaging over 4 percent. :-During the same perlod tax
revenues increased in each year but one, 1954, when there was a decrease of about
2.5 percent. 'This was the year following the first major tax reduction and the
year in which the second reduction occurred. By 1035, however, revenues were
already increasing, showing a rise of 7.5 percent in that year: Subsequent tax re-
ductions £aused no decline in tax revenues, but rather each was followed by an
increase in' revenues. From 1933 to 1960, during which time tax reductions
were enacted totaling over £000 million, British tax revenues increased by 26,4
percent. . - . . .

West Germany has also chacted a serfes of tax reductions since the end of
World War II. The first two, in 19048 and 1950, are reported as being substantial’
In size, but the exact amounts are not availahle. Since 1954 there have been five
additional tax reductions ranging in size from 1.75 to 8.65 percent -of the
previous year’s revenue. In each case.the tax reduction was accompanied by an
increase in Federal tax revehués/*’ 1 195¢; wHen'tite 1argest of the last fivé tax
reductions occurred, tax revenue increased by almost 11 percent. This was fol-
lowed in 1957 by a 9.3-percent increase. From 1031, the first year for which
revenue figures are avallable, through 1961 tax revenues of the German Govern-
ment increased by more than 230 percent. . ) . ‘

Of the countrles fnciuded in this study, Japan, since 1950, has had the most
complete and consistent record. of tax reductions, Japan reduced its taxesg in
every year from 1930 to 1962 with the single exceptlon of a small fncrease in 1060,
The largest single reduction, amounting to 32.5 percent, took place in 1950. The
average of the 12 reductions during the 13-year perlod was slightly in excess of
9 percent. -While Japanese tax rates were undergoing substantial reduction, tax
revenues were rising. - Between 1949 and 1862 revenues increased by more than
250 percent. Three of the year-to-year revenues changes were negative, but
only in 1950, the year of the 32.5-percent tax cut, was the revenue decline signifi-
cant, amounting to just over:10 percent. In most cases, Japanese revenues
{ncreaged while taxes were being reduced, ., ... . - C i
. A fifth courtry, not represented-in, the table hecause of a lack of data, is Aus-

tita. . During the.years from 1054 to 1058 Austria reduced its taxes three fimes,
fn 1934, 1055, and 1958. A fourth reduction, amounting to about $48 million,
occurred in 1962. Each of the first three tax reductions was accompaniéd by
increased governmental revenues, Revenues increased in 1954 by 3.1 percent, in
1955 by 6.7 percent, and in 1058 by 5.1 percent, It is too early yet to see the full
effect of the 1062 tax cut. .
- One may observe from these case histories that substantial reduction in tax
rates has not generally left in its wake a commensurate decline in government
revenues. The fact is that in many cases large increases in revenue followed
closely on the hee¢ls,of tax reductions, These Increases may, in some measure at
least, be attributed to the stimulative effect on the national economy of the tax
reduction. o : . . ) :



Taz rcd'udiom and revenues of four major industrial countries since the end of World War 11

1947

toeo T 1046 1048 1949 1950 1951 1952 1983

Canada: * . .
Tomlhxmvenue (mnuonsotdonm;.---...... ........... 2,275 2,458 2,452 2,437 2,333 2,786 3,710 3,007
Change from preceding year (percent) .- 8.04 -0.25 -0.62 ~4.27 19.41 33.16 7.7
Revenue effect ﬂeﬂﬂhﬁon 1 (mmlonsot dollm) ......... - -~300 -254 . —285 =56 —369 |....- R, 578 —148
Percent of preceding years ~13.10 -11.16 ~10.78 -2.28 -15.14 20.74 -3.93

United Kingdom: :
Total tax revenue (millions of pounds)_.....-.--.--..-...... - 3,105 3,010 3,268 3,666 3,687 720 4,014 - 4,281
Change from year (percent). -5.80 8.57 12.17 0.57 113 7.64 6.65
Revenue effoct of 1 (millions of pounds) 53 140 -185
ngotmw&uymmvmw(p«mg) 1.76 3.7 —4.60
Total tax revenue (billions of deu marks) 10.2 16.1 18.5
Change year 57.84 14,9
Revenus effect of I (b of deutsche marks). @ @ .3

3 Payent of preceding years rovenues (percent).

apan: N .

Total ux revenue (billions of 636 571 72 843 943
Change from preceding yoar t) -10.23 | 26.61 16.59 11.86
Revenue eﬂccc of leuafnlon 1 (billions of yen) -—208.8 ~113.3 —89.5 —124.4
- Percent of preceding years revenues (percent).-.. = ~32.51 -~19.84 -12.37 —14.75

- See footnotes at end of table.

M
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Tax reductions and revenucs of four major industrial countries since the end of World War II-—Continued

1054 1088 1956 1057 1958 1959 1960 1961 1962
Cansda:
Total tax revenue (lnﬂlu.amoldonu‘1 4,003 3,73 3,905 4,648 4,62 4,247 4,750
Change from year (percent)_..___~__"__"T7 7" — 0.15 -5.75 588 16.34 —0.56 -812 11.84
Revenuo effect of ! (millions of dollars). ........... —361 -207 -128 ~204 156
Un“l;dezmm:‘ogm Procoding years revenues (percent)—. ....occaana-- -9.03 ~5.48 -2.75 —4.41 367 {eaeen.. R MO
Total tax revenus (millions of POUDAS). ...eerenmoenonmmenn-- - 4.177 4,492 4,041 4,806 5,106 5,314 8,410
Rovenoe eflock ol IPiation (oot of poands) it e %% s ket Lo 158
venne on pounds)..... - - - -
P of years revenues (Dexcent). . ....ccccamaaa--. o -39 =3.45 -2.85 -5.85
'romtaxmvmm (billions of deut ; marks) 1‘9.9; 30278 xoz."uls a”sg ﬁ{ ?72 m&s;
Revenoe ofie elloct otmuuongx’cbmxom of Geutsche Tarks)...... -6 <9 -1.8 -.63
a Pe:fenz of preceding years revennes (Dercent) .. .oeeeeeecannns -3.24 ~4.63 -8.65 -2.72
p"}‘l&dtuuvenne (billions of yen). 34 937 1,087 12.02 1191 1372 18.01
Change from preceding year (Dercent). -0.96 0.32 16.00 10.57 -0. 92 1414 31.28
Remm effect of kﬂslation 1 (DIIHONS Of YeN). e ceeccnncacnann -16.9 —~66. 1 ~1.5 —6L7 -32.3 -9.5 6.6
ercent of preccding years revenucs (percent).. ...eeeeeeennn..| -L7 -7.07 -0.16 -5.67 -3.10 -7 0.48

! Estizoated revenue effect of Wmmgmunmﬁmofmmomu 4 Figures not avaflable prior to 1949,

eondltb'ns mvunmctttheumeo!
Source: United Na Statistical Yearbook, 1960, International Monetary Fun:
F!ggxlesfmrmlymfedunmmoﬂmommnvmu. nmnotavnmble International Financial News Sarvey, J k, Miristry of Mw'u Ont!modo'(

3 Substantial tax reductions occurred fn 1948 and 1950, exact figares not available, Japaese Tax, 1962, sad disptches frotn U5, embassies sbroad
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Uxnitep StATes 1854 TAx REDUCTIONS AND REVENUES

The table attached shows the breakdown of the 1934 tax cuts.
Budget receipts and underlying income levels before and after the 1954 cuts
were:

{In blllious of dollars)
Recelpts Underlying {ncome lovels
Fiscal year Including | Excluding Calendar year Qross

miscele miscel- national [ Personal | Corpotate
laneous lancous product fncome profits
receipts receipts

64.7 63.0 341.0 m.1 3.7

64.4 62.3 3685.4 233 333

60.2 52.8 3.1 289.8 .1

67.9 6.2 .8 310.2 44.9

A comparison of actual receipts in 1956 with 1958 understates the rise in tax
liabllitles in the perlod. Recelpts in 1053 were enlarged by about $1.5 billion by
the original Mills acceleration of corporate tax payments. The fiscal year 1930
was the first since 1050 in which the Mills acceleratlon was not significant.

Rceductions under the 1954 taa program
[Dollars in biltions)

Iadividual
Total § Corpo-

ration Below | Above

Total 000 | $5,000

tncoms |income
Reduction in the Individusl fncome tax, Jan. 1, 1984...cccaeene 33.8 wesssn=e]  $3.0{ 81O £2.0
Elimination of the excess peofits tax, Jan. 1, 1884...-oonnmveoon. 03 ] K ;X1 RS IR sat I
Reduction of exclse (axes, ADE. 1, 1954+ .evaeannnnns | re 2 3 4 4
Taxrevislon blll. ... i i iitciacatecccsarerans . 1.4 1 .8 3 N
TOtAY. .o neerienetenecccsransaasrcaucnrenansasssscannsncs 7.4 2.8 4.6 | 3 2.9
Percentage of total reductidn. ..oovucuences reemenens PTTOR aeesr 100 38 62 39
Petcentagoe of reduction to Individuals....eeeoeeeano. o, veersec)ean PRI PR 100 63

Bource: Office ofthe Secretary of the Treasury, Analysis stafl, Tax Division,

Senator ANpersoN. Mr. Secretary, last year when this debt limit
came up, I prop‘oied that the bill be amended to establish & permanent
ceiling of $306 billion and that motion was voted down 13 to 3—just
Senator Douglas, Senator Williams, and I voted for it. -

Would you examine your figures and tell me whether or not $306
billion is closer to the debt limit riow than $285 billion isf?

Secretary DiLion. Itis very much closer. o

Senator AnptrsoN, Would you be in faver of amending that bill,
to putting it-where it i8, instead of where it isn't? 4

ecretary DinLoN. We have never opposed having a debt limit that
is closer to the real amount. We would rot op;%se that now, if
Congress wantéd it. That was mentioned in the Ways and Means
Committee but the other body scems to prefer to cohtinue on the
present course. - Why, I do not know.

Senator ANDERsON. It sounds nice, & debt of $285 billion.

* Secretary DiLLoN. Idohot believe anybody believesthat. -

Senator AnpersoN. Idon’teither.
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As the chairman pointed out; it is going to girow and grow in these
next few years, .. R :

...I pointed out to another group a while ago that during the Eisen-
hower administration of 8 years, it increased $23 billion. It is goin"fg
to increase that in a very few years now, 3 years and more. That will
be within the next 3 years.

I see no reasorn to carry a figure of $285 billion.

Secretary DirroN. It becomes more anachronistic every year.

Senator ANpersoN. When I was a small boy we used to go out
and put whitowash on the chickenhouse roosts. I think that is all this
is, the $285 billion. I do not believe it is only whitewash. I would
hoge that we could deal with this realistically. :

ecretary DiLtoN. My only comment would be the same comment
I made on one of the earlier things. In view of this time problem we
are faced with next week, these trust funds and their investment, it
might be better to try and have this attached to the longer debt bill,
the one:thit will come up in August that we are trying to put forth
for the next year. L e, o Gl

Seénator ANDERsoN. Someone once said, “Let us raise a standard
to which the wise and prudent ¢an repair.”

Some of us want to put it where it is regardless of whether we don’t
get along very well now with the standard.

Have you any question on the days they have put in here? Isthere
any reason not to take action that last for more than 30 or 60 days
atatime? . . . . - .

Secretary DiLLoN. The reason they did this was that they wished
to put off consideration of the debt limit for the next fiscal year, fiscal
1964, until such time as they had a better feeling of what the appro-

riations would be, and a better feeling of what the tax program was

ikely to be. That was essentially a decision on timing as to when
‘they thought the Congress would pass the approﬁ'iation bills, com-
‘plete action on them, and when they thought something would be clear
about the tax bills. If they had gone through September instead of
August, there would have been that much more time, but they felt that
August was an adequate period for that, and it suits us. We are
ready to come up in August with-a new recommendation. ' -
.- Senator ANpERsON. Do you think by August 81, 1968 the size of
the approptiation and amount of tax reduction, if any, will be known {

Secretary Diuron. Well; judging by past experience I would: hope
that, with the exception' possibly of the foreign aid appropriation,
most of the appropriations would be known by then. ‘I think the tax
bill would have been passed by the House and'this committee so the
dorhrittes wéuld-have its own ideas of what it wanted.. But cbrtainly
we would not know the final result because it certainly will not be
passed by this committes by thattime. -~ . -7 .. - .

. Senator AnprrsoN. Therefore would it not be well to put the bill
through so we dé not have to tinker with it again before August 81¢
' Secretary’ DiLroN: There'is a-differenéein t(jiudgment as to when
you can do this well, and if you prefer a later date it would be more
conservative (0 havéa later date, . bt o e

Senator AnbersoN. 'Review. the legislation/thus far gbing th‘rou’%h
the Congress and make up your mind whether the appropriations bills
%vop}l(ld be finished by August 81, as it was last year when they finally
nished.

¢
4
!
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Secretary Dirron. Last year it was considerably later because, as
I remember, there was some sort of altercation and the two Appro-
priations Committees didn’t meet for some months. C

Senator AnpersoN. The speed has not yet accelerated, if it is ever
going to accelerate, . o . ‘

Secretary Dirron. I am hopeful we will have some appropriations
bills finally enacted very shortly. :

Senator AnpersoN. I was hopeful to get you to put a day on this
that is realistic instead of unrealistic. Look' at the balance, the
amount is unrealistic. - You doubt if we are going to finish hearings
on the tax bill by such time as to give this any consideration.- There
are members of the committee that are not very friendly. to the idea
of the tax cut at nll under the present circumstances.

Now, you quote in part from the Senate committee, saying:

Your committee concluded, however, that, in-any case, It was destrable to
base the statutory debt limitation for 1963 upon thé assumption that the budget
would be balanced in that year. . : . : .

I do not believe the committes assuméd that the budget was going
to be balanced. The chairman had strong opinions on that.

Secretary DiLron, ‘That is the truth. o ‘

Senator ANpERSON. You quoted as if you think he believed it.

Secretary Diwion. No. Lo ‘

"Senator AnpirsoN. Thisismore of the $285 billion staff.” =

-Secretary DiLioN. I was not quoting it to say that it was believed
it would happen, but after discussing other possible alternatives there
was not any other way to set it, so this seemed ‘the best way so they
set it on the assuniption that it was a desire that it be reconsidered
in the light of whatever difficulty theré was at the time.

Senator ANDERsON. I express the view of the’chairman this morning
that the report does not carry ouit-any false assumptions. - He is ex-
]ﬁ)ectin%)a. large deficit and so am I. I don’t know which has a bigger

gure, but they are both substantial, I assure you. g '

Now, you say: = S

The present debt limit legislation was based on a prenifse which has not been
realized. It ig not consistent with the financlal facts of life which the Treasury
must face. © . S . o ’

That also applies to the $285 billion permanent debt limit?

* ‘Secretary Igtm.o oN. Verymuchso. =~ =~ =~ o o
-+ Senator ANDERsON. I have asked about the ‘date. - You say it then
will return to its perimanent level of $285 billion after August 31.
It will returntothat. - = - - T T e B

In“view of the fact that we are going to bein'legislative trouble
had we not better take some step'to protect against that hag?ening
You don’t want to return to $285 billion—you couldn’t possibly do it.

_Secretary DmroN. No, certainly not, no. - . )

Senator AnpersoN. If we kiiow we are not going to be in shape
to answer all the questions, why céiild we not -deal with it now{ : '

Secretary DrLron. It could be dealt with by picking # different
figure and going as far as possible——— -~ .« ¢ o0 oo

“Senator ANDErsoN. October 168, -~ . < .o oo
" -Sectetary Dirron. October 15, or something likethat,- '~ -~
. Senatoi Anperson; That is what'I had inmind.” I'don’t kniow swht
the Senate committee will do with a different date. I only cast one
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vote. As I said a moment ago, we only got three votes before, when
we tried to make the ceiling realistic. I don’t think there is any sense
in waiting until we know what action Congress will take. .

You say the House committes reduced these figures by a billion
dollars each. As Senator Long pointed out, that does not save any
money, does it?

Secretary DirroN. No. .

Senator Anprrson. And it mi}(];ht put you in a bind when you
would not want to be there, is that correct? It could, at least.

Secretary Dirron. It could, but after carefully considering it, we
decided we could get by, that it would be satisfactory. Indeed, dur-
ing the discussions it was not even quite that much, because during
the discussions the committes got down to very detailed figures, and
I did tell the committee, and they so reported it, that a figure of
$307.5 billion would be perfectly satisfactory through the month of
June. They asked me that question and I answered that it would be
perfectly satisfactory, so it actually cut off a billion below what we
asked, and was only a half a billion below what I felt would be
satisfactory, so that was the reason it was easier to accept.
b_ﬁ_enagtor AxpersoN. Would we not be wiser to put it at $307.5

illion

Secretary Dinron. That then would be everythinF we asked for and
we would be hapgy. But our problem then would be to delay the
enactment of the bill and we would have this problem which I con-
sider very serious, of not investing the trust funds if this is delayed,
because thisis a very ba‘%grinciple.

Senator ANDERsON. What you were saying is if the Senate doesn’t
take the House figure, there will be a delay.

Secretary DiLron. That is correct.

Senator ANpErsoN. You have two bodies.

Secretary DiLron. Correct. -

Senator AnpersoN. The Senate and the House.

Secretary DiroN. Yes.

Senator ANpErsoN, And the Senate hasits rights.

Secretary DiuroN. Absolutely, absolutely.

Senator AnpErsoN. I believe the Senate should deal with the mat-
ter. I have been on the Ways and Means Committee of the House
and thought it was a pretty sensible group. I think that $308.6
hillion might be a right figure if the Senate would take that figure
and then go to conference. It might be that the chairman is trying
to raise the debt ceiling as high as he can. If he isn’t, maybe some
of the rest of us might. I don’t see any point in putting in a figure
which you cannot live with, which you have to worry about the last
3 days n May when it doesn’t really——

Senator Long. Cost money.

Senator AnprrsoN. Cost money in financing the program. I would
hope we might take that into consideration.

Thank you. '

The CaaTRMAN. Senator Williams,

Senator Wirr1ams. Mr, Secretary, in line with what Senator Ander-
son has said, do gou feel that when you come back in August or after
the House and Senate have acted on the tax bill you would be in a
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better [’Josition, knowing what that tax bill was going to be, to recom-
mend the additional increase that would be needed at that time?

Secretary DiLLon. Well, obviously, Senator, if we know what the
tax bill is going to be, our estimate will have great deal more validity
than an estimate based on what we think the tax bill is going to be,
even if it is passed by one body. To that extent, that is correct.

Senator WiLtiams. The point is, you need that information to
intelligently make your final determination.

Secretary DiLLoN. To make a valid estimate, and generally the
estimates over the past var;i‘Q, 3, or 4 percent from & so-called midyear
review made in the fall. 'The estimates of revenue don’t vary much
more than that when all the facts are known. But with this unknown
it could vary a great deal because, as you know, there have been sug-
gestions to go much faster. There have been all sorts and shades of
arguments and political opinion that we ought to do the whole thing
at once, do a big part at once, and that would have a big effect on next
year’s deficit,

Senator Wirriaas. In line with that, would it not be wiser for us
to sut a realistic figure, as has been suggested, on this debt limit now
and make it for 1 year, taking into consideration that there would be
no tax cut, and then when you determine the amount of the tax cut
You will know the additional amount you will need to raise the debt

imit, and then you can borrow the money for this tax cut? We could
put it all in one package, could we not ¢

Secretary DiLLoN. Any cut in taxes will have rather sniail effect,
no matter what we do, in the first 6 months of this new fiscal year.
So the real effect there will be that we would have to devise a debt
limit now that would carry us through December, which is usually the
low point on the seasonal basis as I have explained. We will get
through then, and then we would have to come back, presumably in
the early days of the session next year, for an additional increase in
the debt limit to take care of the taxes that had been voted right at
the end of the preceding session.

. Senator WiLLians. It is easy to make it a part of the tax bill. Put
it in an amendment, a new section to the tax bill, raise the debt limit,
so that you can pay for the tax reduction.

Secretar%VDmLoN. You can do that.

Senator Wirriarms., Would you not prefer that?

Secretary DiLon. My own preference is simply to %et a debt ceiling
that I can operate under. I defer to the Congress in the various ways
in which they want to achieve that end.
thS)e;w.tor irams. Would you have any objection to our doing

at :

Secretary Drrrox. No, as long as I get an adequate ceiling.

Senator WiLriams. You have no objection to tying the future in-
crease in the debt limit, whatever it is, to the tax bill and make it &
part of it : o

Secretary Dirrox. I think there is nothing wrong with putting that
portion that has to do with taxes as part of the tax bill, because nobody
18 trying to hide that. ,

Senator Wirrrams, Now, the suggestion was made, or it was pointed
out that the national debt on a per capita basis was gradually declin-
ing even though the total debt is increasing. Does that not result
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from:the fact that each year there are 4 million babies that arrive and
we are assignm% to them a part of tlie hational debt; and they ars tak-
iig over part 6f out own'per éap ta debt Isn’t that thé way, you “are
amvmg at that computation?” -

- Secretary Drtton: T d6 not have that mermatio‘n \Ve were talk:
mg about thenational debt in rélation to natimml income; and to gross
nationhl product, which doesn’t bear directly on population. ~

Senator WrLriams, To put-it otiithe’ p(()‘pulanon basis, it is oh' the
zlheory yg})i are. a331gning a portlon of our bt' today to each chlld the

av it is ;

Secretm Dmuox Yes. o - ‘

- Senator WiLLrams. ‘And bf dom that tlmt would tmnsfer part of

y my- assigned portlon of the natlonal debt to the baby when 1t was

born. -

. Setretary Ditrox. T haveh’b ased such a: ﬁ%;l

- Senator ‘Wirriaxs. Does our tational debt not constitute part of
the gross national product? In other \vords do not our- expendltures
constitute a-part of that figure? -

‘Sedretary Drtrox. The ‘gross national %roduct is the value of the
total goods and services produced ‘ini‘the Utijted Stntes in1 year; as
best the Department of Commerce ¢an éstimateit.

fSe;mator ViLLiams.: But the servicmg of the natlonal debt i isa part
of it

Secretary Dmmx No, I would not 'say so because that is nelther a
service that is rendered nor goods that are produced.

i@ genator WiLniays. But, 1t IS goods and serwces purchased by the
eficits ‘

* Secretary Ditroy. ‘That may be that may be

Senator ‘WiLLiaMs. Now; i the debt limit is too txght, I thmk you
said youhiave no alteriiative other than just to stop paying bills of the
U S. Government; isthat correct? -

Secretary DiLron: Yes.  This is & thmg that passes from lvhite to
gray toblack. If it istoo tight by $100 million,we cait iise'devices such
a3 those that Secretary Anderson used which cost the Governiment
more money ; but if yoi hive a thing that is too tight iY 'several bil-
lions of do lars, then you get into a posuioh ‘where there is nothing
you can do except stop paying or postpone paymg bills unttl the Con-
gress rectifies the situation.

- Senator WicLiAMs. ' Would there not be dnother alternative? Conld
you not stop creatmg some of this debt, postpone obligations,, stop
Initiating some programs or holding thém ‘i, or just postponiig in-
curring of some’ bf this debt ¢ ' If yom’- ‘debt ce)img seems & 1ittlé lower
for the projected next.12 months then ayou Would hke to see, are theré
not some pi'o%ams you could postrone

Secretary DigroN. When you look 12° months ahead,’ there is 'some
felevarice' there; if that is what the Congress wants. - 1t is not. possible
in a 8- or 4-month period because the bills are :siready. commg in, ‘-

. Sendtor Witrtams. I appreciate that, but it would’ be pOss:ble, if
your debtceiling“for the’'next ‘12 months were fixed at. a’ fighrd at
which vou do not think you could keep on spendin ; as yOu Wou d like,
thdt f ‘¢pild eurtail ome of yotlr obhgal.iéhs be ore. you r'nadé them ;
coul yoii not do that? o ;

4 l". ‘. P . R AP TS N . Fteony 0y

Ry

I




PUBLIC DEBT ' CEILING 39

Secretary Diiton: That would, I' supposs, be: a possibility. Tt
would raise the difficulty of providing somethiing that Corigress has
not wanted to provide Before, ‘altliough I-think they should have be-
fore, and thatiis'providing the President of the United States with
an'item veto, ‘In fact;thatis what.you would be doing. -~ - *

‘Senator Wirrtams, Hehasdone'it. -~ - 7 .0

Secretary DiLrLon. The(a]y have been very loath to:doit. :It has
sometimes been postponed ;and' picked up’ Iater on. *They have done
it readily in the national defense area because they feél that tlié Com-
mander in Chief hasa special: prerogative. “But I discussed it ivith
both President Eisenhower. and'President' Kehnedy and they were
loath to do this in-the civilian ‘areas because the Congress ‘has not
given theclear right, .~ ... -~ ..o h. Lo e

Senator WrLriams, President Truman during tlie Korean' war post-

oned several domestic projects and very wise ?, did so.- The Presi-
ent does has the authority to do it,and you could stop recommending
some of these expenditures. - S

Secretary Diuron, That hehas, he has stopped recommending, but
Congiess could much more readily take care of that than by using the
debt ceilin%by just not approving recommendations, . : - - .

Senator WiLriams.. We could take care-of it if we could get a little
support’ from the administration. - Your recommendations have been
in the opposite direction, : R

Secretary Dirron. I think the record, except for defehse and space
expenditures for the last 3 years has been prettg' %ood. s ‘

enator WiLL1aMs. You are too easily satisfied. . .

-Secietary Dicron. It is $500 million better than it was in the 3
preceding years, 1958 to 1961, . S
" Senator Wirrtams: I disagree. ' I don’t know of a single agency
which is cutting expenditures below:this year’s. Do you know of a
singledepartment?. - - - ° . -~ P S

" Secretary Dinron. It is very difficult. I don’t know of any. since
Congress voted quite & substantial pay raise last year, and it would be
quite a job to cut expenses. S - P '
- Senator - WiLriams, ‘The administration rrecommended that pay
raise and said you were going to absorb it, so don’t blame Congress.

Secretary:DiLLoN. ;We; were asked to. absorb it,. nobody said they
could. It is being absorbed as much as they could, but you can’t
absorb it entirely.

Senator WiLLraas. In connection with expenditures, your projec-
tions or requests for appropriations this year for the domestic di-
visions of our Government are all asking for increases over and above
last year’s appropriations, don’t they?

Secretary DiLroN. That is correct, since the Government grows; but
the increases are relatively modest. The total expenditures are ac-
tually less than estimated, I think the total increases in appropri-
ations that were recommended in many places were less than they
were last year, though the total of Government new obligation au-
thority was some $4.7 billion higher than it was the year before, and
of that the bulk of it, if not all of it, was in defense and space.

Senator WiLLiasms., That is in line with what the President told the
Congress in his joint message last January but in examining the budg-
et submitted a couple of weeks later I wish you would point out to

i
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me just what department of the Government is asking for less money
to be appropriated this year than was asked for last year,

Secretary DiLion. I'would be glad to give you a memorandum on
it. ' We have the figures but I know there were a number of them.

Senator Wiruiams, The Interior Department is asking for $111
sillion more than last year. Your own Department asked for $421
million increase,

Secretary Ditron. Yes, we were very pleased in our Department
when the chamber of commerce made their recommendations of cut-
ting expenditures, where they could be cut and they found 117 Q]aces.
One of the few departments of the Government that they didn't rec-
ommend any cuts in was the Treasury Department, They decided
we were operating efliciently, and as tightly as we could. .

~Senator WiLrtaus. You are still asking for $421 million, which is
an increase over the preceding year.
- Seoretary: Dirron, I think that probably includes an increase in
the cost of debt, $421 million, I don’t believe we asked for that. We
had a substantial increase, but it was %ay raisas,
Senator WiLLtams. Commerce, $150 million; HEW, $694 million;
Labor, $194 million increase; the Post Office is asking for an increase ({
Qeneral Services is asking for $62 million increase; Housing an
Home Finance, $393 million increase. I have gone through that bud-
get ; they all want more money.

Secretary Diron. How about the Agriculture Department

Senator WiLrriams., Agriculture claims o $928 million reduction,
but that is a falso claim. They are not agking Congress to appropriate
for a $2 billion loss incurred; that is being carried over until next
yeat, and in reality this is a billion dollar increase, This is not n $928
million reduction at all. You will agree with that. They sustained
a loss and eventually the note which you hold in the Treasury will
not be worth the paper on which it is written; we will either have to
appropriate the money to pay them off or cancel them. Aetuulljy
Agriculture has over a billion” dollar increase instead of & $900 mil-
lion reduction. I repeat my statement that there is not a single de-
partment in the Government this year that is not asking for more
money than last year,

Secratary DiLron. I will pass that on to the Budget Director.
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(The information referred to follows:)
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New obligational authority requested for fiscal 1964 in the January budget s

less than that for 1008 for the followling agencles:

{In thousands of dollars)
1963 1064 Difference
Togistative DPANCD. . oveacanuneranosonsonsosaannsonazanes 160, 698 149, 148 © ~11,8%0
lﬁ%ﬂltl‘g 01!10‘0 of the Bresident: Nationsl Aeronsutics snd’ : s
100 COUNNMY. <o peueeentncansoancsssaccscsnnnscsvenenns -
Fundss \ated to the President:
by et ~5,000
lp\uw; of ment improvement.. ~100
nternational Anancial institutions ~32,010, 000
Publio works acceleration ~900,
Post Office l)epnrtmem 241,407
?t%lo l)ee : m . -52,804
nde; n o oes:
fteom 22y COmmission. . ..oveeqeeicatmsscacsacacnas =241, 738
8?&’:‘“’&*“""&3&;‘5‘..“33& """" i
Civil A‘;orgnsuuca Board.. ~918
Clvi mee comm -2,
Expor ée -3, 000, 000
Fo'elzﬂo aims meme tOommlas!on. -71,4%
Nations oplt %n: misson....c.cccevennannes )
\Iatrna Capit Auspwmlon ARENCY.erennnnen -1,08
8mall B uslnm Administeation.......... .- ~43, 852
g; mmission, Southoast River Bastns ~3882
Commission, Texex.......... -7
Totshreductionin NOA.......... heeeeemesusenronenn e as i ediriieainin ] ~8,600,402
Administrative budget expenditures in fiscal 1964 were estimated to bé less
than in 1003 for the following agencles:
[In thousands of dollars)
1963 1984 Dlflercnoe
Leglslativ Lsessreavssestscsssacsbsnaasansin 188,217, 184, 530 -
m llve Oﬂzca of the ssidett: ) . 8287
% Footiomio AQVISers. oeu vveuenencasarannecnses 6 620 —-34
eour odml Rldhtlo Council..renresenncnnnn | 7 1 ISR -12
Fundsopa;opﬂu he Presiden
ieeeassessensprsasacnsans 33,000 30.% -8,
Emergency Fund for the l‘miden .. 1,34 5 -
xpenses of management {nprovemen 280 200 -
l"oreign& eetacesnnsaernsan .. 3,850, 000 3, 750,000 ~100,
International financial institutions.. 121,056 111,636 -10,000
Bpecial forelgn currenicy programs.......... a.m teeezezasasess -2, 083
Arculture, «cocvienniiiicracisainetinannasesnnaans 74 8, 588, 333 -928, 143
Post Office..... tecasensrsssacancanrasdeisabibanannans . 802,461 6&.3: - 248, 637
. 456,620 360, -93, 716
tomlo 2,870,000 2,450,000 -
ilousing and Home niﬁm %"ém 300,00
Veterans® Administration......e.eieeneen. . 3,832,182 3,470,072 -82,110
Otber lndependent aﬁenem.
‘v ssion on lnterxovemmenm Rela- o8 - ‘
Alash Intemn onal RAll and Hlxhway‘é&ﬁuﬁliiféﬁ“ LY - o --i”i
American Battle Monuments Commiss 2,000 1,900 ~100
Central Intellf?ence AReNCY...ceeanerananns 3 ~2,482
Civil Bervice Commisslon......... - 74, 560 348 ~2¢,218
Export-Import Bank ol Washington s ~24,283 ~647,000 -422, 147
Foderal Hom ank Board........ . ~21. 718 —-202,448 -14,678
Ellstorlmlm memorial oom sslons. 1ns 07 -1
onal Capital Phnnlng Commissfon..c.eceavannes 2,417 2344 -133
\tmoml Capital Transportation Wc eeiansesuee . 3,161 3,088 ~98
Dutdoor Recmtlon Resources Review Commission.. |+ 3 RN -
8t. Lawren: Seo\n¥ Development Corporation...... 3.0% . -l.&
"“‘“”““\’}.%’e'}‘,«umh‘“'"“""""""" 278'.‘ %3.% 5 .'{1.03
U.8. §tudy Commission Soatheast River Basina 0, , ! e
U8, tudy Commission, Texss. e e " b < -%3
Total reduction {n expendilures...cceeiaencecioncncafecncencneancnsfonnanae vesnees  —2,349,201
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. Senator WiLriams. I wish you wonld, and I wish that they would
either stop talking aboyt the reduction or else reduce expenditures.
At ‘the raté thi iyare going if you are not careful you are going to
reduce us right into bankruptcir. y

Speaking of spending, I notice in’the testimony, you were here last
year, appearing on page. 10 of your report, you estimated this year's
exgendlture for fiscal 1963 at $93 billion.

~-Secretary DiLLoN. That’s right.

Senator Wiriams. Now, this March 81 ‘quarterly report which I
have before me here states that you are spending for the first 9 months
of thiis year $94 billion. L

. Secretary DirLoN, That must include the trust fund.

‘Senator WirLrams, ' How much of that was trust fund ¢

Secretary Dirron. I don’t have that in front of me.

., Senator Witr1ans. I wish you would furnish for the record at this
point, just what your expenditures have been up to this point as com-

ared with ‘the projected expenditures at that time, and then also.

urnigh the statistics on the revenue_up to this point as:compared

with your estimated revenue. What I would like to establish is how-
miich of this $8 billion deficit results from increased spendihg and
how much from a reduction in revenue. Do you liave those figures:
there, or do you want to furnish them for the record?

‘Sécretary DintoN. T will have to furnisli'those. I have just been
told by my staff here who checked the figures on the Treasury, they-
say it is $421 million inorease, which included $320 million interest.
coﬁs- L -~ . . P . ‘Y, R

(The information referred to follows:)

The following table shows estimates for fiscal year 1903 budget recelpts ex-.
penditurés, and stirplus or deficit, beginning with the estimates provided in the.
January 1062 budget document and ending with the estimates furnished the.
House Conimittee on Ways:and Means in the April-May 1083 hearings on: the.
debt 1imit. Although no later formal estimates have be¢n made, budget receipts
and expendifures through April 80, aggregating $67.4 billlon and- $77.5 billion,
respectively, appear to Indicate that actual fiscal year 19083 receipts will be-
somewhat higher and expenditures somewhat lower than the April estimates
gﬂ%oghat, consequently, the deficit will be reduced to the neighborhood of $8-

A8 the successive estimates indleate, the deficit expected In flscal year 1003:
i$ largely the result of lower revenues than initially anticipated because of a.
lower level of economle activity in calendar 1062 than had been estimated at
the time the January 1062 budget document was presented. According to the-.
April estimates, budget receipts are expected to be $7.5 billion lower than esti-
mated in the January 1962 budget document while éxpenditures are expected to.

be $1.4 billion higher. !
Katimates of fiscal yﬂ'ear 1908 budget receipts, czpenditures, and stirplus or-

defieit (—) .
{Billions of dollars)
Estimato ) Recelpts | Expendi- | Surplasor

: I B Tores | denmvtSS
1062 budget document........ 0. 3 403
l\ildmrgrevlew....;,.... . 55.3 gJ i%s
1963 budget dodument....... 85,81 . .3 -8&8
ApriY Waysand Means heari 85.5 0.9 -8.4
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-Sentator 'WiLLianms.: The: $100 million was in extra personnel and
operation expenses? - .
- Seereta ILLON:. Yes, . : CL
Senator WirLras. Stilly I-wish you would furnish for the record,
from ‘the Budget a report of where some agency has cut its expendi-
tures, - . o - L
Secretary Dirron. I will be glad tosupply that. - L
Senator ANpERsON. The Battle Monuments Commission has done
that, I believe. - . = i )
Senator WiLriays. When you weie here last year you reduced your
estimate of revenue, which. was being projected .on the basis of the
decling in the stock market: at that time, and I think in,answer to a
question you:said  you considered:the stock niarket break a readjust<
ment of the market and that it'was'a'long overdue correction to put
stocks in a more realistic relation to their earning 'power, is that
correct? " " . . : T R ‘
Secretary DiLron. I did. T didn't think it would have a major
effect ‘on the economy and fortunately that thought turned out to be
correct. o SR
- -Senator ‘WirLiaMs. -In view of -the' fact the market has recovered
practically. all of its lossés, do ?'ou?view the présent position of the
market with alarm or do you think that earnings have increased to
compensate§. - - o o R
Secrétary Drrvron. There has ‘been o very 'substantial increase ‘in
uarniﬁ?, particularly in the fourth quarter of last year, and certainly
on the basis of earnings, stocks today should be'worth more than they
wére a’'year ago on the basis of éarnings that were in sight a year
ago.: . it ' DR ST
»Nowy whether any particular level is correct I hesitate to gay, and
dd not want to say, 'I'do-feel that the stock 'market should not--
the values should not be based on expectations of any:immediate boom.
There may. be someé expectations in there of a tax réduction bill which
would increase earnings. I don’t know how they will-evaluite that.
It is hard to say whether the market today is too high or not.: If yoir
pass a tax reduction bill there will be increased econontic activity in
this country, in¢reased demands, increased consumption, Businesses
will:do better, make more monsy, stock will be Worth more, so maybe
Ehesifipri?esafe all right. :'Certainly they are back up, and up'to a
igh level. ey
.. Senator WiLt1ams. I do not necessarlly medn to put yoit'in & posi-
tion of predicting the market, but the point, is—there have been some
increased earnings. R R o
" Secretary DiLron, Yes. . o S
- Senator 'WiLtrams. And as g tesult’ of this ineréase you Should
have i reasonablé expectation of increased revéfiio based on the in-|
eredsed earnings, AL R J
Secretary DiLrown. That is tight, - I pointed out, I think the ‘other
dayin talking to the chuiber of corfimerce, thit bécause of the earn-
ingg being Higher than we had expected, and also the grogs natiohal’
iotimoving ‘dhéad 'y litle faster this yéar tHan' we had ‘exjected,
1t looked like the revenues that we would have available for hext yéar,
if the economy continued in this fashion, could be as rmuch as a billion
dollars higher than we had estimated in January.
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~ Senator WiLrtams, That is the point. If the Congress would sup-
Fort what the President said in his state of the Union message;-that 1s,
10ld domestic expenditures at last year’s level of lower; it would elim-
inate some of the need for increasing the debt; would it nott

Secretary DiLroN. To the extent that Congress holds expenditures
down, that would decrease some of the need but not all because we
would still have the seasonal need. ‘

Senator WiLLiams. Iappreciate that point.

Now, would you recommend that Congress hold these appropria-
tions of these various agencies at last year’s level or below 1

Secretary DirroN. I donotthink it 1s praéticable.

Senator Wirrtams. But both fou and the President have said you
were goi{}g to do it and you included that in part of your statement
today. Yet the Bu?t ureau is asking us to override you and the
President, and I wonder——

Secretary DruLoN, What the President wanted was a holding of all
exPenditures of the Government except for space, defense, and interest
below the preceding years, and that is still the case. We would hope
that the Congress would so act, and I am sure they will.

"« Senator WiLLiams, The way to hold them at or below the preceding
expenditure is to hold the ap‘)roprintions down to or below the pre-
ing year, i3 that not correct

Secretary DrLioN. To some extent; but there are other thin
that enter into Government expenditures and always have; that is,
the sale of assets which provide funds which we otherwise would not
need to raise by borrowing. We are pursuing a more ag, ive
course in that direction, as a result of a policy reviewed during the
latter part of last year, and this enters substantially into the possi-
bility of being able to hold expenditures next year as shown in the
budget, lower than the preceding year for these civilian areas. If
it were not for that we couldn’t do 1it. ,

Senator WirLrams. You are not telling me that the appropriations
of the Congress do not determine to a large extent next year’s
expenditures.

ecretary DrroN. Yes, they do.

Senator WirrLiams. Some of us have made the effort and we are
going to continue. Do you think it would be wise for the Congress
to hold appropriations for various domestic agencies at or below last
year’s appro%rliations? ‘

Secretary DirroN, I was %oing to say you have had a wage increase,
which I think everybody felt was reasonable because it was designed
to put the Government civilian employees on a comparable footing
with civil employees that work for private industry. There were very
careful studies made of wages of private industry and wages of the
Government, and it was found that the Government was lagging be-
hind; that is, Government workers were being treated unfairly as
against private workers, so the wage increase was put into effect.

Now, there are 214 million employees, roughly, civilian employees
of the Government, and further, a two-step basis was made for a
further increase in January and I just-do not think it is possible
to ignore that and hold costs at the same level as they were this year.
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But, I think, they should be held as modestly as they can be. I am
aware of that, because for instance there are several bureaus in my
Department wliere we are ({going to have fewer em&)loyees on the pay-
roll next year than we had this year. We are reducing, actually re-
ducing Government employment where we find we can operate more
etfectively and do that. I3ut still the cost of those departments are
going up because of the hifher wages being paid to other employees,
and normal promotions and things of that nature. .

Senator Wirrtams, In the Treasury Department, you have added
4,129 more employees for the next year,

Secretary DirnroN. We asked for them, because that had to do with
. the Internal Revenue Service. We are not going to get them so it’s
going to cost the Government $100 million which they can’t collect.

Senator WirLiams. You got part of it. i

Secretary DinroN. We got 200, and it’s going to cost the Govern-
ment $100 million. We are going to have $100 million less because
gongrebs made inadequate appropriations for the Internal Revenue
Service,

Senator Wirrranms, I don’t know what kind of an answer I got to
my question except that you still want to keep on spending for the
various domestic expenditures.

Secretary Dirron, Examine them very earefully and anything that
is an unnecessary expenditure, don’t allow it.

Senator WirriaMs. You understand the statement of the President
in his state of the Union message, that he was going to hold down
this year’s budgetary requests at about last year’s?

Secretary DinroN. He has done so.

Senator Wirnianms. No; your statement is just so much political
propaganda. In reality you are asking Congress to pay no attention
to it but vote you these extra——

Secretary Dirion. No; not at all. We disagree on that, sir.

Senator Wirriams. There are amendments which are going to be
_offered on the appropriations. As Secretary of the Treasury wounld

you support amendments that would roll the appropriations back to
or not to exceed last year’s level of appropriations?

Secretary Dir.LoN. If there are meat axes——

Senator WiLriams. No; no. To give to'the De};lmrt.ment the power
to spend as much money as yon got last year in the aggregate and to
put it where you please, and if you use any meat ax it would be your
own, but just hold down the total.

Secretary DirroN. I think there was a very carefully put together
budﬁt;et where they disallowed things in areas where they should be
disallowed, and did allow things where the national interest required
them. I think the budget should be looked on this way, rather than
treat it by a flat formula, treating every type of activity in the Gov-
ernment the same, which is perfectly clear would not have the proper
offect because some activities have greater priority to the Government
than others, And certainly carrying the mail has been a big argu-
ment recently and if you want.to hold the Post Office at the same
level as last year, it is possible. But, it just means that the service
will have to suffer and it has suffered to a degree that possibly the pub-
lic would not want, and which would not be desirable.
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' 'Senator Wrtrrams. T do'not want to take any additional time of the
comnittes, I disagree completély with the statement that you can
spend ‘more, tax less, and end Up iiore prosperous than you were
before. I don’t think you or I or any private businessnan ever tried
l;o;iz'ractice that in his own business, :
"‘The CrAlRMAN. Senator Talmadge? : o
Senator Tarmanae. Mr, Secretary, I understand our gold losses are
running at the rate of about $3,300 million & year; is that correct?
- Sécretary Ditron. No." -Theﬁgure‘of our, gold loss to date is $160
million since the first of the year, whi¢h is & very Eood performance
and smaller than I would havé anticipated. I doubt if we can do as
well for the rest of the year. I P
" What you probably are réferring to is the report of the Department
of Commerce on the overall balance of payments déficit for the first
g:gtten ‘of a seasonally adjusted basis. “ On the seasonally adjusted
asis their figure was some $818 million, and multiplying that by 4,
that wénld ¢ome‘otit to three billion, two hundred some odd million
dollars. It is not our gold loss. That’s the point I was making.
_Senator Tarmapcz. I was reading from the Wall Street Journal—
actually it’s a story from New York referring to your speech:
Treasury Secretary Dillon asked the investment community’s help in reducing
the Nation’s balanc¢e-of-payments deficit by selling more forelgn security to
forelgners. The United States incurs a payménts deficit when it spends, lends,
or gives away more dollars abroad than it takes in, In the first quarter of this
year seasonally adjusted annual rate of deflcit was $3,300 million, compared to a
deficit of $2,200 million for all 1663. The dollars foreigners are thus accumy-
1llatlilg§ could be used to buy U.S. gold dollars and undermine the value of the
L) . ..
. I that a correct statement relating to what you said in New York
yesterday ? ‘ o o L
Secretary DirroN. Yes, it is; though I would like to s ’F something
more before ‘answermgth‘at,régard‘mg'th,ev 3.3'billion. The Depayt-
ment of Commerce, which put out thess offi¢ial figures, did state in
their publicity release the other day that t| eﬁ did not think' that this -
change in figures was any deterioration in thi

'

e trend ' from last year,
but that it was due to'a nmqbet‘of,i?ecial circumstances which they
identified, which happened in the first quarter and which are not
exﬁw‘edtohapfeng in. " . L

. As to what 1-said, I did make an appéal to the financial com-
munity, particularly the investment banking community in Neyw York,
that when they lend money to _foreigners, they do it on a bagly of a
public issue, because the record shows last year that ovér'a third of-
all the issues that were offered ,Eubllély in New York were bought
by foreigners themselves, and therefore did not affect our balance
of payments. = - . . T
. Now, there is & tendency with & number of these issues, for a largeé
proportion (about half of la,s.t.yfea.r.’%)r to bé dong ‘on the basig of
private placements, where they were offered directly and almost solely
to American insurance companies and banks and were not available
for foreigners to tﬁuréhase.; . A particilar problem, which seems to
be_developing ‘is that some.indystrial companies in Europe do, not.
care to subject themselves, when,they come to this market,.to the
disclosure requiréments of the Securities and Excliange Commission’
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and so therefore they say they donot want to have & public issue, If
they had a public issue here, a lot of it would be:bought back in their
own country. They say, “we prefer not to do that, and we would like
to have this placed privately with insurance companies where we
don’t have to disclose so many facts about our earnings and our finan-
cial situation.” _ SRR
What in effect I was doing was pointing out to:the investment
banking ‘community that that sort of operation, with our present
balance of payments situation, ig not in the national interest, and
expressing the hope that they would t,? t0 encourage these companies
to register when theﬁaoame to-New York and offer those securities
publicly so thatthe balance of payments drain would be lower, -
Sefnator TaLmanon.’ I certainly agree with that and compliment
ou for it. S : T Co
yy “‘What I wanted to:get at is to what degree has our balance of pay-
ments deteriorated this year, contrasted with last year? '
Secretary DirroN. Well, the Department of Commerce’s statement
says it has not at all. - S - : , )
There are two items that could account for an apparent worsening.
If you take the actual figures before seasonable adjustments, the
balance of payments deficit'this year in the first quarter was about
$675 million compared to some &75 million in the first quarter of
the year before. . S
There wers two particular items in the first- quarter of this year
which were unlikely to be tepeated in the following quartérs, which
would make up easily that $200 million difference. ) ,
‘Senator TarLaapor. ‘Which'items were they{ T
Secretary Diiron. The first was thé purchass or investinent abroad
by the Chrysler Corp. of substantial additional amounts of stock of
the Simea Co. in' France which amouritéd to about’a hundred million
dollars. That took plage in January. ‘It was just a one-shot opera-
tion.  They had been negotiating about this for many years, but it
happened to come to fruition:at that time. At an annual rate, this,
of course, has an unrealistic $400 million impact. o
. Second was the fact that foreign issues, particularly Canadian
issues in' our market l'llg‘ﬁipened to be unusually heavy in the first
qluar.ter of this year. There were a number of large payments, in-
cluding & payment on‘a Canadian Government issue which will not
occur again. 'That one payment was $125 million, and there was an-
other large issue in connection with the nationalization of electric
power in”Quebes involving a: A)ayment of $100 million during the
quarter. The excess of the 6utflow on these portfolio increases, these
borrowings in the'United States by Canada alone in the first quarter
over what could be éxpected for the rest of the year, of anr‘otherfyear,'
wag well over $100 million, Spdmbably as much as $300 million or $800
million at an annual rate. So, if-you take acoount of those two things,
aétually ‘in’ the'first quarter: the'balance 6f all ‘6f our payments on'
economic ‘support, ' imports, - goods 'and services, ‘expenditures for
military purposes abroad, expenditures for aid,everything of that
nature, conipared: with our total receipts, is’ glightlyfim&roved this
year over the year before.”- So that' \vas‘t}xe*x;eason.wh'_[ o' Depart-
merit of. Commerce said on & long-terin- basis’ they don’t see any
deterioration. ‘ S A
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Senator Taryapce. You view this continued deficit in balance of
pagments very seriously ¢

ecretary DrrroN. I do.

Senator Taraapge. What action does the administration or you
proposs to take and what action do you recoramend the Congress take
to bring it into balance? I think it is one of the most serious things
that confronts America at thie present time, -

Secretary Dirron. Well, basically what we have been trying to do
was to allow it to come into balance and have it come into balance
through the operation of free market forces, rather than use arti-
ficial measures such as quota restrictions on the flow of capital, things
of that nature. Certainly in the last year or two the fact that our
wages and prices have gone up very little, and our prices not at all
while at the same time the Europeans’, our competitors’, wages and
prices have risen quite dramatically, has put us in a much better com-
petitive position. ' '

Meanwhile we are also continuing and intensifying our reduction
of governmental expenditures abroad and that includes expenditures
for the military, expenditures for foreign aid, expenditures of all
ty‘;%s that are controllable by the Government.

Ve are encouraging foreign countries to develop their own capital
markets so they do not have to use our own market here so much.

They are doing that. o

We have felt that our tax program, both last year and this year,
is very important in this equation because it wifl’, if enacted, make
investment in this country far more attractive than it has been, and
make it relatively more attractive than investment abroad, compared
with the situation in the last few years when so much capital flowed
out for investment abroad.

We think in this.way we can bring our accounts into balance.

Now, there is one other element which is very important and very
large and which has to be looked at, and that is—last year the outflow
of short-term funds and an item called errors and omissions, which is
often though of as largely short-term funds.in character, amounted
to $1.7 billion out of a $2.2 billion deficit. The year before the same
items amounted to $2 billion out of $2.4 billion. So before we get
into balance there has to be a substantial improvement in these two
items, and these two items would be items that ave responsive to dif-
ferentials in short-term interest rates. :

Now we have been trying to get Furopeans and other countries to
reduce their interest rates at short-term. - We have had some success,
the latest with the Canadians who just the other day reduced their
bank rate from 4 percent to 314 percent and we have at the same time,
as you know, held our own short-term rates relatively high for-the
purpose of narrowing that differential, and less money has gone out
in this way by far, many hundreds of millions of dollars lessthan would
have otherwise, and it will be necessary if we are going to have a bal-
ance in our international payments to have further progress in this
area, one way or another. o

Senator Tarmapae. Has any consideration been given to reducing
military and foreign aid overseas to aid in this matter? )

Secretary DiLroN. As I said, military expenditures overseas will be
reduced, I think.
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Senator TarLmapce. In the final analysis, isn’t that the only way to
control the situation, or the two principal ways that wecan? .

Secretary DiLLoN. That is one of the major ways. We have tried
with some success to reduce the impact of our military expenditures
overseas on our balance of payments by persuading some of our allies
to make substantial purchases of military equipment in the United
States so that would give us dollars enough to offset the cost of our
keeping our forces overseas.

We have such an agreement with Germany and we have such an
agreement with Italy now; and we are trying to expand this to the
extent we can.

Senator Tarance. That depends on their action and not on ours,
does it not? B , ,

Secretary Dirron. It depends on joint action. It is ours to the
extent we can make the type of equipment available they want.

Senator Taryapce. But the decision will be theirs, not ours?

Secretary DirLoN. The decision as to that will be theirs, and not
ours, yes. ‘

Senator Taryapee. No further questions,

The Crairman. Senator Curtis? .

Senator Curtis. Mr. Secretary, what debt ceiling would: be neces-
sary to carry the Government all through the fiscal year 1964, that
wotld be to June 30, 1964, if taxes were not reduced §

Secretary DirroN. Well, again that depends on appropriations.
Our estimate of the economy 1s that it would be somewhere between
$315 billion and $320 billion, maybe about halfway in between.

Senator Cortis. If there 1s no reduction in taxes, we will have to
go somewhere between $315 billion and $320 billion? - ‘

Secretary Dirrox. Yes. You can easily figure that one or two dif-
ferent ways, and see why. This year we have a deficit—we have a
deficit this year of $8 billion, roughly, take that as the figure. Last
year we had a ceiling that was necessary to cover the difficult part of
the year on the basis of a balanced budget, it camé down later on, but
the early part of the year, it was $308 billion. Obviously, this year,
starting with the deficit of $8 billion, we need $8 billion more than
$308 billion, and' that is $316 billion. That is one way of finding an
answer,

Another way is to take the figure we had, the highest debt we had
during November, December, and March periods, when we were tight,
and each case it was something just over $305 billion, or $305.5 billion,
add the $8 billion to that and you get something about $313.5 billion
and then add provision which we have to have and always have had
for some flexibility, which has been some $3 billion, and again you get
‘f}-‘%lﬁ billion or $316.5 billion. So that is why I say it is somewhere in

mt area. :

Now, it would depend somewhat on our appropriations, whether it
might be slightly higher, but it would be under $320 billion and over
$3135 billion. :

Senator Curris. Well then, what sort of a debt ceiling do you
anticipate asking for at the expiration of that bill, if we pass the
House bill?

Secretary DizioN. You mean in August

Senator Curtis. Yes.
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Secretary DiLLoN. It would be at that same time somewhere in the
same area, it would depend on what we thought the prospects were
for the tax bill. Of course we would still bé estimating. It would
not have any great validity because we would not know what the
Senate was going to do, but we would assume by then that the House
would either have or not have a tax bill. In the latter cdse it would
be easy, we would know there would not be any. But if they had,
we would have to estimate on the basis of that bill-I do not see how
we could estimate on any other basis—and make whatever adjustment
was necessary for the amount revenues would actually be reduced as
& result of whatever was produced, which would take effect in the fiscal
year. s ‘ : :

Senator Curris. What are the lean months, so far as revenues are
concerned § v

Secretary Dimuron. Well, the whole of the first half of the year.
What actually happens is, we havé certdiri-lean months that occur
throughout the year, and the reasonthat we hava the seasonal problem
is that our good months are less Eggg in the fall than they are in
the spring. That is particularly- use of the way our corporate
taxes are collected, 40 percent of the corporaté  taxes are paid 'in
September and December of each year. They %a.y 20 percent in Sep-
tember dnd 20 peércent in December, and then they pay 30 percent m
March and another 30 percent in June so that puts receipts well out
of balance. .So the whole first 6 months is'out of balance because of
that fact, and if you are in a balanced bu situation the debt would
run up and would presumably be at its hligh‘ ‘on December 15, before
the receipts come in. Thereafter it would get up to another peak
about the same time in February and then begin to come down,
beSgl;@%léa Ogmms. What do you anticipate will be the debt on Decem-

n ’ ] . . . . o

Secretary DiLron. That is the end of this year. Well, the debt, if
there is no tax cut——

Senator CurTis. The tax ¢ut will not be effective by then. -

Secretary 'DitioN. No. Our debt might be around $315 billion,
something of that nature if our estimates are right. - ‘As I have said,
with our estimates and‘p;evibus estimetes, you cannot be acourate
looking that far ahead. You do not know what is going to happen,
and you have to have soms flexibility. You have to have this flexi-
bility I talk about for'the debt limit that we always have had in the
past, about.$3.billion. : o .

;. Sengtor Cortis. At the end of this month, it is going to be about
$305 billion? g . ‘

Secretary DiLron. $303 billion;yes, ... = - = :

- Senator Curris. Out'of that $305.6 billion, how much are short-term
obligations that will come due in the next fiscal yearf :
. Secretary DitioN. We have in the next fiscal year I'think about $38
billion of .obligations that come due on & rotating basis. I do not
mean & regular rotating basis. These are long-term issues that hap-
pen to come due during the fiscal year. ., = - S .
- Then, in addition' to that, we have, I think it is something like $47
billion roughly of regular bills of one kind or another, some are 90-day -
notes, these are bills, some are 6-month bills and some are 1-year bills
:‘l)mttﬁome due on a rotating basis and you have to add)those two
gether,
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Senator Curtis. How does the ratio of long-term debt and short-
term debt compare with what it was 8 or 4 yearsago? v \

Secretary DiLLon, Well, the average length of the debt has in-
creased. We have an average length of the debt now, longer than
it had been since 1955 or 1956—no 1958. Actually the amount.of
very short-term bills has increased. What we have done is increase
the amount of debt at both ends. We have more debt placed way out,
substantially more—— A : _ . A

Senator Curtis. And the intermediate has become short term?

Secretary DiroN. The intermediate has been reduced. 'We have
increased the short-time debt t}ui(te substantially, also increased the
long-term debt quite substantially, and intermediate is smaller. 4

Senafor Curris. Now, the past years you have been selling bonds
to forelsm countries, foreigners, payable in foreign currencies; have
younotf¥ o

Secretary Druron, To some extent, yes,

Senator Curts, I put a tabulation in the Congressional Record
some 2 or 3 weeks ago and it was not exactly current, but it indicated
that you had sold over & half a billion dollars worth of bonds, T think
$550 million in bonds up to that time, Hasit increased any? A

. Secretary Dmron. I think the figures—they are announced every
time they are done—the total was $630 million in bonds and certificates,

Senator Corris. $630 million ¢ ' e o

Secretary Dm.LoN.. Yes. _ o

Sen?bor CurTis. Those are payable, some of them in Italian cur-
renoy? o o

Secretary DriroN. That’s ;-iggt. R

Senator 11s. And West '

TIf rman currency f
Secretary Ditron. Yes. And Swiss, :
Senator Cortis. Swiss? = - )
Secretary DrLroN. Belgian and Austrian,
Senator Curris. French?
Secretary DmrroN. No French.
Senator Curtis. No French?
Secretary Dmion. No.
Senator Corris, Now, when wasthat started? " -
Secretary DrLron. Lastyear at some time, I think.
“Senator Curtis. About when last yeart =~ , .
Secretary DiLron. The first ones, we may have done some earlier'
:))ut tglee ones that ars now outstanding, the ‘earliest one was in last
ctober. - , c . . o]
Senatot Curtis. Now, they can compel payments of those bonds in
gold, can they not{ S .
Secret:lx(xl'y LLoN. No. We would pay them in their own currencies,
not in gold. S o , ‘
Senator Curris. But it amounts to the same thing; does it not?
Secretary Dmron. No. It is quite a different thing;‘because éur-
rency guarantee is just & guarantee that you pay in their 6wn currency,
wherea§ a gold guarantee, will guarantee'the value of their investment
in gdld,jw}pcli istotthé samiéthing. . = - _ o
Senator Corris, If our currency becomes cheaper and their cur-
rency holds steady, it will take more dollars to pay those bonds than
if they wero made payable in dollars, would it not?
Secretary DiLron. That is correct.
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Senator Curtis. And isn’t that the reason the Europeans insisted
upon having bonds issued in their own countries? )

Secretary DiLron. Noj I don’t think so at all. Tt is totally different
reasoning.

I don’t think they foresee any such eventuality, for a number of
reasons. In the first place, I don’t think any of them have any idea,
nor do we, that the U.S. dollar will be devalued. And, secondly, I
think they believe that if the U.S. dollar devalued, they would devalue
with it, for commercial competitive reasons. They have never thought
there was a différence in valuation there. , , _

Their reason for liking this is somewhat different, It isthat all of
them have traditions extending over a long period of time, financial
traditions of keeping a certain part of their assets in their own cur-
rencies, a certain part of their asséts in gold, and a certain part of
their assets in foreign currency. They had gotten to the point where
they had sufficient foreign currencies, and they preferred this sort
of an arrangement where they had an obligation denominated in their
own currencies to buying gold. Also, from our point of view this was
a better thing for the international payments system. ~ Theése are the
reagons why it was done, . i '

Senator Curtis. What were your references to gold, I didn’t quite
recall that. e T

Secretary DiLron. In what connection, I don’t recall it'?

. Senator Corris. Just a moment ago I thought you said something
about payments in gold. ‘

Secretary Drtrox. No. I said the foreign countries over a long
period of time, have developed traditions of keeping their assets in
central banks. It usually is made up of one part in‘gold, one part in
foreign currencies and another large part in their own currencies. As
they gained assets, they began to gain more foreign currencies mostly
or largely in dollars than they would ordinarily keep under their reg-
ular traditional standards, so they felt it was preferable and we felt
it was preferable that they add to their assets in théir own currencies,
rather than buying gold. 'Therefore they felt as a cooperative thing,
that it was helpful to the international payments system, helpful to
their own situation, to make that sort of arrangement. In fact, in one
case, one of the countries felt that it wished to dispose of some gold
and the proceeds from one of thesé bonds were used to buy gold.

Senator Curris. Who holds the bonds that are payable in foreign
currencies—government, individuals, corporations, or what?

Secretary Dirron. Usually they are central banks of the foreign
countries,

Senator Curris. Central banks?

Secretary Diuron. Yes.

Senator Curris. But how much do the Swiss hold ¢ :

Secretary DiLron. I have that figure right here. The Swiss have
$174 million of these; that is, roughly equivalent, because they are
issued in Swiss francs, but it comes out roughly $174 million,

Senator Curris. Now, are these bonds like some other investments
{{hat ax::a purchased by the Swiss, the identity of the owner is not

nown '
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Secretary DiLroN. No; no. These are not publicly distributed.
These are owned by the Swiss National Bank, which is the Swiss
central bank, for their own account or that of the Swiss Government,
and they just hold it. '

Senator Curtis. Did we ever have any amount coming near to this
amount of bonds outstanding qpayable in foreign currency, anything
nearly asmuch as wehave now#¢ . )

Secretary Dicron. I think this larger. -We had some operations in
foreign currencies in the 1930’s, and earlier, in the 1920’s; but I don’t
think they were cooperative and a part of a program such as this. I
don’t think this has ever been the case before, It is a new develop-
ment and a very useful development in the internationa] payments
mechanism, )

Senator Curtis. Actually that meansthe outflow of gold ¢

Secretary DiroN. Outflow? .

Sen;xt‘o'r Courrtis. Who urged that this be done, foreign purchasers
orus

Secretary Diuron. This was worked out jointly between financial
officials here and abroad. In many cases the foriegn governments
were not involved as governments, but much was done through cen-
tral bank channels, and it was done jointly. Who first thought of it,
1 don’t know. . o ' _

The central banks of Europe and the United States meet in Switzer-
land every month and discuss matters of mutual interest at the head-
quarters of the Bank of International Settlements. I think it all
flowed out of what happened at the time in 1961 when sterling was
under attack, and there were some cases where there were loans made
to the British, and f)eople began to think of international ‘payment
methods and several things came out of it. One was this type of
security issue, the other was the strengthening of the International
Monetary Fund which we enacted last year for extra borrowing,

Senator Curtis. Was oiur Government a part of those discussions
or negotiations with the central banks?

Secretary DitLon. OQur Government was a party in a sense, since
the Federal Reserve Bank of New York participated. The Federal
Reserve is our central bank and the Federal Reserve Bank of New
York was acting in its capacity as the fiscal agent for the U.S.
Government. ‘ ' ' o .

Senator Curts. Well, the fact remains if the Swiss currency holds
steady and the American currency should decline or show signs of
weakness, the Swiss are better off to have bonds payable in Swiss
currency are they not

Secretary DiLroN. Or vice versa. .

Senator Curtis, But we are not paying—their bonds are not pay-
ablein dollarg are they? B N

Secretary DiLLoN. No. I mean if the Swiss ciirrency should’ be
weak, we are better off having bonds payable in Swiss currency.

Senator Curtis. Isthat likely to ha'Ppen? o

Secretary Drron. It might'not, it’s just as likely as anything else.
I have not predicted it, but the Swiss have run very substantial defi-
cits on their current account for many years and their currency re-
mains strong because of the inflow of capital for special reasons. . If
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anything should disturb tliat inflow, basically on exports and im-
ports, the Swiss are not particularly in a strong position.

" Senator Curts. Now, if this roughly $630 million in bonds sold
payable in foreign currency had not been made payable in forei
currencies, what would have been the effect upon the gold outflow in
this éountry{

Secretary DirLoN. It’s hard to tell, but certainly it would have been
larger, whether that whole amount would have been lost in gold or

.not, I don’t know, but a substantial part of it would probably have
had to be takenin gold. .

" Senator Curris. What is a substantial partofit? .

y Séeretary DiLron. A substantial part of $630 million? I don’t
now. L o
Senator Curris. A half of it, 95 percent of it ¢ v

~ Secretary Dinron. No. I would not say 95 percent, I would cer-

* tainly say anything above half isa substantial part. -

.. Senator Curris.. What are the expected revenues of trust funds in
fiscal 10647

‘The CuarMAN. Are you through?
‘. Sénator Curtis. No, 1 am waiting for his answer..

There was a brief ;’)lguse.)
jecretary DirroN. The total estimated receipts in the trust fund in
fiscal 1964

,?.f the budget document, the total estimated expenditures, $28.4 bil-
ion. ' .
~_ Senator Curtis. So_you have only got something over a billion
dollars that you could delay investing, net¥
SecretargsoDmLox. Well, no. If you did nothing, you are correct,
Senator, absolutely. But what could be done is not invest the new
furids that come in'and finance expenditures by selling or redeeming
securities which you havein the trust fund. = . :
Senator Curris. By selling‘existiti%l'sgcurities on the open market?
Secretary Dmron. No. Most of the trust finds are invested in
special issues that are issued, nonmarketable, issued by.the Treasury.
" Senator Curris. Who \vouid yousell to? . ‘
Secretary DiLLoN. Just cancel them, hand them back to the Treas-
urg and we would give them a'cash credit.
enator Curtis. Where would you get the cash{
Secretary DiLon. We would have the cash,
Senator Curris, The cash ¢omes in from the receipts? )
Secretary DirLoN. Yes, whether the trust funds are invested in se-
curities or not, it doesn’t affect our cash balance. You see we have a
billion dollars in receipts for, the trust fund and then'we decide to
invest that. We invest that in the special issiie for the trust fund,
bug, the billion dollars stays in our overall cash because all that
hﬁpper\s is, when it's invested, the debt goes up, and the cash doesn’t
change. Y
~ Senator Curtis. The only thitg you can invest is surplus of income
over dutgo. _ N o :
_Secretary DiLLon. No. Tf you wanted to, I don’t say you wanted
.to, it’s a-bad practice, but‘w}iat(‘{ou could do is disinvest from the
trust fund just as much as you needed. co
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Senator Curktis. I'm not sure I follow you, Disinvest?

Secretary Dinrox. Trust funds have some $40 billion assets, most
of which are in these U.S. Government special issues. You would
reduce that all to a cash credit, and then they would have no income.

Senator Curris. Where would you get the cash?

Secrotary DiLr.oN. We have the cash.

Senator Curris. Where? :

Secretary DrLron. We wouldn’t get it from any place, you just
simply have it. All you do is cancel bonds that the trust fund has,
and a trust fund instead would have the right to draw cash from the
U.S. Treasury. . )

Senator Curtis. But if they drew in cash on the U.S. Treasury and
issued checks for it, people would bring in the checks and they would
want dollars, - ,

Secretary DiLron, That is right, to the extent of the $29 billion
that comes in, $28 billion goes out, but the $47 billion that is invested
could be uninvested and they would then have no investment.

Senator Curtis. Do you have any authority to do that?

Secretary DivLoN. ' ertainl{. - It would be contrary to the intent
of the act, and would be something that should not be done; I would
oppose doing it. Itshould never be done but that might be a thing that
Congress would force by having an inadequate debt ceiling because
then you would have the problem to deal with of whether you were
going to défault, K

Senator Curris. You mean just sort of destroy the bonds?

Secrétary Dinron. That’s right, o _

Senator Curtis. Who would have the authority to do that '

Secretary DiLLoN. The Secretary of the Treasury. - ,

Senator Curris.. As Secretary of the Treasury or as trustee{

‘Secretary D1irLoN. As trustee of the trust fund, so I say that is a
choice that would be o very bad choice. You would not'want to have
to do it or be put in'that position, on’'the oné hand otli‘avinﬁ'yéur
trustee ‘obligation to the trust fund, and ‘on thé¢ other hand having
%onr obligation to maintain the fiscal integrity of the United States.

would say the latter has to.be the higher, but it would be a very
difficult decision. - - - - R

Senator Curris. Maybe I don’t understand this,"but I am a bit
intrigued by it. _ o , S
q g‘he bonds that are sold to-the trust fund are part of the overall

ebt, ‘ L s n

Secretary Dirox. Right. . - ‘

Senator Curris.” And subject to the ceiling.

Secretary DiLron.. That is right.. . '

Senator Curiis. Now, without an act of Congress you ¢gild eancel
‘those bonds dnd just keep track of how much’they had coming in,
say, in a memorandum? § L
. Secretary, DirLon. I am supposed to increase thé trust fund éarn-
ings as well as I' cah,'and if Congress makes it _impossible to invest
trust funds, thein they would havetobe disinvested. .~ /"~

In the alternative, ‘ma%bﬁ,you would not %0' that, the altérnative
might be to stop ‘paying bills and default on bills, that would be the
alternative if you didn't have the money under the debt limit, Some-
thing has to give.
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Senntor Curris. It is your contention that your authority to invest
would carry with it the authority to cancel the bonds?

Secretary DirroN, SoIam informed by my legal counsel.

Senator Curris. What interest rate do they draw?

Secretary Dinronx. When they are invested, they are invested to
yield n certnin interest rate that is prescribed by law. If they are not
invested, they won’t yield any interest, so therefore whatever was lost
would, as I pointed out earlier, have to be made up by a later appro-
priation by the Cong,rress. Nobody is saving any money that way.

. Senator Curtis. But you contend, I am not suggesting that it be
done——

Secretary Dinron, No,and neither am I, ‘

Senator Curtis. You could reduce the outstanding debt, bonded
debt by $40 billion canceling out those bonds, and using, just writing
a memorandum{

Secretary DinroN. That would theoretically be possible, and I am
not suggesting it be done either, and I think it would be a terrible
thing to do, but it could be done.

Senator Curris. I think it would be a very great emotional shock.
- Secretary DiLLoN. Sodol.

Senator Curtis, When the Government has its own trust fund, it
is kind of shadowboxing anyway, because when people retire or they
draw other funds from a trust fund, they want dollars and when
they want dollars there are about three ways to get themj tax people,
sell more bonds, or print some money. So, as far as the )enef}cim'ies
of socinl security are concerned, they are either helged or injured by
whether or not there is 1 warehouse of Government bonds or 10 ware-
houses of Government bonds, when they get their benefit, they have to
have them. .

I agree with you that it would be an emotional shock. You couldn’t

‘ exrlam it to me in a casual way because the people have been led to
believe they have some money in a trust fund, which has been my
contention all along that they never have to have any, because no one
“can be trustee for themselves, especially n sovereign government which
can tax and levy and issue mone%.

Now, when we talk about the debt ceiling, it is a ceiling on how many
bonds there are.

Secretary Dirron. That is right.

Senator CurTis. It has nothing to do with that?

Secretary DirLoN. No, we can still have debts that we owe, and tell
you how many bonds there are,

Senator Curris. It is how much you retain against the debt.

Secretary DiLLoN, Yes. V

Senator Curtrs. With an individual it would be likened to a char,
;lccount or a credit card, expenditures of all kinds determine how muc
e _owes.

Secretary DinroN. That is right.

Senator Curtis. To put a limit on how much he could borrow at
the bank to pay thoso bills, that does not per se stop his spending or
hold down 1t];\e debt,

Secretary DinroN, That is quite correct, absolutely correct.

Senator Curtis. That is all, Mr., Chairman.

The Ciratraan. Senator Hartke.
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Senator Hartke, I should like to continite the commehts of the
Senator, Mr. Chairman, and to put in the record a table prepared by
the Oflico of the Secretary of the Treasury, Oflice of De t nalysis
and entitled “Public Debt Related to Gross Nationil Product mui
Other Measures of Economic Growth.”

(The information referred to follows )

Public debl related lo gross national prodict and other meaaurés of economlo )

growth - :
Grosspub. Rat{o of
e detnt Qross P’ersonal Ratio of dedt to Per Rcal [)er
End of fiseal year | and guar- | national Income? debt to peronal eapita .
) anteed oh- producl ' GNP Income + dobl de te
ligations . .
Ihiltions Billions Billions
of dollara | of dollara | of doflars Percent Percent 1 Dollars Dollars
18.9 104. 4 86.4 16.2 19.6 139 232
2.5 56.0 43.8 40.2 46.1 19 393
45.9 0.8 72.0 50.6 63.8 381 729
55.3 124.0 97.2 43.9 86.9 415 811
259.1 g0l 175.0 1139 1L 1 l.% % 033
269.9 211.7 180.8 127.5 149.3 s, 2,849
284 232.8 188.2 111.0 137.3 L™ , 320
252.4 200.8 213.1 06.8 118. 4 1,721 2,037
252.8 257.6 200. 4 3.1 122.5 1,608 2,046
257. 4 233.8 224.6 90.7 | 114.6 1,007, 2,034
255.3 330.1 254.8 77.3 99.4 1,083 1,831
252.2 344.2 271.0 5.3 [\ Y] 1,651 1,781
208. ¢ 3530 20.2 72.3 9.7 1,668 1,788
271.3 360.4 28,3 3.5 0.1 1,671 1,781
244 3332 3t 639 8.2 1,660 1,778
272.8 4180 332.6 65.3 82.0 1.6n2 1,708
270.6 . 445,2 gzi.& 60.8 6.3 1,881 - 1,609 -
276.4 442.1 1.2 2.8 6.8 1,887 1,573
P21 %3 485.2 3322 SR.7 3.6 ©. 1,607 1, 881
236. 5 504.2 402. 4 56.8 n2i. 1.686 1,538
239.2 8107 418.2 85.9 69.2 |- 1,874 1,811
§ 26 853.6 | 411.3 3.9 67.7 1.601 1,819
1308.7 1582.0 $460.5 52.5 ! 66. 4 1,614 1,514

1 Apgroﬂma\e ‘annual rate ag of the end of the fscal y
: gunllc «‘{S)t divided by consumet price index (195'49- 100) and then dh—lded by total population,
stirng

Source: Office of the sacmtau of the Treasury. OfMice of Debt Anatyds

Senator Hanrke: Mr, Secretary, in relation ‘to this chart, is it not
true that the public debt today as related to nll'of the items of eco-’
11132&1; growth is mally less than it was, milch less thnn 1!: was, say, in

Secrétar’ Dirron, Very much less.’

Senator ‘IarTke. And has constantly and roally beeh gding down*
over the years? K

Secretary Dinron. Corvect, E

Senator' HHArTkE. In relation to the gross natiomﬂ prodlict lt, has
gone down? . ‘

Secretary DitroN. Yes. - -

Sefuitor Flanrrs! Th relation to personal incomeit has gona down?

Secretary DrrroN. -Yes,

Senntor HartxE. In relation t6 the per caplta deht, 1t is down$”

Secretary Diron. That is right. ~

Senator Harrre. All are down? . oo

Secrotary DrrtonN. Yes.

Senator HARTKE. As far as being a burden ‘on the pebple, the'"debt -
itself is really not the burden that it was 10 years ago, or say in 19461

i
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Secretar'; Diuron. Thatiscorrect I think,yes.
Senator . As a matter of fact the debt limit was set at $300
billion in 1946, isn’t that truef R :

.Secretary Diron. That isright. L S

Senator Hartre. And the permanent lével now is $285 billion,
but the total is & little bit more than that$ ‘

Secretary DiLron. $305 billion. . o

Senator Harrer. So what we are saying, in substance, is we like to -
hold ths line on spending and we like to hold the line on public debt,
but it is just not really accurate to think in terms of 1963 and 1964 as
we would in 1954 or 1946 ¢

Secretary DmuroN. That is right. ‘

Senator %{AR‘I‘KL‘ The fact of the matter is, the amount you as an
individual and I as an individual and every other individual today
owes, if you divide all the debt by the number of people, is $308 less
than it wasin 1946¢ S

Secretary DiLron. T have made that computation. '

Senator HarTkE. I'm taking it from the chart as $1,909 for each
person in’' 19486, and it is $1,601 for 1963. This doesn’t count any pen-
nies, maybe there are some pennies, too, and even if we go back 10
years to 1958, it was $1,668 in 1953 and is $1,601 now, which means
that it is $67 less now. These people who are crying about us going
bankrupt; if you owe, as each person owes, less, it doesn’t appear to
me that .we are hea(iing‘ for any great financial crisis and to talk
about this'in terms of people overseas becoming afraid of what is
going to hag'gen herei they can read these pictures as well as we can.

Secretary DirroN. I'm sure they can. ,

Senator Hartke. They have no fear about us going into bankruptey.

Secretary DiroN. I don’t think they do, as far as Federal debt
is concerned.

Senator HarTke. I wish we would be a little more realistic in our
approach ard not have to come back here in 8 or 4 months.

hank you, Mr. Secretary. L : o .

Senator Lona. Mr. Secretary, I want to say to you that it is a
pleasure for you to bring your wife here today, is I think she is get-
ting more votes than you are getting yourself while testifying. .

May I say as a Member of the Senate I have voted to ae(}gus_t this
debt limit about eight different times and it has been pushed up and
pushed down and had temporary adjustments and everything of that
sort,. ‘I-don’t kmow why we keep giving the Secretary of the Treas-
ury a beating for it. - .

¢ Secretary of Defense says—“I'm going to save this country
even'if it d;lngm t want it,”? and he comes in'with a bill we'll say of
about $55 billion for national defense. - :

Jim Webb says he’s going to get ahead of the Russians, come hell
or high water. Somebody wants more atomic submarines and some-
one this and someone else that, we vote the money and direct that it be
spent whether it is wanted or not, but then when we next, get the poor

retary of the Treasury back here, we'll ask him-—or tell him—*“You
find some way to handle this which we have gppropriated; this $100
million ; however, we are going to give you onlysg 0 mi)lion.” Now,
how are you going to do that ?
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Did you ever see somebody run a business that wag_? .

Secretary DiLLoN. No, I have not. I am in a difficult position,

The CAlRMAN. Are there any further questions?

Senator Hartrp. This is a different matter,

Is there an'y chance at a1l that we can get the interest rate for the
people down

ecretary DiLLoN. Well, we are very happy to note that in the most

important area, which is mortgage interest rates, they have declined
steadily month’by month and are still declining. "Since J anuar{ 1961
the latest figures of FHA mortgages average more than a full half
percent lower than it was2 years ago.

Senator HarTke. Thank you. :

The Crairman. Thank you very much, Mr, Secretary. Be certain
to bring your wife whenever you come back.

Secretary DierLoN. Thank you.

The Crarman. The committee will go into executive session,

(Thereupon, at 1 p.m., the committee went into executive session.)

)



