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NOMINATION OF W. MICHAEL BLUMENTHAL FOR
SECRETARY OF THE TREASURY

WEDNESDAY, JANUARY 12, 1977

U.S. Sexarg,
Coyyretee oN FiNaNcE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.n. in room 2221,
the Dirksen Senate Oflice Building, Hon, Russell B. Long (chairman
of the committee) presiding.

Present: Senators Long, Talmadge, Ribicoff, Harry F. Byrd, Jr.,
ge}lson, Gravel, Bentsen, Hathaway, Haskell, Hansen, Packwood, and

chmitt. :

The Ciarman. The committee will come to order,

We are holding a hearing today on the qualifications of Mr. Michacl
Blumenthal, whom President-elect Carter has announced he has in-
tended to nominate for Secretary of the Treasury.

Mr. Blumenthal comes to us with impressive credentials. First,
I will ask Mr. Blumenthal to make his opening statement, after
which I will call on Senators in the order that they arrived.

STATEMENT OF W. MICHAEL BLUMENTHAL, CHAIRMAN AND
CHIEF EXECUTIVE OFFICER, THE BENDIX CORP., SOUTHFIELD,

MICH.

Mr. BruMeNrtiran, Thank you very much, Mr. Chairman and mem-
bers of the committee, ,

I was honored when Governor Carter designated me to become his
Secretary of the Treasury and it is an equally great privilege to
appear here today before this committee in respect to my confir-
mation to that high office. I want to assure you, Mr. Chairman, and
all members of the committee, that T will do my very best, if con-
firmed in this position, to work closely with you on many matters of
importunce relating to my responsibilities which will come before us.

In preparation for my appearance here today, I have consulted
with the staff of this committee concerning the resolution of my po-
tential conflicts of interest, and with my legal connsel who have ad-
vised me that, in light of the arrangements which T have made, my
assumption to the Office of the Secretary of the Treasury will not
result in any violation of the conflicts of interest law.

As T have informed the committee staff and the President-elect’s
transition staff;¥ will before my swearing in as Secretary of the
Treasury sever all relationships with the Bendix Corp. except for

(1)
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my rights to pension benefits and entitlements under my 1973 agrce-
ment with Bendix—that is, the agreement which provides for pay-
ments following the termination of my emf)loyment with Bendix.
With respect to this 1978 agreement, I will receive no payments
whatsoever pursnant to the agreement while I am in office. My rights
for the next 4 years will be satisfied by a payment prior to Janu-
ary 20, 1977, and, if I were to continue in a Government position for
more than 4 years, future payments would be deferred until I leave
public office.

The agreement specifically provides that I will not be required to
consult at any time while I am in office nor will I be required to con-
sult at any time after leaving office where consultation would involve
a violation of the conflict of interest law.

With specific reference to my stock holdings, I propose to exercise
additional options for Bendix shares which were granted to me in
1971 and 1973—and, because of Federal securities law considerations,
will postpone that exercise until during the 5 business days after
swearing in.

In addition, I have created a blind trust with Morgan Guaranty
Trust Co. of New York as trustee, and T will transfer no later than
October 31, 1977 any stockholdings, including all shares of Bendix not
personally sold by me, to the blind trust with instructions that the

- trustee have full investment discretion and not disclose to me the

identity of the trust investments. Moreover, the trust agreement ex-
pressly requires that the trustee diversify the portfolio on or hefore
October 31, 1977 by reducing the holdings in any particular company
to not more than 25 percent of the trust assets,

Finally, I will disqualify myself from participating in any way in
any ruling, determination, proceeding or other particular matter
in which Bendix, or certain other organizations with which I have
a relationship, has a financial interest.

Mr. Chairman, I would be happy to answer any questions that you
or any other member of the committee has for me.
| ]'l_‘he Cramyan. Senator Riegle would like to be recogmized, I
welieve,

STATEMENT OF HON. DONALD W. RIEGLE, JR, A U.S. SENATOR
FROM THE STATE OF MICHIGAN

Senator Riegre. Mr. Chairman, I appreciate the opportunity to
appear with Mr. Blumenthal. T do o, not only for purposes of putting
on the record an introduction that T think is appropriate to his back-
ground Imt also beeause we. from the State of Michigan, feel espe-
cially honored and privileged that he has been selected for this post.

Speaking for myself. as T look at the composition of the President-
elect’s Cabinct. T feel the hest feelings about this particular Cabinet-—
designee. ¥is record of service in the public arena, his record of service
in the private arena. T think is one of the finest in the country and I
think that his potential for exceptional service as Secretary of the
Treasury is as high as it possibly could be.
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If I may, rather than postpone your opportunity to r%lestion him,
what I would like to do is Insert into the record a detailed biographical
sketch of Mr, Blumenthal that spells out his record of accomplishment
at the Bendix Corp., his previous service, government service, and
public service, both at the national level and at the State level and
also I want to stress what I think is a unique aspect of this particular
individual, and that is an element of exceptional business statesman-
ship, too seldom seen in the private sector. His leadership in terms of
public_issues and the forward movement of people from all back-
grounds within his company, I think stands out perhaps above any
other example in the United States.

. Not only has there been exhibited that kind of human consciousness
and social consciousness within that corporate setting, but it has not
been at the eﬁense of the financial success, the profit success of that
corporation. The Bendix Co., I think is recognized as oné of the best
man companies in the country, but it has been done in a manner
that allows the people in that organization to grow at their maximum
cagucity. - « .

think this particular aspect of leadership that he has given the
private sector is something that we can well use in the public sector.

I am delighted to welcome him today back to Washington and say
that it is my prediction when the record of this administration is
totaled up some years down the road.that his accomplishment and
record as Secretary of the Treasury, I think, will stand right at the
top of the list.

appreciate the courtesy of the committee and the chairman for
allowing me to make these remarks.

[The biographical data of Mr. Blumenthal follows:]

W. MicHAEL BLUMENTHAL
BIOGRAPHICAL SKETCH .

Werner Michael Blumenthal: Chairman of the Board and Chief Executive
Officer of The Bendix Corporation, Southfleld, Michigan; residence, Ann Arbor,
Michigan; born, Oranienburg, Germany, January 3, 1926; graduated from Uni-
versity of California, Berkeley, California, 1951; Princeton Univeulty, ‘Prince-
ton, New Jersey, 1856; holds B.S., M.P.A. in Public Affairs, M.A. in Economics,
Ph.D. in Economics; married Eileen Polley; children, Ann Margaret, born
March 31, 1953 ; Gillian, born, October 28, 1955; Jane Eileen, born November 21,

1957,
1976-present, Chairman and Chief Executive Officer, The Bendix Corporation,

Southfield, Michigan.
1972-1976, Chairman, President and Chief Executive Officer, The Bendix Cor-

poration, Southfield, Michigan. y )
1971-1972, President and Chlef Operating Officer, The Bendix Corporation,

Southfleld, Michigan.
1970-1971, Vice Chairman, The Bendix Corporation, Southfield, Michigan,
1987-1970, President, Bendix International, New York, New York.

1963-1967, U.S. Ambassador, President’s Deputy Special Representative for

“Trade Negotiations, and Chairman, U.8. Delegation to Kennedy Round Trade

Negotiations—Geneva, Switzerland.
1961-1963, Deputy Assistant Secretary of State for Economic Affairs, Depart-

ment of State, Washington, D.C. .
1057-1961, Vice President and Director, Crown Cork International Curporz!-

tion, Jersey City, New Jersey.
1954-1957, Research Associate, Industrial Relations Seectton, Feonomfies: De-

partment, Princeton University. .
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1953-1954, Fellow, Social Science Research Council.

Elected to Phi Beta Kappa, 1951; recipient of Management Man of the Year

Award—1974; United Negro College Fund, Annual Medallion Founders Award.
.. Published writings: Co-Determination in the German Steel Industry; Dis-
ability Retirement in Industrial Pension Plans; A World of Preferences.
- Officer, 'director or trustee of numerous business and non-profit organizations
and educational institutions, including The Equitable Life Assurance Society
of the United States, Princeton University, the Council on Foreign Relations,
and The National Committee on U.S.-China Relations, Inc.

The Camaan. Thank you very much.

. I am going to suggest to all members of the committee that we limit

ourselves to 5 minutes for the first round of questions and thereafter
I would suggest that we limit ourselves to 10 minutes. If anybody
wants to pass, he can have 15 minutes on the second round, if he wants
to take that much time. Those who want to ask only one or two ques-
tions can be accommodated the first time we go around.

Going in order that the Senators arrived, I call on Senator Pack-
wood first. .

Senator Packwoon. Mr. Blumenthal, T would say that you started
with a good step with this committee as choosing Mr. Woodworth who
has done much in the past in the interrelationship of the executive
branch and this committee. I do apologize. I am going to leave as soon
as I finish my questions. I am going to the Rules Committee, where we
are trying to work out a method so we will not have these conflicts.

You were president of Bendix International I understood from
1967 to 1971. Is that the international sales arm of Bendix ?

Mr. BruMeNTHAL. Right.

Senator Packwoopn. You are very experienced in multinational cor-
poration’s investments overseas.

In your experience, in most multinational corporations, is the prin-
cipal reason that they invest overseas to get inside a market, or to be
close to a market overseas?

Mr. BLoaMeNTHAL T would certainly say that mavket considerations
ifn all business matters are by far the single most important motivating

actor. -

Senator Packwoop. Of course, you are familiar with the argument
that comes up annually about foreign tax credits and deferral tax in-
come to the United States?

Mr. BroMenTiaL I am.

Senator Packwoon. Do you recall either of those taxing devices as
an inducement, an unjustifiable incentive that causes corporations to
go overseas? :

Mr. BuoaenTtHAL. I do not believe, Senator, that these two matters,
in and of themselves. would cause a corporation to do one thing or an-
other. I think that they must be scen as a part of the totality of con-
siderations, including. most importantly, and primarily, market con-
siderations. Certainly it is very difficult to generalize.

In particular industries, particular conntries, situations may differ.

I would say in overall terms, tax considerations are really only one
aspect of the totality and not the most important aspect in determin-
ing where a company invests its resources.

Senator Packwoop. Based on your experience and knowledge, do
you see any need to make anv change in either the present foreign tax
credit law or the deferral of taxation of foreign source income.law.
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Mr. BuuMeNTHAL. I have for some time taken the position that I
would be happiest if the tax laws work in such a way that there is
really true neutrality between investments in this country and invest-
ments abroad. I would hope in a review of our entire tax code that we
could test to see whether or not these particular provisions to which
you refer and others that would have an influence do, in fact, provide
such neutral treatment or do provide an incentive for either one or the
other area of investment. .

Unless I were to conclude that they provide an incentive to invest
abroad, I would have some question about their elimination. If I did
find that they do, I would think a good case could probably be made
for their revision.

Senator Packwoop. You mentioned totality in terms of investment,
The investment tax credit, of course, does not apply to overseas in-
vestments. That is, therefore, a positive inducement to invest in this
country. :

Mr. Buomentiar, Correct. .

Senator Packwoon. This is a positive inducement to invest in this
country?

Mr. BuuMeNnTHAL. Correct.

Senator Packwoon. If you were looking at totality and those are
tax devices that induce you to invest in this country in terms of total-
ity you may have to have some favorable benefits to incur to reach
neutrality. T - s o

Mr. BuomentHAL. All of these factors, both those intended to be
particularly beneficial to investing here as against abroad would have
to be taken into consideration in such a review. ‘

Senator Packwoop. Thank you very much. S L

T have no further questions, Mr. Chairman. Thank you for letting
me ask them now.

The Cramman. Senator Griffin has entered on the scene. He would
like to say a word on behalf of Mr. Blumenthal.

STATEMENT OF HON. ROBERT P. GRIFFIN, AUS SENATOﬁ FROM~
THE STATE OF MICHIGAN '

Senator GrirFiN. Mr. Chairman, I just wanted you to know that the
pride of Michigan in the nominee who is before you is bipartisan. We
are very happy and pleased that Mike Blumenthal has been nomi-
nated by the President-elect to be the new Secretary of the Treasury,
and I can tell you from a good deal of experience that he will be an

excellent one, . :
Woe are very happy. I will not bore you or fill up the record with

more recitations about his accomplishments. He is a very remarkable
person, with a very distinguished record both in government service

and in the business world. :
I commend him to the committee, and along with my colleagues,

Senator Riegle, urge that the Senate confirm his nomination.

The CrammaN. Thank {ou very much. .
_ Next on the earlg' bird list is Senator Byrd of Virginia.
Senator Byro. Thank you, Mr. Chairman.
T welcome Mr. Blumenthal. Mr. Blumenthal, what do you regard as

the most important problem facing the Nation today ?

81-822—76——2



£1

- 8

Mr, BrusmeNtan, The most important problem facing the Nation
today on the economic front, Senator, is to provide for growth with-
out inflation adequate to put the people to work who are able to work
and looking for work and unable to find it; to do so, however, without
inflation and in a manner which leads to that growth in the economy
that can bring us at the earliest possible date a balanced budget.

Senator Byrp, Well, some—perhaps I should say at least one—feels
that the most important problem is the need for the Government to put
its own financial house in order. What order of priority would you
list that? -

Mr. Brumentian, I think that we cannot have prosperity and
f'rowth and stability if the Government’s financial house is not in order.

really think, Senator, that these matters are really closely inter-
related. One cannot be done without the other.

I think and hope that the economic programs that are developed are
of a nature that all these matters need to be attacked jointly.

Clearly, Governor Carter has stated that it is his goal to achieve a
balanced budget within a period of time. Clearly that is not possible
this year, or next. He has assigned a very high priority to that task.
I fully concur with that as a very important goal.

I think the other goals of keeping inflation declining over the years
and providing empﬁ)yment for people have to be loeked to together
ag a part of this three- or four-pronged attack on our economic
problem. '

Senator Byrp. Do you regard the proposed economic program
which the Carter administration has indicated that it will send to the
Congress to Le a deflationary one? You do not contend that; do you?

Mr. BrusmeNnTiaL. I regard that program as a necessary step and a
vital step in the direction of achieving, at the carliest possible date,
the goals to which I have referred. -

The reason that we have a very large budget deficit as this adminis-
tration takes office is because, in large measure, the economy is operat-
ing at too low a level of capacity; that kind of shertfall is in large
measure responsible for the big deficit. ., = . . . . -

As we achieve, hopefullytﬁrough' the program that is being recom-
mended to the Congress, a’ faster growsh crate, and receive the fiseal
results of that, then I would expect that certainly the intention would
be to bring us a balanced budget and stability within a period of time.

Senator Byro. How niuch will the proposed economic package
increase the projected deficit for 1977 and-for 1978¢ ~

Mr. BuoMenTHAL The precise program has, of ¢ourse, not heen
fully defined, Senator. The estimates of the program as they presently
stand and as have been discussed by Governor Carter with con-
gressional leaders last week. provides for expenditures in fiseal 1977
of somewhere in the area if $12 billion to £16 billion, in actual amount
probably around $15 billion, and for expenditures in the following
year. fiscal 1978, at a level somewhat below that.

What we do_not yet know and have not been able to calculate with
precision, i8 Kow much of a return in terms of increased taxes and
benefits from an economy that operates at a higher level of activity will
Le flowing back, so that the net addition to the deficit in 1977, and
certainly in 1978, would be kignificantly smaller than the growth
numbers. For 1977, there will r}ot be time for enongh of that net factor
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to7play a role, but it should play an important and significant role in
978.

Senator Byrp, My time has expired; I would like to explore this
more fully at a later time.

Mr. BuusmenTtHAL, Yes, sir.

Senator Byrp. Thank you, Mr. Chairman.

The CrzarMaN. 1 am going to pass, at this time, and turn to Senator
Hathaway.

Senator Haraaway. Thank you, Mr. Chairman.

It is a pleasure to sce you again. Let meNask you two or three
questions,

The Treasury Department, as you know, is responsible for insuring
the compliance of financial institutions which hold Federal contracts
with the Executive order prohibiting discrimination. GAO and the
Senate Banking Committee have found that Treasury, in the past, has
not done a very good job in this regard.

With your fine record at Bendix, I would expect that you would
make a commitment to improve that record. Is that true?

Mr. BLusenTAL. Senator, my views on the necessity for all citi-
zens to have equal rights and the importance of the elimination of
discrimination, I think is clear. I feel very strongly about that. I am
not familiar, frankly, with the precise rules and regulations that the
Treasury has to administer. I will look at those very closely.

I will assure you I will do all that I can to make sure that they are
properly, fairly, and clearly administered. : .

Senator ITatHAawAy. Thank you. 4 '

At the beginning of this week, the Office of Revenue Sharing pub-
lished in the Federal Register some interim final regulations under the
recently enacted Revenue Sharing Act. We have received some com-
plaints from public interest groups, as well as State and local govern-
ment representatives, with regard to these interim regulations.

For example, I think there is some provision for waiver of the public
hearing requirement, which the public is very much interested in.

On the other hand, there are some very stringent audit requrements
which State and local governments have some interest in. :

I wonder if you intend to go over these regulations and do you
contemplate any additional consideration of these regulations before
thev come out in final form ¢ ‘ :

Mr. Brusmentiar. I will make it my business, Senator, to look at
these regulations, go over them, and review them, to see whether I find
them adequate or whether I would recommend any changes in them.

As to the question of public hearing, I believe with Governor Carter
that the most open possible government, the most participation possible
by the public in all of these matters is in the public interest. I would
always stress that., - . "

Senator Hataway. T am glad to hear that. That is one of the most
important parts of the revenue-sharing bill that was passed. We elim-
inated the laundry list of requirements {or spending and substituted
in lien thereof public hearing mechanisms wheroe the public itself could
come in and testify as to what it wanted.

The last question that I want to ask you concerns trade policy. As
you probably know, the International Trade Commission has recentlv
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determined injury in the shoe industry resulting from imports and has
recommended tariff quotas to take care of the problem.

This, of course, will come before the President to make a decision
of whether to go along with that recommendation or not. Undoubtedly
ho will be calling upon you for your recommendation.

Could you say at this time whether you would recommend going
along with the majority decision—four out of-the six Commissioners
recommended tariff quotas.

Mr. BuoseNTiaL. I am really not in a position, Senator, to give &
firm view today of what my recommendation wonld be. I would cer-
tainly note the fact that four ont of six Commissioners have found in
a certain direction. T would want to look closely at all the facts, the
employment effect, the impact on the domestic economy, and on onr
international relations and international cconomic situation as T make
my recommendation,

I am keenly aware of the fact, through 4 years of trade negotiations
during my previous period of Government service, that the impact on
cemployment on particular industries in the domestic economy is a
vital factor in making these decisions. I would want to study them
very carefully.

: Senator Hatmaway. My time has expired. T will ask more questions
ater.

The CraryaN. Senator Ribicoff ? ;

Senator Risicorr. Mr. Blumenthal, it is hardly necessary to say
that your nomination arrives at a time of serious economie difficulty.
The economies of the United States and other industrialized nations
aroe slowly recovering from the first concurrent world recession since
1957 and the most severe economic recession since the 1930’s. Here in
the United States unemployment continues at 8.1 percent—an intoler-
able level. Economic recession of this severity—combined with the
threat of continning inflation—is seriously straining the world’s sys-
tems of trade and finance. :

There is littla that can be achieved if our economy continues to stag-
nate. On the other hand. there is much that can be accomplished for
ourselves and our friends if the ecconomy of the United States is strong
and healthy. Accordingly. your task as Secretary of the Treasury will
be ﬂto devise a policy to accelerate the recovery of our economy, without
inflation.

The international economie problems facing us are equally serious
and potentially disruptive, We live in a world of scarce resources and
growing economic interdependence. Tt is appropriate that you are
trained as an international economist. As the structure of the world
economy changes rapidly we as a nation must learn to live with the
problems forced upon ns by international economic realities.

You. as Secretary of the Treasury will have to devise policies to help
us survive and prosper under inereasingly difficult circumstances.
There has been a fundamental shift away from the traditional issues
of forcign affairs toward ecconomic issues and the strategies of eco-

olitics. We have to have a coherent global economic strategy to deal
with all the challenges facing us—including the potentially devas-
tating effects of a powerful oil cartel. But most importantly. the
United States must provide leadership. As our economy recovers and
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our international economic structures adjust to the new realities,
America must be in the forefront of interdependent cooperation,

So, Mr. Blumenthal, T welcome you here this morning and I wel-
come your return to Government. We need a man of your intellect
and ability at Treasury if we are to provide the political and economic
leadership this country and the worﬁl so urgently require.

Now, Mr. Blumenthal, an amendment to the Tax Reform Act of
1976 denies tax benefits to any person who participates in, or cooperates
with the Arab boycott or any other unauthorized international boycott.

President-elect Carter took a strong stand on this importance of this
issne. speaking out on it time and time again during this last campaign.

With regard to the enforcement of antiboycott legislation, he said
on October 18, “I believe that there must be effective implementation
of antiboycott laws by the executive branch. T would make sure that
the Government applies these laws vigorously.”

Now, the Treasury Department has issued proposed guidelines on
this law that to me and to other thoughtful people are totally unac-
ceptable. Tn mv opinion. the propaosed euidelines do not seck to imple-
ment the law. They seem to obstruct and frustrate the legislative intent,

Mr. Blumenthal, as Secretary of the Treasury, T am interested in
your views on these issues, particularly in whether you would order a
complete review of the Treasury guidelines?

Mr. BromexTiaL. Senator Ribicoff, may T say at the outset that T
am completely opposed to these sorts of boveotts. T agree with, and
support, and welcome. the Ribicoff amendment that became law. T
will most certainlv, immediately upon taking office if I am confirmed,
review these draft regulations to insure that they do. in fact. carry
out the intent of this law and seek to administer them in a way that is
consonant with the intent of this legislation. T do not believe in that
tvpe of boycott activity. T do not believe that Americans should sup-

yort it. ~ -

: Senator Risrcorr. Mr. Seeretary. the domestic and international eco-
nomic problems that yvou will face as Secretary of the Treasury are
verv much inter-related. The paradox of unemplovment and rising
prices threaten the economy of our Nation and the industrialized coun-
{ries as well as the world situation of trade and finance.

The recovery of the domestic economy cannot he separated from the
recovery of the world economy. The recovery of the world economy is a
function of the price and supply of energy. The supply and price of
energy and other resources are related to the North-South dialog.

You are going to be confronted, as Secretary of the Treasury, with
a seamless web of economic problems. I wonder if you could relate to
us how von look upon vour priorities, and which of these problems
will receive your earliest attention ?

Mr. Br.omeNTHAL Senator, you are quite correct. and I agree that
these problems of the domestic economy, energy policy, world energy
problems. the impact of these on the world economy and the North-
South dialog are closely inter-related questions. It is difficult to assign
priority to any one of these matters.

I would say the first thing we must do is to take the necessary steps
to put our own domestic economic housei n order. We need a growing,
healthy, vibrant U.S. economy, and that is a prerequisite for virtually
everything else that we mnust do. *
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As a part of that. I would strongly feel that the development of a
national energy policy should require high priority and I understand
that that is something the President-elect intends to press strongly.

At the same time, with our current energy policy and our domestic
economic policy taking shape, based upon the 'prosmsals that Governor
Carter has made, we are now in a position simultaneously to talk to
our friends and trading partners, in Europe, Japan and elsewhere and
resume the North-South dialog on a basis whicﬁ will allow us to talk
sensibly and urge them to collaborate and do their part to put the
whole world economy into better shape.

Senator Risicorr. Thank you.

The Cramman. Senator Talmadge?

Senator TaLmancr. Thank you, Mr. Chairman.,

Mr. Blumentha), it seems fike old times to have you back before the
finance committee again. You are familiar, of conrse, with former
I'resident Kennedy’s seven point program of assistance to the Ameri-
can textile industry, including the short- and long-term arrangement
relating to imports of cotton textiles, are you not ¢

Mr. BLoMenTHAL. T am, indeed.

Senator Taramanar. That program has remained as the basis of tex-
tile trade policy through succeeding administrations. Now, however,
that trade policy, as you know, is subject to the terms of the multi-
fiber arrangement negotiated in GATT in 1973.

You are familiar with the multifiber arrangement, of course?

Mr. BLoMeNTHAL. Yes, sir.

Senator Taraapce. I was interested to read some time ago vour com-
ments on unemployment. As you know, textile imports and garment
imports at the present time are displacing some 250.000 persons. That
is rising right along.

“You probably know that the multifiber arrangement is scheduled to
expire at the end of this year.

Tn this regard, one of my constituents in Georgia, who is interested
in textiles, visited with President-elect Carter. President-elect Carter
wrote him a letter on his interest in textiles. I have shown you a copy
of that letter.

You fully support President-elect Carter’s comments on continuing
the textile policy, I take it?

Mr. BroaenTHAL T do. . .
Senator Tarmance. T ask unanimous consent, at this point, Mr.

(‘haix("man, that President-elect Cartcr’s letter be made a part of the
record, ..

The CuatraraN. Without objection, agreed.

[The letter to be furnished follows :] ~

JimMMyY CARTER PREBIDENTIAL CAMPAIGN,
Atlanta, Ga,, March 22, 1976,

Mr, MoRRIS BRYANT,
President, The Jefferson AMills,
Jeflerson, Ga. _

Dear Morris: Thoroughly enjoyed our meeting last week with Mr. McKissick
and Mr. Mclendon.

As you are well aware, I realize the United States has the world’s largest
textile industry employing about one million people. Some two thirds of the jobs
in textile manufacturing are in small non-metropolitan arcas. But combined
with apparel production which provides another 114 million jobs it also is
extremely important to the large urban centers. And its minority employment
fs highly significant—169, as compared to 119 in manufacturing generally.
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Equally significant is the fact that jobs are provided in every state in the
union either directly or by suppliers in agriculture, fiber production, cheugfcals,

muchinery, paper and many others. ,

Because it provides vast employment opportunities and because of its total
economic impact special policies regarding international trade and textiles have
evolved. These were initiated by former Secretary of State, Cordell Hull under
the administration of Franklin Rgosevelt in 1935. Today they are embodied, in
a large part, in an international drrangement’ negotiatcd in 1978 under the
auspices of the GENERAL AGREEMENT on TARIFF and TRADE—an arrange-
ment which provides for orderly trade in textiles and apparel. This and previous
international agreements have proved themselves beneficial to both developing

and developed countries. :
As President, my administration will continue and where necessary improve

upon this policy which has been and is designed to preserve American jobs.
Once again thanks for your active support of my campaign. I hope that I
will never disappoint you. . : .

Sincerely, . '
L JiMMyY CARTER,

Senator Tararapere. Do you realize in this critical time it is vitally
and absolutely necessary for us to expand and continue our exports
in every way we can. To that end, vou will utilize the Export-Import
Bank to the fullest degree, I take it ¢ ‘ ‘

Mr. BroMenTHAL. T will.

Senator Taryance. As between agricultural products and industrial
products, there will be no discrimination?  __ ' ,

Mr. BroMexTHAL. I will certainly see to that to the largest exten
possible. in accord with all of the existing laws and regulations. I
think that we ought to use our advantage wherever we can, and agri-
cultural imports arc one of the strongest factors in the import-export
picture.

Senator Tarmapce. Thank you very much. I have no further
questions. ) ,

The Cirairyan, We' will call on Senator Hansen.

Senator Haxse~., Thank you, Mr, Chairman,

Secretarv Blumenthal, a little less than 2 years ago you were

testifving before the Senate Interior Committee on an energy policy.

I read carefully what vou then said. S

Without burdening the record, if you can, recall the thrust of that
testimony at that time. I would ask if you still hold to those views that
vou expressed then ¢ , !

Mr. BromenTtian. I recall them in only general terms, Senator,
and T know of no major aspects of it regarding which I have changed
my mind. ' y

Senator Haxsex. Fine.

T am certain that we are all most hopeful that there can be further
progress in the various negotiations toward peace in tle Middle
East. We should note particularly the actions taken by Sauli Arabia
in refusing to go along with some of her sister countries in OPEC
and holding the price increase to 5 percent rather than 10 percent that
some have adopted. We should note, too, that the latest figures dis-
close that we are importing 41 percent of the oil that we use daily in
the United States from abroad. T think about half of the oil that is
imported into the United States now comes from Arab countries. Do
you foresee any significant danger or threat to our continued energy
supply, indeed, to our national security,if we were to modify in any
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significant regard the boycott terms that have been spelled out by
Treasury regulation? -

I refer, of course, to the question earlier asked by my good friend
from Connecticut, Senator Ribicoff.

Mr. BLoMENTHAL. Senator, I think that the United States should
never be afraid to speak clearly in & measured way on a matter that
we feel strongly, for reasons of our history, our culture, and for
reasons of law and equity. I think that is very important.

I think that if we explain that to other nations in a friendly and
firm way that they will respect us for it.

I obviously do not favor precipitous action on any matter that
would endanger the national security of our country. I think that this
particular matter to which I responded in reply to Senator Ribicoff's
question-is one that has other complex issues attached to it that must
be taken into consideration and no doubt will be. I really do not be-
lieve that it is necessary for us to compromise on the kind of approach
that the President-elect has outlined, which is basically that the United
States cannot and will not comply with boycott requests of the kind
that are covered in the Ribicoff amendment. ) :

Senator HanseN. I do not argue with the position taken by the
President-elect, nor do I argue basically with what you have said.

I think whatever the contention of Treasury in the present adminis-
tration, that the thrust and the main thesis that was spelled out in
conference between the Ways and Means Committee and the Finance
Committee has been reduced to regulations by Treasury.

How might a significant revision of those regulations be interpreted
by our friends around the world, indeed, by many of the companies that
would be directly affected here if it were to be spelled out, or if the
imgression were to be left that they were not satisfactory ¢

ou are not saying that they are unsatisfactory?

Mr, BLuMenTHAL. I am not saying that. I am saying that the com-
mitment that I feel that I made, and I made it willingly and happily,
is to immediately review those regulations to see whether they comply
with the intent of Congress. I consider that to be my responsibility,
and Iwilldoso. ‘

Senator HanseN. Thank you, sir.

Thank you, Mr. Chairman. o

The Cramrman. Next, on behalf of the committee, I am hagpgw to
welcome our new member, Senator Schmitt from the State of New
Mexico, to our committee,

Senator Scumrrr. Thank you, Mr. Chairman and members of the
committee. It is good to be here. I am afraid it may be temporary,
but I expect to learn a great deal from you and witnesses such as Mr.
Blumenthal, and T have a soft spot in my heart for his previous asso-
ciation with Bendix, as I have used some of their equipment quite
successfully. :

T appreciate everything that your corporation did for us.

Mr. BLumenTHAL. We helped getting you there and back, Senator.

Senator ScrurrT. Yes, sir, and you used about 4 hours of my time on
the Moon that helped also. .

"I am a novice in the finance area. My questions will be fairly

general,
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I do know that the public in New Mexico, as elsewhere, ate getting
more sophisticated in the questions that they ask candidates about
finance, so I suspect that my interest will continue in Congress.

I wonder if you could just discuss in very general terms for me,
and hopefully for others, the relationship as you see it between the
money su})pl and productivity in this country and inflation, and if
that goes fairly well, add capital supply to that.

You have my 5 minutes to continue this discussion.

Mr. BuoMeNnTHAL, It is difficult to do that in 5 minutes, Senator.

I would say that I am afraid we do not know as much as we ought
to about the causes of modern inflation, although there are many
economists who will discourse eloquently on the subject. Also, it is &
subject on which many people who are not economists have stron
views, and although I once was an economist many years ago, I woul
have to say that I wish I knew and understood better the precise
relationship among the causes of inflation as they are influenced by
the money supply, as they are influenced by fiscal policy, as they are
influenced by many factors that are decisive. .

So I confess the limits of my knowledge. Second, what I do believe
to be the case is that an economy that is managed in such a way—
and I hate to use this phrase, but 1t is necessary to use it—other things
being relatively equal, when the economy is operated with a supply of
money in excess of the needs, and there is an unbalanced budget, then
you clearly set in motion inflationary pressures. These inflationary
pressures lead you into a lot of difficulties, they lead you to a lot of
unemployment and hardship, and it seems to me that one of the major
requirements of economic policy formulation and execution by the
President and the Congress has to be to avoid that happening.

The next point that I would make, is that in my judgment you can-
not look at any one factor and say that it is the sole cause of inafltion,
and I would have some question about those who point to the money
supply and money supply only as being the principal factor deter-
mining economic activity.

Clearly fiscal policy is terribly important, Clearly the budget is
terribly important. Clearly the sum of the rigidities that exist within
our society that make prices and wages not easily or quickly adjust-
able to underlying economic trends are very important.

We have had a situation where we have had inflation and high unem-
ployment. That is not supposed to happen, according to the econo-
mists. That is what I mean when I say we really do not understand it
fully and we have to do much more work and study on the subject.

So I look upon monetary policy as a very important aspect that
requires a close working relationship in my new job, for example, with
Dr. Burns, and I certainly look forward and expect to have a close
working -relationship with him. I will look upon that as one vital
element. :

But-again, it is only part of a seamles web of interrelated prob-
Jems that make up an intelligent economic policy.

Senator Scaxrrr. You are not mentioning the word I mentioned,
productivity. Would you care to discuss that from your previous

experience
r. BLomenTHAL. I stand corrected.

81-822—76—~-8
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"I certainly feel that investment research and development and pro-
ductivity, so that the resources that we have at our i§{)osal are not
only utilized full{, but efficiently, with an increasing level of efficiency,
represents the only way that we can look forward to a rising standard-
of living. There 18 no other magic. Otherwise, we just shovel what_
wo have around. The cake has to get bigger. The way the cake gets
bigger is to do things more efficiently. ‘ _ -

That is what business is all’about. That is what any corporation
worth its salt spends a lot of time and energy on. That is clearly
& very important element for the economy as a whole.

. Senator Scumrrr. Thank you, Mr. Chairman.

The CrrairMAN, Senator Gravel ¢

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

I would like to ask unanimous consent to have a statement inserted
into the record at this time. '

The Ciraraan. Without objection.

. [The statement to be furnished follows:]

STATEMENT BY SENATOR MIKE GRAVEL ON THE PROSPECTIVE NOMINATION OF
MICHAEL BLUMENTHAL A8 SECRETARY OF THE TREASURY-DESIGNATE

‘T am extremely pleased that President-Elect Carter has nominated Michael
Blumenthal to head the United States Department of the Treasury. Mr. Blu-.
menthal brings to this office impressive credentials: proven successful leader-
ship of one of America's major corporations and proven commitment and dedi-
cation to constructive efforts almed at solving America's socio-economfe prob-
lems. Jimmy Carter could not have chosen a more appropriate individual to work

with him in the new administration, .
‘I believe the Secretary-designate’s experience to date will serve him well in:
Managing day-to-day as large an organizational structure as the Treasury;
In grasping the many complexities of natfonal fiseal and monetary policies;
In working with this committee to effectuate revenue, budgetary, soclo-

economic and International economic goals. .

I have already indicated my eagerness to work with him and with Jimmy
Carter in these areas in what I foresee as a welcome, even propitious part-
nership for the Congress and Executive and to give immediate priority to
matters such as a jobs program for reducing unemployment, and tax reduc-
tions and credits, short-term and longer, for our lowest-income citizens.

Tho Congressional Quarterly of December 18 in its detailed profile of Michael
Blumenthal put it succinctly in stating that he will bring an “expertise in inter-
national economics, great success in the corporate world and enornious energy to
this new job.” - . -

Senator Graver. T would like to say T am very happy Governor
Carter has sclected Mr. Blumenthal as Secretary of the Treasury. My __
first question. As chief executive officer of a major American corpo-
ration, did you, at any time, encounter arrangaments that you wonld
classify as corporate bribery or commercial bribery, and what do you
think can be done in the international community with respect to the
conduct of businessmen involved in bribery and demands by Govern-
ment for bribery, or whatever?

Mr. BLumenTiAL This is an important question and one that T have
spent a great deal of time and thought on in my previous responsibil-
ity as chief executive officer of Bendix. It is a complicated issue, to.
which there are no simple answers. _ . .

T am proud of the fact that we have been fortunate that the policies .
that we developed for our company, for the Bendix Corp., have been
faithfully observed by all of our executives in such a way that we have
never heen embarrassed to have to report publicly, as some other com-
panies have, instances of illegal payments of bribery here or abroad.



¥

S - 15

What we did, essentially, was say to all of our people, and say it
again, and again and again, and ¢o institute internal procedures to
insure to the maximum extent possible that this was understood and
followed, that we do not believe that business that is obtained by
methods that are illegal is worth having. We do not accept the adage
of “when in Rome, do as the Romans do.” We are a large company, we
are an honest company. We would rather pass up some business than
get that business by these questionable illegal means. '

It took some time for my colleagues to realize that we were really

serious. There was a lot of discussion and a lot of questioning, but we
did manage to get that view accepted and it has not hurt, the Bendix
Corp. one bit. Our sales and earnings are higher than they have ever
been.
I believe, and I have publicly said so, that it is possible for American
corporations to adopt that as)proach. I believe that there is merit in
exploring the notion of a code to which corporations in this country
would subscribe, a professional code somewhat analogous to the medi-
cal profession, legal profession, or engineering profession.

I believe that that kind of leadership on the part of American indus-
try would be welcome and would, in many instances, not only be
admired, but followed by the industries of other developed countries.
Indeed, wo could reach some international agreements using our

approach as a model. . L .
That is not the only way of dealing with this problem, but it is one

way, and one that I have suggested. )
I believe businessimen are as honest, ethical, and as decent as other

members of the society. I believe that the requirements of a complex
world are different than they were 10, 20, or 30 yvears ago, and busi-
nesses have to adjust to it, and I would say that it is probably not a
field in which I would welcome too much legislation.

It really depends on the individual actions of people as human
beings. T would much rather see the business community voluntarily
and on its own establishing standards of éonduct and negotiating them
internationally than to try to impose legislation which is difficult to
frame and even more difficult to administer. : ‘

Senator Gravrr. Thank you. ~

The Criamryan. Senator Bentsen §

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

Mr. Blumenthal, in responding to Senator Byrd’s question on the
most. important issne facing this Nation, you talled about the joint
problems of unemployment and inflation and the difficulty of dealing
with both at the same time. Much of what you try to do for ono is
counterproductive to the other. ’ ‘

T would like to speak for just a moment abont my proposal for an
employment tax credit to encourage business to hire additional workers.
I wonld like to see a tax credit for investing in our most important
resource, and that is people.

We have a recent econometric study that was made for the Joint
Economic Committeo by professors from the University of Towa that
shows that if a 5-percent employment tax credit with a 95-percent
employment base had been put in effect in the fall of 1975 we would
have more than 2 million peog]e added to the payrolls today. :

We had a similar study at Michigan State &iversity which indi-

% cates that a marginal employment tax credit would have substantially

\~
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decreased unemployment in this country. What we are seeking is a
way of lowering business costs and passing these reductions on to the
consumer and at the same time, putting people back on the payroll.

Since we have a competitive, free enterprise system, lower produc-
tion costs from employer tax credits should passed on to the
consumer. It seems to me that an employment tax credit is one
of the least expensive ways to try to put people in permanent jobs and
not dead-end jobs.

I would like to ask if your office would make a study of this kind
of proposal. . -

fr. BLoMeNTHAL. Senator, I know that one of the highest items
on the agenda for priority consideration according to the wishes of
the President-elect 1s the whole question of tax simplification and tax
reform.I certainly intend to look at this particular proposal—I prom-
ise you I will do that. I am not familiar with the study to whic you
refer. I will have myself briefed on it, and investigate this as a pos-
sible way to achieve the goals that you have out,line(f

Senator BentseN. Thank you, Mr. Blumenthal.

Another concern for me and for, I am sure, this committee, is the
fact that the 1974 Pension Reform Act has a lot of overlapping juris-
diction between the Treasury Department and the Labor Department.

It has resulted in excessive paperwork and redtape.

Big business does not really complain much about this, They have
the lawyers and accountants to comply with endless reporting re-
quirements. However, it is often an excessive burden for small busi-
nesses. In fact, in some instances the administrative costs for a plan
exceed the contributions to the plan.

I waquld urge very strongly that you help us resolve the jurisdic-
tional disputes and cut back on the paperwork on that.

Mr. BLuMENTHAL, Senator, you touch a point that is very close
to my heart. I would only differ on one small point: That is, your
statement that big business does not complain. We complain hitterly at
the amount of paperwork and the amount of bureaucracy that is re-
Auired in these matters. If there is one thing I can do that will lead
to simplification and elimination of these jurisdictional disputes that
lead to more paperwork, then I would be delighted to do so, and I
will do my very best.

Senator BENTsEN. Thank you, Mr. Chairman.

The CARMAN. Senator Haskell?

Senator HaskerLr. Thank you, Mr. Chairman.

‘Mr. Blumenthal, T am sorry I was not here when von arrived. I
enjoyed talking to you very much today. I want to congratulate you
for showing up without being flanked by a lot of people. You obviously
donot need that kind of assistance.

I have one question. .

We hope that our new administration will take the necessary stimu-
latory measures to the economy to reduce unemployment. It un-
doubtedly will oceur to a lot of people that that raises the problem of
inflation, yet it seems that people find that standby wage and price
controls are an anathema. What are your views on the subject # Though
we hope to stimulate the economy and reduce unemployment, we

certainly want to control inflation.
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What are your views on standby wage and price controls?
Mr. BrumentHAL, One of the wors% experiences, Senator, that I
- had in my business career was to try to live with wage and price con-
trols. It 1s an absolute nightmare %r any businessman to try to live
under because it freezes an ‘existing pattern almost by definition,
unfairly and capriciously, because you have to take a certain point
in time and a certain reference period. It creates distortions in the

economy and results in inefficiencies, . i
It is, in my judgment, a very, very poor way of dealing with what

can be, sometimes,.a very serious ‘n-oblem. ) :
It is for that reason that I fully agree with those who feel that

wage and price controls are not the answer except in periods of real
national emergencies, certainly in war times, and such periods.

I do not believe wage and price controls are the answer. Since they
gre'uot the answer, I see no reason why they should exist on a standby

asis.

What most likely can and will happen, if they do exist on a standby
basis, is that businessmén, having been burned before, being slightly
suspicious, would say to themselves, “Well, here they are, maybe they
will activate them after all. And that leads, and can’lead, to precisely
the kind of inflationary raising of prices that would not otherwise

- oceur,

I would be extremely concerned with standby controls having the
opposite effect of the one you and I would want to achieve.
Senator HaskerL. Let me say that I hope that you are right, and L

am wrong.
. Thank you.

Mr. Ciairman. Senator Nelson ?

Senator NerLsoN. Mr. Blumenthal, several members of the Finance
Committee are also members of the Small Business Committee, as you
know. When the 1975 emergency tax reduction bill and the tax reform
legislation of 1976 were before us, these members brought some pro-
posals to the Finance Committee involving short-term stimulation
and long-range tax reforms as they specifically affected small business
and several of these proposals were considered by this committee,
modified slightly, and adopted: estate and gift tax reform; increase
on the surtax exemption from $25,000 to $50,000; reduction of the
corporate income tax rate from 22 to 20 percent on the first $25,000

.of earnings; an increase in eligibility for the investment tax credit
from $50,000 to $100,000 on used machinery (the biggest user of which
is the small businessman) improvements to “subchapters” of the In-
ternal Revenue Code, and an increase in permissible accumulated
earnings, . ‘ .

One of the complaints, and a legitimate one, I think, from small
business is that the Congress and the executive branch hears the voice
of the large corporation, because they have experts readily at hand,
available to testify before committees or present their case to the execu-
tive branch; and of course. the small businessmen do not. And from
my observation over 14 years, I think that is a valid complaint, whether
it involves legislation on regulation or taxes in the Congress, whether
it involves the drafting QF regulations in the executive branch, the
small business community does not feel that it gets a fair hearing, I

- think that is correct. S : B
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My question is general.

During the campaign, and afterwards, I believe, President-Elect
Carter made some statements, respecting small business. One of them
in response to questions msented%ey the National Small Business As-
sociation, Mr. Carter said, “As President, I will introduce and support
concrete programs which would have as high priorty the ez;{zansion
of the independent small business sector in the economy. Also, he
stated : To measure the success of these programs, my administration
would develop specific statistical yardstick formulas to measure the
relative growth or small business in relationship to other sectors of
the economy.” .
- The Small Business Committee has been proposing that within each
agency of the Federal Government—including the Department of the
Treasury, of course, the Department of Labor and the rest—that there
be some designated & representative of or contact point for small busi-
ness. This would make it possible when regulations are drafted, that
small business would have an input. The Small Business Administra-

-tion would also be, able to consult with the representative, in order

to have its viewpoint of the problem, and the proposed regulation and
its impact on small business, considered before the regulation is

adopted. As to tax changes, the same.
My general question is, would it be your intent, in terms of any rec-

-ommendations that you had on tax policy matters, that you would

specifically—or would you specifically consult the representatives of
the small business community. Also, 1 the drafting of regulations—
Senator Bentsen mentioned KRISA which, in the form of 16 of pages
that could have been done in 5%, small business was not consulted.
These form have been a disaster to many of them., :

Would it be your established policy to call upon the small business
community. for their suggestions on taxes, regulations, and other such
questions{ :

Mr. BLuMeNTHAL. A short answer to that, Senator, is definitely yes.
I do not necessarily believe that big is necessarily beautiful, I realize
that there are many more small businesses than large ones in this
country. In the kind of advisory groups that I plan to establish, or

“activate, or that already exist, I would certain}%' make sure that small

business is particularly rapresented. In the staffing of the Treasury at
senior levels, I also intend to pay some attention to that consideration.

Senator NersoN. This is their compelling concern, and over the
years. Everyone who appears, who is asked that general question, of
course, gives the answer “Yes,” because there is no other answer. But,
thereafter the implementation of a program, the establishing of an
cffective responsibility toward small business within the Agency never
seems to get implemented.

What I am simply asking : Would it be your specific intent to imple-
ment a specific program of establishing a relationship with small busi-

‘ness and all matters affecting them so that they would have an ade-

uate hearing on their viewpoint beforg regulations emerged, or be-

ore the proposed tax reform package? .
Mr. BLumeNTHAL. Yes, sir, I will consult with the Secretary of

- Commerce to make sure that we do not overlap, but work together, and

it is my intention to set that up within the Treasury.
If I donot carry it through, I hope you will remind me,
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‘Senator Necsox. Thank you, Mr. Chairman.
The CaArMAN. There are a number of Senators who would like to

- be here but are necessarily attending meetings somewhere else, I have
_a letter from Senator Moynihan. I would like the letter be printed in

the record. )
[The letter referred to follows:]
UNITED STATES SENATE,

Washington, D.0.,, January 12, 1977,

- Hon. RussEeLL B. Lonag,

Finance Committee,
Dirksen Senate Office Building,

" Washington, D.C.

DEAR MR. CHAIRMAN: I am one of the two freshmen who were chosen by lot
yvesterday to fill the Democratic vacancies on the Budget Committee, which I
gather Ed Muskie thought was a matter of some urgency. That being the case,
I assume I had best be on hand for the Budget hearings which begin at 10 this
morning and so will not take advantage of your generous offer to sit with the

- Finance Committee while my old friend Mike Blumenthal is heard.

Respectfully,
! DANIEL PATRICK MOYNIHAN.,

* . The Cuaryaxn. In addition to that, Senator Proxmire sent over

a letter proposing three questions which I would urge you to look at
and see if you would feel that you could respond to those at this

- point, Mr. Blumenthal.

Mr. BuomMentiaL. Yes, Mr. Chairman, - ) ,
I have before me a letter sent by Senator Proxmire to you, and the

“first of three questions which he raises relates to bank regulatory re-
- form. The question is, “Given President-elect Carter’s interest in

Government reorganization, will I give serious consideration to en-
dorsing the concept of consolidating bank regulation within a single
Federal agency #” ' ' .
The answer to that, Mr. Chairman, is that I will certainly seriously
consider it. I will have to confess that I do not, at this point, know
all of the detailed considerations involved, but I know of the interest
of Senator Proxmire and others in this matter, and we will, indeed,

consider it seriously.
The socond one relates to the New York City loan program and the

“question, Senator Proxmire’s question, is what the timetable appears

to be on this program, and whether or not I anticipate that any new
1mt1ativqs will be announced early on in the new administration, or
whether it is intended to wait and see how New York City progresses

“under its present financial plan.

Mr. Chairman, I have been in touch, as a result of the instructions
of President-elect Carter, with the authorities and the interested par-
ties in New York City to foliow through on the President-elect’s three
points which he made at Sea Island.

The first is: He does not consider bankruptcy for the city of New
York to be a viable alternative.

Secondly, that he is happy to see the progress that has been made
in closing the current bu p, and notes the commitment to close
the gap for the coming fiscal year. He made the point that that is
something that has to be done locally and that he expects will be done

locally. -
Similarly, the question of raising the funds related to the mora-

torium decision which exceeds $1 billion, that, too, has to be raised
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locally by the people involved in New York City, and that is another

matter that he expects to be done there, N
The third point: We will have to do a lo} of studying and thinking

“regarding the question of insuring that subsequent to the coming fiscal

year, subsequent to'June of 1978, with'a balanced budget having been
achieved, that the city of New York would again be in a position, on
its own, to have access to the financial market for the raising of its
financial needs.

We will be working closely with them on that question. We recog-
nize that the issue relates, really, not just to New York City, but per-
haps more broadly to all the major cities of this country and that the
timetable is to get started on studying the problem immediately, but

I am not really in a position to say when any decisions would be pro-
posed in regard to that matter.

The final question relates to the contract compliance program, and
it is given the support—I think it is addressed to you, Mr. Chairman.

The CHARMAN. No: I think it is addressed to you.

Mr. BLoMENTIAL. “Given my support for affirmative action at Ben-
dix"—that is right, at “Bendix”; 1t must be me—“will you make an
effort to improve Treasury’s record in this area

I most certainly will,

The CramrMAN. Senator Packwood, we are on the second round.
You may have 10 minutes, if you wish. .

Senator Packwoop. I do not need 10 minutes.

I am back, Mr. Blumenthal, because of the problem that the Rules
Committee is addressing itself. The Rules Committee was unable to
meet because they lacked & quorum because there were other members
at the Foreign Relations Committee, so they will meet tomorrow at
10 o’clock, when we are here to consider Mr. Califano.

Two quick subjects. Indexing, indexing generally. What is your view

about it? Indexing tax exemptions?
Mr. BromenTHAL And making them conform to the rate of in-

- flation ¢

Senator Pacxwoon. Yes; because of the argument the Government
gets an unjustified windfall and people get pushed into a higher tax
racket because their income goes up. although it does nothing to keep
up with a higher cost of living, but they are pushed into a higher tax
bracket that has not been indexed.

Mr. BruMenTHAL I wonld have to study the matter more closely.
Mr. general layman’s reaction to a broad-based program of indexing
throughout the economy would be negative, I would like the free mar-
ket mechanism to work. I would not like to see husiness and the pri-

- vate economic unit tied in, locked in, in that way. It builds in automatic

inflationarv pressures in the economy. The whole question of produc-
tivity in all of these matters must be allowed to Lave its proper place.

As a general rule. a broad policy of indexing is, in my judgment,
undesirable and, I think, unnecessary, if we achieve our goal of a
modest, declining inflation rate. That becomes a different matter when
you have a high inflation rate, and that we must avoid at all costs
anyway. : S ~

Senator Packwoon. The second question is fringe benefits.

Secretary Simon has, just withdrawn a Treasury discussion draft

" about fringe henefits, such as free tuition to collage employees, and

parking spots for employees.
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What is  your general view? Airline rides for airline employees
when the plane is not full, department store discounts, chauffeurs for
people driven to work. What 1s your view as to whether these benefits
that exist on a wide scale should be taxed as income? They have not
been in the past. What do you think about it "

Mr. BrusMENTHAL. Senator, I will have to spend a little time fam-
iliarizing mysclf again with all of the various considerations, I really
have no nowledgeieyond what comes from the newspapers about this
particular situation.

I think that is probably difficult, and perhaps unwise, to single out
a particular area in a field that is very broad, under which there are
many factors and many examples. They must be attacked together,
particularly where there are all kinds of resulting hardships and
problems that arise because the pattern has been in existence for a

ong time,’

1 would move cautiously. I will say that I will insure that there 1s
a procedure, within Treasury so that there can be close collaboration
between Mr. Woodworth, Assistant Secrecary of Tax Policy, and the
incoming Commissioner for the Internal Revenue Service, so that
they work closely together, They will report directly to me and work
witllx the Deputy Secretary and we will look at those problems in their
totality. .

Senator Pacrwoon. As a quick aside, as president and chief execu-
tive officer of Bendix, did you have a chauffeur?

Mr. Bromextaan. No. On weekends and so forth I drove my own
car. But during the week T was picked up in the morning and taken
home at night, and T worked in the car all the way.

Senator Packwoop. Thank you.

T have no other questions, Mr. Chairman, Thank you.

The Crarrman, Senator Byrd.

Senator Byrp. Thank you, Mr. Chairman.

Mr. Blumenthal, first I want to commend you for your statement to
Senator Gravel in regard to the fact that your company, under your
leadership. refused to pay bribes or other illegal payments in order
to attract business.

I certainly agree with vour viewpoint. Business itself can solve this
problem. if it is willing to do so. X

The Wall Street Journal of this past Monday on page 1 had this
statement :

The good news ahout the business outlook is that it has grown increasingly
clear that the economy will keep expanding as the new year unfolds, very pos-
sibly with exceptional vigor. The bad news is that the danger of worsening infla-

tion appears greater that at any time in some 3 years.

Do you agree or disagree with that statement §

Mr. BLuMENTHAL 8 years goes back to 1974, That was the period
when we had a very high level of inflation. I would not take 3 vears. If
I took 3 years as my base point, I might have some difficulty with that,
Senator.

I do agree with the concern that is expressed that underlies the state-:
ment that we must now bo very careful. We have a level of inflation
that, in overall terms, is 5 percent, although there may be some under-
lving factors that could accelerate that, and therefore any economic

rogram by the incoming administration must assure that inflation

18 not worsened thereby.
81-822—~76—4
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I notice in the figures that were handed to me which were released ~
this morning, some essentially bad news that indicates that the Whole-
sale Price index has risen move than it should, and clearly that is some-
thing to watch. I would therefore say that there is a clear need, as
these policies to achieve a reduction in the rate of unemployment are
put into piace, to keep an equally careful eye on the level of inflation
and prevent any acceleration from taking place.

Senator Byrn. I have the feeling that the greatest long term threat
to the people of the United States is inflation. Would you comment on
that observation?

Mr. BnoMeNTHAL. Senator, I think that the greatest challenge is
to protect the people of the United States from the negative effects of
inflation and to provide a job for every American who is able to work,
and who wauts to work. -

Senator Byrp. Your soon-to-be colleague, Mr. Charles Schultze, who
will be the Chairman of the President’s Economic Advisory Counsel,
stated that the $30 billion stimulus proposal that would add as much as
$15 billion or so to the deficit in the current fiscal year will not crowd
private investors out of financial markets, if the Federal Reserve Sys-
tem follows an accommodative monetary policy.

Do you agree?

Mr. BuusmeNTHAL. T agree.

Senator Byrp. What is “an accommodative monetary policy”?

Mr. BLusmeNTHAL. I assume what Mr. Schultze has in mind—what
T would have in mind—would be that we do not have a situation in
which, as the economy begins to grow and expand, and the growth
rate rises above the present level, and hopefully moves up closer to the
514 or 6 percent that is required to reduce the level of unemployed,
that as that happens, the money supply is not tightened in a way,
credit is not tightened in a way, so as to prevent this from happening.

In that situation, competition for capital enhances the rising cost
of money and could present problems, but I do not anticipate that
will happen. I certainly intend to work very closely with Dr. Burns,
with whom I have a very good relationship, and intend to have one,
to insure that it does not.

Senator Byrp. You said in your response a moment ago, if in-
terest rates are not allowed to increase; how do you envision that in-
terest rates will not be allowed to increase

Mr. BLuMeNTHAL, I would not say that interest rates would not
be allowed to increase. What I meant to say is that policies are not
followed that result in the creating of a shortage of capital resources -
and a substantial increase in the rate of interest, I think the interplay
of monetary and fiscal policy in that regard will be a very important
factor. Ample supplies of capital are available at noninflationary rates
of interest to finance the investment decisions that large and small
business presumably will be making in response to the more buoyant
consumer demand.

Senator Byro. Is it correct that the more the Government goes into
the money markets to finance the deficits, the greater strain there is
on interest rates, the greater upward push there will be on the interest

rates?
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. Mr. BuumenTHAL. That depends, to some extent, on the state of the
capital markets at that particular point in time. Ina situation such
as exists at the moment, where the economy is operating at a rela-
tively low level of capacity, and the balance sheets of most corpora-
tions are very strong, and loans are down, and the banks are looking
_for borrowers rather than having a surfeit of them, then the chance
of the Federal Government financing the kind of program that has
been proposed and thereby crowding out the private investor appears
to me to be minimum. . -- -

Of course, during other periods when loan demand is already very

" high, when we are operating at a high level of capacity, that could
be a problem, and therefore, one has to look at the particular point
in time to make the decision. .

Senator Byrp. You hope that there will be a high level of private
activity. That is what you are aiming for$

Mr. B.umenTHAL, Right.

d f?em;tor Byrp. At the same tims, you are proposing to increase the
eficit

Mr. BrusmeNTHAL, T think that is a question of sequence, Senator.
Welare starting out at a point in time when the level of activity is
too low,

As the program begins to take hold and the economy begins to
operate at a higher level of activity and private industry makes its
investment decisions, the budget deficit is expected to come down sub-
stantially and the activity of the Federal Government in the market
would be reduced. ‘

Senator Byrp. Let us get to some figures now.

The projected deficit for the current fiscal year is $30 billion as a
minimum. The contemplated program will increase that $30 billion
by how much ?

Mr. BuuMeENTHAL. I cannot give you a precise net figure, but as-
suming that the stimulus in fiscal 1977 is in the range of $12 to $16
billion, it will increase the deficit by that amount, minus a small flow-
back of maybe $1 or $2 billion.

Senator I3¥rp. Increase it roughly $12 to $15¢

Mr. BLuMeENTHAL. If the program is between $12 and $16 billion,
we expect $1 to $2 billion to flow back. The net increase to the existing
deficit will be $11 to $15 billion, or $10 to $14 billion, in that range.

Senator Byrp. The budget deficits in fiscal year 1975 and 1976 total
$109 billion, What I?lrom are saying is that those deficits are not enough.
We will have another $50 billion this year. That is not enough, We
have to add to that if we are going to get additional activity.

Is that what you are saying?

Mr. BLoMeENTHAL. I am saying that the Carter administration will
inherit a budget deficit which in any case will be $50 billion and may
well be somewhat higher, and that a large part of the cost of that deficit
is the fact that we are operating at a very low level of economic activity.
In order to get out of that situation, a further program now seems to
be the best way to get the budget deficit down next year and in subse-
quent years. - T

Senator Byrp, We will need to pursue this in a little more detail.

Mr. BrumMeENTHAL. Yes, sir, ' :

Senator Byrp, Thank you, Mr, Chairman.
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The CrratrmaN. I see my time has rolled around again.

Mr. Blumenthial, let me commend you for the proposal that you
have in inind in regard to simplifying the tax returns of the great
majority of American citizens. I have no doubt that that will be very
good news to those who file their income tax this year. Regretfully,
this year it is going to be more complicated than it was the year before,
and that has been the trend for some time now.

I suspect that as f‘you pursue your goal of tax reform with simplifi-
cation being one of the prime objectives that President Carter and
you have in mind, you will find that it will be more desirable, as time
goes by, to encourage people to use the short form, rather than the
complicated form where they attempt to itemize ali these various
proposals.

I hope that you, with the able assistance of Mr. Woodworth—and
there is no greater sacrifice that we could make than to give you our
best man on the Hill—that you will find ways to encourage people to
use the short form rather than the long, itemized form. gl?hnt means
that you will have to make it more attractive to use the short form
and less attractive to itemize.

T would urge that you take a look at what this committee at one time
recommended back in the 1960’s, when we tried to give an option to
reople who make more than $20,000 to waive the opportunity to item-
1ze and claim individnal deductions. In return for that, they would
pay at a lower rate than they would otherwise pay. I think that was
called by some the “long short form” at the time. ~ -

While you may not like all the details about it, I would commend it to
you as the approach to go along with tax reform. T would hope that we
could get to the point where 95 percent of the people of this country
wonld take the simple approach with a standard type deduction,
rather than itemize and go through all the computations that might. be
involved. I assume we will repeal some of the dednctions presently
there. I doubt that you will find a way to make it simpler for everybody.

. These laws are complicated because some people want it that way.
When taxpayers came and asked that we consider their problem, some-
times we gave them favorable consideration. In due course, we found
that in some cases there was too much of a good thing, and then we
proceeded to amend the law to take away some of the advantages that
people had been able to enjoy.

Most of the people who complained the most bitterly about the com-
plications are the people who asked that it be that way to begin with.
I would hope that as you study this, you could suggest to us a series
of recommendations so that those people who do not want to pay taxes
in the difficult, complicated way that we have for them now. would
have a much simpler option available to them. I would hope that that
would apply all the way up and down the line, not only to those making
less than $20,000, » .

Mr. BLomMenTHAL. Mr, Chairman, I have always supported that
goal. T am happy to hear from the experts, inclnding Larry Wood-
worth, that the first proposal along that line that has been made
would, in fact. raise from 69 to 74 percent the number of people who
are likely to file short forms using the standard deduction, and I
think it would make me happier to move that up substantially.

Nothing particular would make me happier than being in a position
at some point to be able to use that kind of short form instead of hav-

—~
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ing to hire lawyers and auditors and others to tell me how to prepare
that complicated form I now have to prepare. 4

The Cuamrman. There are a lot of people who are willing to pay
move if Iyou rolieve them of the burden of all the complications in-
volved. If we could provide them that option, I think that it would be
a popular thing for all of those who use it, even though in some cases
it may cost them a little more. '

Senator Hathaway ¢ '

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

I just have one brief question.

Mr. Blumenthal, would you favor including the Internal Revenue
Code in the so-called Sunset legislation so that the Internal Revenue
Code terminates on a periodic date and we would be forced to review
all of the provisions thereof? This has been advocated for every
other piece of legislation that comes before us. . .

Mr. BLUMENTHAL. Senator, I really must confess that I do not have
a view on that. I know we are going to be beginning a total review of
the tax code for fundamental tax reform and simplification in that
regard. No doubt, we will be looking at the total code. Whether that
ought to be made a regular requirement, I would want to look into
it before I give you a more considered answer. :

Senator Hataway. A second question along that line; do you have
any particular views with respect to tax expenditures versus direct
expenditures? )

As you well know, we spend a lot of money for social and economic
problems with the so-called back-door Internal Revenue Code. Many
of us have advocated that these programs should be funded on a direct
appropriation basis rather than through the Internal Revenue Code.

"Mr. BLomEeNTHAL. 1 think, wherever ﬁossible, that that is desirable.
I think that it will be some time before that will be entirely eliminated.
I regard it the major purpose of a tax code, a system of taxation, as
the raising of revenues and insuring that the taxpayers voluntarily
;a)ay' what they have to pay. But I also understand that you cannet -

evi
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se such a code, and achieve such a code, without bearing in mind
certain social and more general ob{ectives that are a part o;utlfe society.
I would regret it if the tax code got twisted and turned too much
toward that end, and therefore began to have a negative impact on
the major objective, the raising of the necessary revenue, and having
people complying with that voluntarily and being able to unders
what they are doing. : :
Within these two considerations, I would certainly hope that we
could move somewhat in that direction.
Senator Haraway. Thank you very much. . )
The Cuairman. Senator Ribicoff ¢ ' o
Senator Risicorr. Mr. Blumenthal, on December 2, 1976, Treasury
proposed regulations, which if made final, would alter the tax treat-
ment of tuition programs. Under current regulations, various kinds of
free tuition programs available to children of college and university
employees are deemed to be nontaxable scholarships. k
_ This has been the view of the Treasury and Congress since the first
tax law was enacted in 1913, The proposed regulation would treat the
value of these scholarships as income and result in further tax being
imposed on 1,000 of individuals. This is contrary to what has been

the congressional intent. :
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I do not expect an answer from you on that subject. I would hope

‘that you would ' have the Treasury staff review these proposed

regulations.
ir. BLUMENTHAL, I will certainly do so. ,

Senator Riercorr. Mr. Blumenthal, I have found in my experience
in Government that one of the %reat problems to providing American
leadership toward international economic cooperation has been the
continuing 'Frickly relationship between the Treasury and State De-
partments. This is tragic.

Within American Jeadership, you have no worldwide leadership.
You cannot talk to a leader in private banking, private industry or
government in any country in the world, be it developed or underde-
veloped, without their telling you that without American Xolicy,
there can be no policy. Everyone acknowledges the importance Ameri-
can leadership. ‘

I would cite three examples. Last spring, Chairman Long asked me
to accompany Secretary Kissinger to Nairobi at the UNCTAD Con-
ference. There I watched with dismay the cables back and forth and
conversations between Treasury and State to allow the Secretary of
State to speak for the United States in that supposedly important
Conference on what policy would be.

Secretary Kissinger was not able to finalize his proposals until about
7 o’clock beforé the morning he was to make his presentation. The Sec-
retary made some good proposals, but he was not able to clear it with
anyone in the developed and underdeveloped countries. Consequently,
it was a dud, when the whole world at that time was looking for Amer-

ican leadership. B,
In the field of energy, over the last few years I have made a num-

“ber of studies at home and abroad. Here again, from oil-producing

countries and oil-consuming countries, the whole world is waiting for
an American energy policy. Without an American energy policy,
“there cannot be a world policy.

At one period of time in Paris, Secretary Kissinger had the concept
of indexing prices with the inflationary factors, Secretary Simon was
dead set against it, and consequently it fell between the stools.

In my recent visit to the Middle Fast, various oil ministers talked
about the absolute necessity for the consuming and producing coun-
tries to have a continuous dialog on the role of energy and energy
pricing, on the impact internally and externally on their economies
‘and world economies. Yet, without leadership from the United States
nothing takes place. So the problems we faced just & month or so ago
_with the OPEC countries is in large part due to our failure to bring
together the consuming and producing countries. )

am in the process now of conducting an ongoing study of inter-
national organizations, The United States contributes—and I think
my colleagues would be surprised—some $1,200,000,000 to various in-
ternational organizations. These international organizations have
American representatives at all of their conferences and meetings. I
am amazed as the study develops that again there is no leadership.,

The American representatives at these conferences do not have the
slightest idea what American policy is. The Soviet Union knows be-
forehand every time what Soviet policy is. The underdeveloped coun-
tries get together; they know what their policy is. They come to these
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‘international conferences looking to the United States to project a

program and policy. The United States does not have one.
-~No one knows at any given moment who speaks for the greatest

. country in the world, the United States. The answer is, nobody.

Here we have a basic problem, The world’s leadin% nation is sup-
osed to, but is not, leading. This is because of problems of human
jealousy, human one-upmanship, bureaucracy, fights for prestige by

‘men who head up departments and speak for the United States.

I know you, I respect you, ¥like you. I think that you are a very spe-
cial and able man who has got a lot to offer. I watched you in the
Kennedy Round, when you were special trade representative. You
understand these problems. o

From your experience in Government and business, how do you pro-
pose to coordinate with Secretary Vance, with the Special Trade Rep-
resentative that the President will ultimately appoint for confirma-
tion by this committee, with the Secretary of Commerce, with the
Secretary of Labor. How do you see the executive branch being or-
ganized so that there will be an American policy in the entire inter-

Mr. BLuMeNTHAL. Senator, I believe with you that we cannot escape,
as a Nation, the responsibility for asserting our influence and our lead-
ership, particularly with our friends and allies and in negotiations
with others, whether we like it or not. We are a large and strong coun-
try and we have to play that role.

There are two ways to organize the Government to insure that
this be done. I have no doubt that it will be done in the incoming
administration. Indeed, the work has already proceeded to insure that
it is done, '

One way is simply the organizational structure that is created to
insure timely and effective coordination of differing views and the
establishment of a timely policy that all members of the administra-
tion and all Cabinet members can know, understand, and support.

The second is the individuals that are chosen to fill these jobs and
to work together. With regard to taking the second form first, I am

“impressed the fact that Governor Carter, by selecting not only
‘people for the Cabinet, but also in instructing us on how to recom-

mend to him the people who are tube recruited for the sub-Cabinet
jobs, has had very much in mind the need for building a team that can
work together. o

In the particular instance that you mention, the Secretary of State
designate, Mr. Vance, and I have been friends and colleagues for a

"good many years, and we have collaborated together ©n many pri-

vate endeavors, We know each other well. I have no doubt that there
will never be any kind of personal problem, or problem of jealousy

between us.

Similarly, the people who are being recruited to staff the next level,
Mr. Cooper in the State Department, and others who will be coming
into the Treasury, are going to be people who are going to be looked
at from the point of view of whether they can work together and>
whether they can be team players,

From-everything I see—and everything I say applies also to Mr.
Schultz, whom I have known for many years and have a good work-
ing relationship with—1I think that the personality of the people, the
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way }tlhey operate, will be good assurance that we can and will work
together. ' » .

he second point relates to organization. There have been many
studies made, studies of the way in which the coordination for economic
and international policies have been worked out in the past, and we
.have tried to learn from the mistakes of the past. i )

What is likely to ha;iren is the creation of a single economic golxcy
group, a relatively small group that will have on it not only the Secre-
tary of State, Secretary of the Treasury, but also the Chairman of the .
Council of Economic Advisers and the Director of OMB, as well as
the Secretaries of Labor and Commerce, and we will have partici;}ating
e(glally the Special Trade Representative, and the Energy Coordinator
who will have interest in particular programs. A simple method of
review, coordination and development of policies will be implemented
through that body, both of domestic and international programs,
given the close interrelationship between the two.

Through my participation on the National Security Council, I will
have an opportunity to play a full role in watching the relationship
between political and economic problems. It is therefore through this
mechanism that is being created and through the choice of the people
that have been selected that I think we have a good chance to correct
some of the problems that you have explained.

Senator Rieicorr. Thank you, Mr. Chairman.

The CramrMaN. Mr. Talmadge? .

Senator TaLmapae. No further questions, Mr, Chairman.

The CHamman. Mr. Hansen ¢

Senator Hansen. Mr. Blumenthal, several questions have been
raised about how we can help come to grips with unemployment. The
figures I have seen indicate that those persons between the ages of 16
and 24 constitute roughly one-fourth of the total labor force, and
within that same age group, 16 to 24, are found about one-half of the
people presently unemployed.

What role do you believe an examination of the impact minimum
wage laws, child labor laws, and unemployment compensation would
have on the unemployment picture. As you know, under certain situa-
- tions within a State, unemployment compensation benefits may be

extended for as long as 65 weeks. Can training programs put on by
business comnete with that benefit system?

T would add one further subject—the union restrictions on appren-
tice programs, I understand that in some unions five journeymen are

% reguired to merit one apprentice program.

Are these all problems, or all issues, that should he looked at as
wa try to solve the knmotty problem of unemployment, particularly
these ;)eople constituting an important part of the younger age
group

Mr. BromenTHAL. I would certainly sav, Senator. that none of
the points that you have mentioned, none of the programs, or others
that may come to mind, should be excluded from consideration and
review to determine if they are fair, adequate, contribute to, or hinder
the basic economic and social goals that we have in this country.

My answer would be yes. they should be looked at.

I believe that the problem of unemployment among the young
-is indeed a very, very serious one. I think that it is really totally

-
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unacceptable that a young person in this great country of ours who
wants to work cannot find gainful emfloyment.

I served for some years on the board of New Detroit, an organization
of private citizens from all walks of life where we attempted to deal
with the economic problems of that city. They are severe, with
youth unemployment that runs, in certain age groups, as high as
50 percent. It is one of the critical problems that we face, and it leads
to all kinds of serious problems, including crime, and all sorts of other

things.
I ﬁlieve that the particular program that is being recommended

.by the President-elect is one way of getting at the problem. It

includes, among other things, some limited, carefully designed pro-
grams of a size that can be carefully and well administered, not with
a buckshot approach, but a rifle shot approach, directed ..t specific
age qups in specific areas. The kinds of young people you describe
would be for certain limited periods of time put into perhaps a youth
employment corps and taught useful skills. sent out to WOI‘E, through
the National Park Service, in doing the many useful and productive
tasks in the national parks and elsewhere that can be done by them
and learn a profession and trade in the process.

That is money that is well spent. It is money spent on the one hand;
and it is welfare money, unemployment money saved on the other.

I think that clearly we have to be very careful about the cost of these
proﬁrams. As these young people enter the labor force, we have to look

t the wage rates that they will be getting to insure that the problem
does not defeat the purpose that we have in mind.

I do not believe that we can solve the unemployment problem by

nerally lowering wages. I think productivity and research and

evelopment from business investment, is really where most of those
jobs have to come from. Five out of six jobs in this country are
private jobs. We do not want to start programs that would change
that relationship and put more people permanently on the pubﬁc
payroll. T would strongly oppose that.

To create these private jobs for these young people really requires
not a lowering of wages, or exempting certain groups from the miri-
mum wage laws, I would think, but rather, it means programs under
which research and development, private investment, incentives to
create new jobs in a growing economy that brings us about are the
prime goals that we will pursue.

Senator HanseN. I appreciate your answer and I share your stron
conviction that we ought not forget that five out of six jobs are foun
in the private sector.

With all due respect—and I have great appreciation for any idea
that you may hold, Mr. Blumenthal—I must say that the thing that
worries me about the kind of youth conservation type program to
which you spoke is that it cannot involve enough young people.-

Right today, it seems that many of the o]§ laws that we have on
the books are archaic. I think that the child labor laws have no
meaningful purFose longer to serve. There was a time when there reall
was & very real need, as everyone knows, but Eou really cannot,
believe, coerce somebody ‘into doing something that he should not be
asked to do. so lorig as he is going to be able to eat and have a
reasonably decent place to sleep.

81-822—76—85
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ence, I have a feeling that some of these laws are self-

Asa conse%tll
defeating. I happen to be a rancher, Lots of young people would
love to come out and work on a ranch, But we have machines on a

- ranch, so generally speaking, they cannot come out. The only way

they can work is if they hapgen to be a member of the family.

I have grandchildren who do work, who have been driving tractors
since they were 10 years old. I happen to think that there 1s a lower
incidence of fatal accidents on those tractors than there are in the
kids in town who are not working at all, but driving around in some-
body’s hotrod and getting into the roblems that young people do.
I just happen to think that if we really want to expand opportunities
markedly for young people that we need to make it a responsibility of
the b;xlsiness community. Towns could play an important role in this
as well.

We are not going to send any significant numbers of young people
out to Yellowstone or Grand Canyon or Sequoia or some place else. It
is a great experience. I share your enthusiasm for it, as far as it goes,
but it does not reach enough young people.

Kids could be stocking grocery store shelves. It would not hurt them.
Instead of Mom and Pop standing up till 12:00 o’clock at night to re-

lenish the shelves on the stores. Younger people could do the job, and,
if nocessary, let them be paid a wage below the minimum wage.

When I was Governor of Wyoming, I recommended raising the
minimum wage. It was Pat Moynihan who told me later on, as 8 mem-
ber of the Finance Committee, that minimum wages militate against
f‘)eople with fewer job skills and minorities getting work, and I think

e is absolutely right. I would suspect, as we raise the minimum wage,
that wo are ﬁomg to find these groups of people harder pressed to find
work than they are today. If we had some way of making an exception
for people who need training, the best training of all is training on a
job that they might later on be doing. I do not think they have to be
sent away someplace. If we could encom within a revision of the
law the concept that this is the kind of job traininithat is going to
make them useful, productive members of the work force who will
earn more than the minimum wage, that is a real plus. I would hope
that you might, if you share that view and to the extent that you are
able, help it along. I think it is going to need a lot of help, because I
am sure the unions and a lot of other people are going to be opposed
to it. I think it has some merit.

Mr. BuumenTHAL. Thank you.

The CriairMaN. Mr, Schmitt §

Senator ScaMrrT. Yes, sir. .

1 would like to pursue one point and a couple of other questions
on the Federal Reserve Board. .

Do you have an opinion on how closely the term of the Board Chair-
man should be tied to that of the President

Mr. BLuMENTHAL. I think that the independence of the Federal Re-
serve is a tried and true method of operating in this country. I have
no particular views that that independence should be modified or
changed. The changing of the term of office for the Chairman of the
Federal Reserve would not be something that I would have any strong
urge to recommend.

ator ScumrrT. That is good to hear.
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I.would also like to follow up on what Senator Hansen has saicy
but again, taking it the next step: that is, we have a 16- to 24-year-ol
unemployed group that is now constituting over 50 percent of our total
unemployed if our figures are correct. However, that is continually
resupplied, and we can work with, and we should work with, and fol-
low every available course that we can come up with that will work to
teach these people jobs, find them jobs, whatever else is necessarf.
However, if we continue to sul}()rplﬁ that %mu with unemployable
people, we continually have to take those kinds of steps. .

Do you see anything in the purview of your office that would start
to get at the core of the problem, the education system and maybe even
the 1;)reschool period § ,

Mr. BLuMENTHAL. Let me say, in response to your question, Senator,
and commenting also on the pSZinm made by Senator Hansen, that
some of the specific ideas that ator Hansen raised of course, first
and foremost would fall in the purview of the Secretary of Labor and
are not djrectd{ a part of my responsibility. And as I said, I think they
all ought to be looked at,

Secondly, the example that I cited in regard to the national parks,
I cited it ﬁecause it hap?ens to a 1 to me. It is a good program.
Clearly, it is not the only thing that needs to be done, because, as
correctly pointed out, the number of people involved, as you reem-
phasize, is really much larger.

There are, in the proposal that the President-elect has made and will
send to the Con , other similar programs for apprenticeship train-
ing of various kinds for employment of these people in urban areas
that will go alongside the particular one I mentioned and make a some-
what larger dent into this large pool which, as you say, is constantly
being replenished.

I would hope that in the course of the more fundamental tax review
and reform and simplification that will be undertaken that we can
bear in mind the particular problem that you raise. I think that it is
tf}n;equenlily the young people of this country that get the short end of

o stick.

As a developed society, the people who have political power, the
people who are organized in unions and in consumer and other orga-
nizations, tend to be the older and more mature people. We think more
about pensions. We think more about the additional income and secu-
rity sometimes than we think about the young people coming into the
labor force, and they have the least power to make their views known.
So I think 1t is a very important problem that I think we have to work
on. And I hope perhaps as we look at these tax measures, bearing this
problem in mind, because it will be a dperpetual problem for us, that
ways can be found to alleviate it, and I would certainly very much
would want to be alert to this, because I feel strongly about this based
on my experience in Detroit.

Senator Scamrrt. The question is somewhat related to the concegt
of negative income tax and income maintenance programs of a wide
variety of kinds. Do you have a comment on that{

Mr. BLumeNTHAL. I do not have a considered view of that particular
device at this time. No doubt I will have to develop it.

I do believe that we do have an obligation to insure that no one in
this country goes hungry and has shelter if there is a legitimate hard-
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ship. I do not include people in that group who are able and have an
opportunity to work and choose not to do so. That is a different ques-
tion. There are a variety of devices suggested to deal with legitimate
needs. The idea of a negative income tax is one of them.

I would want to familiarize myself with it more before I give you
a better answer as to which particular device I would favor,

Senator Scumirr. The examination, I would hope, in the case of
your office, will include the basic efficiency of the transfer of income,
which is a goal we are trying to attain more and more, and whether you
agree with it or not, determining if that efficiency is ter through
the revenue process or through the actual, direct transfer through wel-
fare programs of various types. ~

Finally, let me ask, have you considered some of the details of our
intermediate term energy policy, such as it is, as it concerns coal. For
instance, whether or not the development of & new coal industry in this
country, including all aspects, exploration, production, utilization, are
going to require some special protection, particularly against the
threat of a preciiitous drop in foreign energy costs, which still is con-
siderably above the cost of actual productioﬁ

Mr. BLomEeNTHAL. I only have a general view in regard to the energy
question. It is essential that a comprehensive and Integrated energy
policy be developed by this country, and I know the President-elect in-
tends to do so and Mr. Schlesinger will be particularly charged with
carrying out that res&ogsibility. .

I further believe that the undue dependence on foreign sources of
energy, and our growing dependence, is something that should give
cause for concern, and that we have many different untapped sources
of energy in this country which should be developed.

As with many of these matters, such development will require, in all
probability, various kinds of Government action, different kinds in-
tended to further that goal.

I certainly do believe that the vast resources of coal that are in this
country are a very important source of energy that needs to be de-
veloped, and it may be that some protection is required. It may be that
other formns of incentive that can be provided that will give business
and mining companies an incentive to put the very substantial capital
resources into that sector that are needed.

I would hope equally that other sources of energy, w nether they are
nuclear or solar, would also be furthered through the kinds of Gov-
ernment programs that could be considered in this regard.

I woulg hope, finally. that we do not, in the area of energy, deviate
any more than neoessa&fmm the general policy of many administra-
tions, Republican or Democratic, for an open trade policy with a
minimum of restrictions, for only those restrictions necessa? to pro-
tect employment and deal with particular hardship and special

_ situations.

I firmly believe, based on my prior experience, Senator, that a gen-
eral protectionist trade policy leads to similar policies by other coun-
tries and gets the world into very, very serious difficulty.

Senator Scumrrr. Thank you, sir. I have no further questions.

The CnalrMAN, Mr. Gravel ¢

Senator GraveL. Mr. Blumenthal, I was impressed by your statement
on wage and price controls. We both realize that the only area of our
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-economy today that has, essentially, price controls is the energy econ-

omy. Can I take this to mean that you will vigorously press your views

on the Carter administration to see a deregulation of our energy

systems{ .

' Mr. BLoMeNTHAL, Senator, I am really not an expert on the eco-
nomics of energy and I would not want—I hope you will not press me
too hard to give you a yes or no answer on this.

My general philosophy is clear. I would love to see it applied to all
sectors of the economy, but I would really request a little time to be-
come more familiar with that before I give you a precise answer to
that question.

Senator GraveL. I would be happy to take that situation. Let me just
say that there are many people in the energy business—business people
like yourself—who can recite at t length, ad nauseum, the horror
stories that they have had with the Government. I underscore the fact
that we have an energy problem in this country today because we have
never faced up to our responsibiljties politically. Our side or the
exocutive.

Let me touch on another area.

As Sécretary of the Treasury, you will head the national advisory
council for international monetary and financial problems which
coordinates U.S. participation in multilateral development banks,

What do you envision in the next 4 years as U.S. participation in
these banks, the World Bank and other organizations? What would
be our policf and ones for these institutions as it affects the underde-
veloped world? A

Mr. BLuMeNTHAL. Among the most serious international economic
policies that, again, have a great impact on our domestic economy, the
question of the payments position of some of the developing countries
and the growing disparity in growth rates and the national incomes
that exist between thess countries and many other countries of the
world, that question, I think, is at the top of the list, and I would -
expect that there will be many different programs that will have to
be explored, many initiatives taken, to deal with that problem, because
I think it is a real threat to peace in the longer run.

I would hope that to the largest extent possible, whatever we do
as & country with regard to economic assistance be handled through
multilateral organizations where we can be one of a group of countries
who work together and contribute to the solution of these problems.

I think that the time for a large national program or a bilateral
program for economic aid is probably past except in certain excep-
tional circumstances. I expect our work in these international organi-
rations to be very intense and very active. The principal problem that
has to be addressed is twofold. ) )

First, the question of what to do about these great imbalances in
payments. We have a great surplus being accumulated by some of the
OPEC countries. We have tremendous deficits that are being incurred
by several of the developing countries—Brazil is an example, and
many others, and how to deal with that problem is certainly very im-

ortant. .

P The second question relates to this whole matter of commodities and
the insistent demand of the developing countries for greater stability—
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and, no doubt, from their point of view, a higher absolute level of

prices over time for their commodities. :
These are very difficult and complex questions. They have been

around a long time. They now appear in a more inflamed and urgent
think it is in the second area that through these multi-

Iateral organizations we are going to have to put our thinking caps

on and try to find some new answers. L )
Senator GraveL. What do you envision our objectives are in respect

to economic policy with Japan? = )
Mr. BLomenTHAL. Our objectives in regard to our economic rela-

tions with Japan ought to be, in my view, to insure the highest level of

trade and economic relationships bilaterally and multilaterally on a
fair and equitable basis, insuring that American industry and Ameri-
can workers are not hurt by excessive concentration or excessive im-
yorts from Japan. We should recognize that Japan is one of our

: llmportant allies, a major factor in the world economy, and that she

[}

has to export in order to earn the foreign exchange that is necessary
for maintaining her own economy, and that we have a stake in & sound
and stable Japanese economy and that our relationships should be
directed toward that goal. . S

Senator Graven. Moving to Europe I would like to include in the
record, excerpts from a recent speech by the French foreign trade
minister, Andre Rossi.

[ The material referred to follows:]

PT8 OF THE SPEECH BY FRENCH FoREIGN TrRADE MINISTER ANDRE Ro8SI

EXCER
. Berore THE EcoNOMIO AND S00IAL CoUNcCIL, NOVEMBER 23, 1976

MULTILATERAL TRADE NEGOTTATIONS

(The Introduction described France’s importance as a world exporter and its

interest in the negotiations.) _
In a sense France is condemned to play an increasingly important role in

“international commerce. We must find counterparts to our energy and raw

material imports, our need for using foreign lahor and the aseistance which
France intends to provide to a certain number of developing countries.

France {8 a member of the European Economic Commmunity which today is
the most important commercial power in the world. In these negotiations,
which primarily concern the United States, Japan and the countries of the Furo-
pean Community, our country has a fundamental role to play in the preparation
of Community positions and in overseeing the negotiations.

In thé Council of Ministers, France participates in the definition of directives
which permits the Commission, by applying Article 118 of the Rome Treaty, to
conduct the negotiations on behalf of the Community.

My personal experience in the functioning of Community mechanisms and in
Commmunity decision making leads me to belleve that this way of organizing
for negotiations undoubtedly gives to France a power and a mobllity which is
frect;;’w:ntly less than that of our principal partners in the resolution of specific
conflicts.

In a global negotiation, on the other hand, we can compensate this handicap by

defining our objectives and our Interests In a timely way. . . .
T will outline French objectives in the negotiation. Then I will indicate the

“most significant changes on the international scene since your counncll gave

its last advice. Finally, I will describe French Government positions in the
negotiations,

1. Objectives of the negotiation

There are three principal objectives in the MTN: :

1. To organize the framework of international coonomio relations.—It 1s not,
in fact, as the United States has sometimes advanced, a question of seeking a sys-
tematic liberalization of international trade. That view is completely contrary
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to the interests of the majority of countries. Since the oil crials, increased inter-
national competition has provided too many examples of the damage which
flerce competition can do to certain sectors of the economy. Furthermore, .the
advisory report which you have just debated suggests that one can question the
existence of a systematic link between the reduction of trade barriers and a

"correlated increase in national production and well-being.

The Tokyo Declaration itself states very precisely that these negotiations
have as their objective “the improvement of the international framework for
world trade.” This is essential; liberalization of world trade is only acceptable
if it is accompanied by rules which can assure:

Equality of conditions of access to different markets bearing in mind the
sovereignty of national econojnic policy. -

Regulation of the markets for certain products which under competitive
conditions are subject to fluctuations which are as bad for producers as for

consumers,
The adaptation or conversion of the sectors most affected by international

competition, .
International agreements regulating the trade of certain sensitive prod-
ucts of which the MFA constitutes one imperfect example.

But all of the results which might be obtained in organizing international
trade will be in vain if parallel progress is not achieved in the monetary sphere,
From this point of view the first two principles suggested by France and re-
affirmed in the Paris Communique are fundamental conditions for a harmonious
development of national trade: .

The maintenance of fixed but adjustable parities,
The free convertability of all currencies.

A de facto link exists between trade and the monetary system. This link will
not be lost sight of. )

Finally, it is indispensable that the interests of all trading partners be taken
into consideration and not only those of the industrialized countries. The Tokyo
Declaration and Community texts concerning the MTN are important to the de-
veloping countries. The French Government has always considered essential
the question of stabilizing the resources of these countries as well as the develop-
ment of an industrial sector in them. Sooner or later it will be necessary that
;rade between developed and developing countries become more important than

oreign aid. . . .

2. To preserve Community personality.—It is inconceivable that the Community
should be weakened by the MTN. However, one had every reason to believe
that in 1971, in proposing the negotlations, the United States sought to weaken
the Community, aiming directly at :

The common external tariff,
The common argicultural policy,
The Community association policy.

In particular the CAP has again recently been the object of extremely violent
attacks by the United States who tried to rally against the Community the large
Latin American agricultural exporters,

These attacks are unacceptable. European agricultural policy is no different
in Lts; objectives and policies than those carried out by most countries which
seek to:
Assure the public of sufficlent agricultural resources on a regular basis,

Provide farmers with a standard of living comparable to that of other
sectors of the population,

This policy does not translate into a reduction of commercial intercourse,
As your report notes, the Community is in fact the largest importer and the
second largest exporter of agricultural products in the world.

Majutenance of the CAP, a fundamental element of European economic unity,
is one of the essential conditions for these negotiations. '

But European identity also results from the common external tariff. Its
maintenance at a significant level is one of the fundamental factors of the Com-
munity personality.

Moreover, an excessive reduction of the common external tariff would serfously
diminish the advantages provided by the Community to certain developing coun-
tries and would lead to the questioning of our entire policy of commercial assist-
ance to the economic development of these countries.

8. To obtain cquilidbrium of results and not of concessions.—If the principle of
mutual advantage should be translated as the adoption of the same percentage
of tariff reduction for all participants, certain countries including the Buropean



36

Oowmunity would find themselves at the end of the negotiations with a level of
protection having no longer any dissuasive character, while others would retain
oh some products signifieant tariff protection.

Such a situation would be fundamentally unfair. In tariffs these negotiations
must result in comparable levels of effective protection for participating countries,

In the non-tariff area, a certain number of countriés, in the front rank of
which figures the United States, have adopted practices which are in formal
disaccord with GATT regulations. It is particularly a question of the conditions
in which these countries can apply countervalling dutles to products which have
recelved export subsidies. The United States uses the pretext of the protocol of
provisional application to avoid applying established rules adopted by them fn
the anti-dumping code during the Kennedy Round.

It must be very firmly stated, and your report {8 very clear on this point, that
the United States must yield like all other countries to international rules already
negotiated. This 18 a precondition for all new negotiations on these questions and
obviously would not be considered as a concession on their part.

This tendency to develop commercial practices in contradiction to international
rules has developed In recent years. It accompanies an increase in protectionism
throughout the world and constitutes one of the factors of the new context within.

which these negotiations will unfold.

I1. Internatfonal factors since 1973

(The speaker devotes several paragraphs to recent developments, particularly
the economiec recession and its effects on the developing countrics.”He continues
with a discussion of protectionism as follows ;)

The increasing difficulty of international competition leads certain countries.
to multiply their protectionist practices to preserve their naticnal economies. In
the front rank one must place the United States.

Far from reducing the differences between U.8. practices and international
rules, the Trade Reform Act (sic) considerably reinforced them.

Not content finding itself at the beginning of the negotiations with one of the
highest tariffs in the world, the United States provided itself in the Trade Act
with an extremely protectionist legislative framework in total contradiction with
GATT principles.

In particular: }

Countervailing duty legislation must henceforth be applied in accordance
with extremely strict procedures.

TLegislation on the Safeguard clause 18 considerably strengthened. The
President of the United States 18 obliged to apply restrictive measures if
damage is established. :

The provisions of Section 301, very dangerous by their generality, can be
applied by the President to products receiving in their countries of origin
discriminatory treatment judged unjustifiable or unreasonable, ’

To be less legalistic, the Japanese market I8 no less efficiently protected. . . .

1And what about Europe? The Common Market appears to be one of the least
protectionist groupings in the world ;

Its Customs Turiff is the lowest in the world,

No single protectionist discriminatory measure has been adopted since

1971,
The Community has shown an extremely constructive attitude in all inter-

national negotiations.

The contrast between the extremely open attitude of the Community and the
protectionism in the United States and Japan is certainly one of the fmportant
factors accounting for the steady growth of trade surpluses of these countries
vis-a-vis the Community.

IIT. French positions

The first question which must be asked hefore considering position to be
adopted in the different parts of the negotiation {8 the following:

In the international economlic context of 1976 is it in the interest of France to
continue these negotiations?

I will answer this question very clearly: We mnst continue these negotiations
}m:nwe we are already engaged but, above all, because it 18 in our Interest
to do so.

In September 1878, when we were still at one of the lowest points in the eco-
nomic crisis, France reafiirmed at Ramboufllet with the chiefs of state most
directly concerned the principle of continuing these negotiations.
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‘This {8 atill in our interest for two reasons: -
(1) International interdependence makes our eoonomy part!cllhrly -
nerable to the ravishes of protectionism, Now, the major objective of thesa
negotiations is not so much, as I mentioned earlier, the systematic liberails
zation of international trade. It is the establishment of an intarnational
framework which, by the disciplines it imposes, permits the avoidance of dis-
astrous economic wars. By etopping the growth of protectionism which is
developing in certain of our principal partners, these negotiations should
permit maintenance and improvement of the framework of free interna-
tional trade which has permitted rapid economic growth of these past
twenty years,

(2) The decision-making mechanism in the Community makes us more apt
to succeed In a negotiation together, well defined in terms of time, than to
resolve to our advantage bilaterally a series of specific conflicts.

That is why, now that our positions are clearly defined, the negotiations must
proceed rapidly and terminate in 1977 in an offensive and constructive spirit.

This {s not the time to reform the GATT. It is t00 important a problem and
too difficult to be handled in this time frame. The first thing to do is to have all
contracting parties begin by applying the GATT. One cannot hide from the fact
that these uegotiations will be difficult, Our positions must therefore be very
<clear,

dgriculture~—Our position is based on three points:
(1) To-establish a fundamental distinction between industry and agricul-

ture. This has constituted one of the major objectives that we have given
ourselves In the agriculture area.

At every opportunity the U.S. tries to go back on this principle. It will be
necessary to remain particularly vigilant on this point until the end of the
negotiations,

(2) Maintain complete autonomy of the common agricultural policy.

(8) Organize international markets for agricultural products by: com-
modity agreements, with price diseipline and stockpiles for principal prod-
ucts such as cereals, sugar, etc.

A concerted market discipline for other products assure that operations on
world markets on the part of exporting countries take place in an orderly way.

As the second largest exporter of agricultural products, France attaches par-
ticular importance to this area.

Industry.—In tariffs:

(1) Reduce high tariffs much more than others,

(26) Maintain at the frontiers of the Community a significant level of
tariffs,

(3) Tink any reduction of tariffs to the adoption by the United States
of a simple system of valuation as close as possible to that adopted by the
Brussels Convention,

(4) Preserve certain exceptions.

In the non-tariff field to attach priority to the effective application by other
countries of accords which may result. In particular, subject any undertaking

" on our part on standards to an undertaking by the UnitedStates-which effectively

obliges American enterprises to conform to them.

~ . Procedures for erceptions and adjustments.—

(1) Above all, have the U.8. themselves apply GATT rules.

(2). Consider the possibility of applying the safeguard clause selectively.
This would permit more flexible protection, better adapted to each case,
easier to apply, and one that would not harm countries not directly respon-
sible for the commercial problem {n question,

(3) Favor the establishment of collective surveillance 5o as to place com-
mercial partners in positions of real equality. This should be considered in
standards, in safeguard clauses, and in countervailing dutfes,

(4) Maintain suficient parallelism between the establishment of efficient
international monetary discipline and the application of the results of the

MTN. . i

Conolusion

. . . a8 for me, a8 one in charge of the negotiations for France, I will shortly
undertake a tour of European capitals to narrow our points of view by means
of intensive conversations. In Brussels, at the Commission, I will assure myself

that our way of seeing things has been fully understood.



fd ]

’ 38

I will also go to see the Americans and I will explain to them our position so
that it will be with the full understanding of our interests that they contemplate
the final phase. I will also have conversations with the other principal par-

ticipants in the negotiations.

Senator GRAVEL. It makes clear that as far as the French are con-
cerned, the trade negotiations are a heads-I-win, tails-you-lose prop-
osition. That speech pompously and arrogantly states that Europeans
are not under any circumstances going to remove their protection
barriers, but that the Americans are great protectionists and must
remove the few that we have. In short, they want everything their
way.

What was your experience in negotiating at the Kennedy rounds?

Mr. BLUMENTHAL. Senator, I am a veteran of 4 years of these kinds
of speeches and that type of negotiation. I believe that we shouvld
negotiate patiently and firmly and not at all be afraid to ask for a full
uid pro auo for anything we do. That is certainly something that
tried to do. A major comment that I read in the foreign press when
they heard about my nomination about this particular job was to
recall that I was, in their view, too tough on them. ’ -

I am groud of that, because I have always believed that proper
relationships do not involve giving more than you are getting, but
to ask for as much as you are getting.

I am sure that most of our t.rnging partners are going to ask for
that goal, and I hope the American negotiators are going to insure
that they are not going to succeed. I am not going to support any
kind of outcome at the international trade negotiations which. in my
judgment, would not give us an equal deal. Even though individual
countries will try to get a little more, I think that we ought to be
fully prepared and competent enough to insure that does not happen.

Senator Graver. Thank you, I appreciate that answer.

What would be your definition of excess profits in the business
community ¢

Mr. BLuaeNTHAL. I think— -

Senator GRAVEL. Let me put the question this way.

There is a lack of confidence—you know it as well as T do—a lack
of confidence with the American public with respect to the business
community, and more so centered in the energy area. ~

One of our problems is the perception that the American people
have, that business rips them off in many respects.

What I would like to do is find out—for my own benefit and our
edification—what your views are as to profit in the business enterprise,
and is there a rip-off, or, is their perception correct?

Mr. BLoMENTHAL. I think that the perception is incorrect in my
judgment. I know from surveys that I have seen, that when vou as
the average person, “what percentage of profit do you think the typical
American corporation makes?” you get numbers that are very far from
reality, so I think that there is a misconception. The fact that a com-

any like Bendix, for example, which now takes some pride—and
justifiably so—of having become much more profitable than it used
to be, at this point struggles to have a net income of slightly less
than 4 percent, probably would be a surprise to the average person.
That net profit rates that are much in excess of that, are an exception
rather than a rule would be an equal surprise.

RV
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I really do not know what excess profits in a competitive free-market
economy are, Senator. I think we need to insure that they are not
monopoly profits, profits that are made as a result of restrictive
practices or other market conditions which allow corporations to use
:geir tﬁpess power as a result of this kind of restriction to rip off

e public.

That is really the function of the antitrust laws and all of the
regulations that we have in effect and they ought to be enforced clearly
and fairly. In that kind of situation in a competitive, free-market
environment, any profit that & company can make through more sales,
better products, higher productivity, I welcome, because that profit
is not lost. That profit is reinvested, creates new jobs, creates incentives
and it is the reward for success, and the more of these kinds of successes
we have, the more jobs that will be created and the better our total
economy will be for it.

I do not know what excess profits are, dther than profits garnered
by means that are against the law.

Senator GraveL, Thank you.

Thank you, Mr. Chairman.

The CHaIRMAN. Senator Bentsen ¢

Senator BenTseN. Thank you, Mr. Chairman.

Mr. Blumenthal, I am concerned about the concentration of invest-
ment in the stocks of a few major companies by pension funds. Pen-
sion funds are growing, and are going to continue to grow, substan-
tially. We are sceing economic concentration. For example, one bank
trust department administers well over $20 billion in assets. We have a
change 1n the dollar volume of trading on the New York Stock Ex-
change. Several years ago individual investors were doing about 70
percent of the trading on the New York Stock Exchange. Today in-
dividuals are doing less than 30 percent and the financial institutions
are doing the rest. The result is the nifty-fifty philosophy of 1975,
where the pension managers only invest in major companies. We saw
instances of pension advisors holding over 15 percent of the stock of a

mz}llor company. )
hat is not allowed for insurance companies, and not allowed for

mutual funds. Each has limitations about how much they can invest in
the stock of a particular company, or the amount of the assets they
could put into it.

There was a situation that developed with respect to IBM where:
you had a Federal judge come out with a decision that opened the
door to an antitrust case against IBM. It was an Oklahoma judge, 3-
years ago. Then all those financial institutions tried to get through the
gate at the same time, selling IBM stock and it got awfully narrow
and you saw a preci(s)itous drop in the price of the stocks.

Then the judge redefined his decision a couple of days later, and the
stock came back up. .

I introduced legislation to remedy this and I would hope to have
you testify before this committee on that. I would like to see those
investment decisions spread as much as we reasonably can and would
like to see limitations put on the concentration of assets in a company.
This would be in the benefit of the pensioner, and in addition, cause
some capital to be available to some of the medium-sized companies.
or small companies in this country. Do you have any thoughts on that ¢
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Mr. BLusenTHAL, I think the problem that you identify, Senator,
is a very legitimate and very real one. I will certainly think about it
seriously and be ready to testify before you. I think that it is well worth
looking into. My one concern would be that we think carefully before
we interfere in another way in the free-market mechanism and the
freedom of trustees and others to make decisions that, in their judg- :
ment, are best for those for whom they are trustees so that we do not
create 8 whole new set of rules and regulations that restrict the flow
of capital to where it can be most productive.

Senator BentseN. I understand that, Mr. Blumenthal. These limi-
tations have been put on insurance companies. They have been thers
for years. They have been on mutual funds.

You have a situation today wherc large pension managers can have
a self-fulfilling prophecy on stock. We had some testimony where
they were a substantial part of the dollar volume trading on that stock

“for months on end. That portfolio manager could:make himself look

awfully good just because he, in effect, was supporting that stock.

Those are some of the things that we have to look at.

Mr. BLumeNTHAL Senator, I will be ready to testify on that. T will
testify with some feeling, since my company was never one of the
favored 50, .

Senator BexTseN. Nor mine. ‘

I have one other concern I would like to address for the moment. Tn
the 1976 tax bill, we changed one bit of terminology, the terminology
where we talked about earned income in this country. Investment in-
come was previously termed unearned income, as though it were some-
thing soiled, something in disfavor, '

We were able to change that to personal service income and non-
personal service income. '

I am concerned that we do not destroy the upward mobility that we
have always had. One of the things that has built this country is the
idea that'some poor fellow could bootstrap his way up if he is willing
to gamble with a new business, yet we are putting some limitations on
him to make it more difficult such as the limitation on deductible inter-
est expenses.

I think incentives are important in this system of ours. The Charles
Schultz series. where he was talking about putting incentives in and
making the public objective thie private objective, not trying to do it
just by regulation, trying to anticipate every varied condition across
the country, but to try to have the private sector have the incentive
so they would fight for what are the national objectives.

T would like to hear vour comment on that. T

Mr. BrusmeNTiAL. Senator, T will have a lot to learn about the
details of the tax code and all of its problems. T am sure that T will
get a quick and complete education as part of the tax reform work
that will be undertaken beginning almost immediately.

This whole business of hopefully bringing abont some reforms that
bring down excassively high rates, that eliminate double taxation, that
create incentives such that the tax system works for us and works for -
the average person rather than against the average person and for the
economy while raising the necessary revenues for the Government, that
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clearly is going to have to be the goal a8 I would see it of any kind
-—— of reform, and I agree with Mr. Schultz in making that point.

' I have never—and I really speak as still a private citizen—never
fully understood the philosophical basis for the distinction between
earned and unearned income. I never fully understood why I, not
having inherited any money, having the opportunity to @ some

! savings and having invested these savings, why I am being taxed more

< hesvif; on the return of these savings whioh, after all, are being put
back in the ecconomy, than I am taxed on my so-called earned income,

 my salary, my bonuses, my fees, and the other forms of direct income
that I have had. .

I have always thought that I should be rewarded for having con-
tributed enough to be paid enough salary, and having saved enough
-to lpnt that back into work in the economy. )

,at least, find s)hilosophical notion appealing for all Americans, that
when they save their money they get taxed no more heavily than they
do for any other kind of income.

I am sure that it raises all kinds of difficult problems. There are
certain types of unearned income that perhaps are of a different nature..
All of that is something that needs to be considered and will be con-
sidered as a pait_of the tax reform work that will be done, and I hope
that what will come out of it will make the kind of sense that we all

~have in mind.

Senator Bentsen. Thank you,

Thank you, Mr. Chairmaa.

The CrAIRMAN, Senator Byrd ?

Senator Byep. Thank you, Mr. Chairman.

Mr. -Blumenthal, when we finished our last colloquy that ended
because of the time limitation, I pointed out that for the fiscal years:
1975-76 that we had a deficit of $109 billion and as a projected deficit
for the upcoming year even before adopting the program that might
be advocated by the new administration of more tll)m.n $50 billion, and
you very correctly pointed out—at that point, the colloquy ended
becugs? of time—that you inherited that deficit, and moat certainly
you did.

But it brings to mind 8 years ago a very able, extremely able banker
from the city of Chicago became Secretary of the Treasury, Mr, David

- Kennedy. He pointed out that the new administration was inheritin
a tremendous deficit from the Johnson administration, $13 billion.

b point out todav that a deficit has not been that low since.

- . _-Now, what I aun hoping is that the new administration does not take
the deficits of the Nixon-Ford years and pyramid additional deficits
on top of that, But it appears to me that we are beginning, at least, to
go in that direction.

May I ask, what will be the total national debt at the end of the
current fiscal year?

-Mr. Buuyenrtiar. I really do not have that figure.

Senator Byrp. The answer is $700 billion. -

Mr. Brumexntnar. No doubt you know the figure better than I.
I do not have the figure clearly in mind, sir.

. Senator Byro. What I am leading up to, before we advocate addi-

tional deficits, ig it not, in nt to realize what the deficits are now,

v wbat the debt is now, and to realize some additional figures that I
think are tremendously significant '

”n
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I will not ask you the question. I am not sure that you have thought

-exactly along this line. I would hope that you would think along thi

line.
For the 7-year period, Mr. Secretary, 1971, fiscal 1971 through
fiscal 1977, 42 percent of the total national debt would have been
incurred, 42 percent of the debt would have taken place during that
7-year period. To_me, it is appalling, number one, that it be such a
high percentage and such a tremendous debt. Number two, it is appall-
i]x}g that it would happen under a Republican occupancy of the White
Touse.

I must say that I am not much of a partisani, Of the 96 counties that
we have in Virginia, if you leave out 4, of the other 92, in the last
clection, Byrd and Carter carried half of them and Byrd and Ford
carried the other half. So I am not much of a partisan, but I think
that it is appalling, and I am somewhat disturbed that the new ad-
ministraticn is beginning, even before it takes office to go in & direction
to which it will accelerate these deficits."

You have been very eloquent this morning in your statement as to
the need for a balanced budget and a need to manage the Government
where we do not have unbalanced budgets, but it seems to me what
wo are advocating—not we, I am advocating—what you appear to be
advocating will lead to more and more deficits, unless you assume
that the way to get a balanced budget is to spend more money.

Mr. BLoMeENTHAL. May I make a comment, Senator?

In the first place, to make matters worse, I am afraid that the $50
billion figure that you mention will be low. '

Senator Byrp, It will be low, under your proposal.

Mr. BLuMeNTHAL. Low, even without the incoming administration
doing anything.

Senator Byrp. I agree with that. T

Mr. BLUMENTHAL. %‘he figure I have seen is $60 billion, given the
shortfall in revenue and the lower level of economic activity in the
economy.

When I said that we were inheriting a deficit more likely in the area
of $60 billion, 8o to have the figures right as I remember them, Senator,
anything that is spent by the incoming administration is going to be

-on top of $60 billion and not $50 billion. It is a large figure.

Senator Byrp. Thus, the country is looking at a deficit now of some-
where between $70 and $75 billion this fiscal year? '

Mr. BuomMeNTHAL. That i8 my understanding,

Senator Byrp. I rather suspect that that is why there is so much
speculation in the newspapers and on the part of the business com-
munity that inflation is being stimulated and will continue to increase.

Mr. BLUMENTHAL. I was impressed by the fact that in the consulta-
tions in which I participated in the short period since I have come
here to Washington to get ready for my job in the last few weeks,
with & wide range of people including representatives from the busi-
ness community and a large cross section, including bankers, including
a wide range of economists with different views, including some who
were prominently associated with prominent Republican administra-
tions, the feeling that something had to be done was virtually unan-
imous—I say virtually, because we always find somebody who dis-

-agrees, but virtually unanimous.
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I do want to reassure you that I am imgressed by the deep con-
viction that'Governor Carter has, and I share, that we must bring
that huge number down quickly, and that the goal of achieving a
balanced budget no later than 1980 is one to which he attaches con-
siderable importance, and I share that view. o

It is our hope and expectation as the economy accelerates in its
growth that we will be able to achieve the goal, that I am sure you will
welcome, to bring us to a balanced budget or, at any rate, very close
to it. :
Senator Byro. I spent an hour with Governor Carter last month
and I came away most impressed with him, and impressed with what
I consider his desire to achieve a balanced budget. As I say, agsin,
what is being advocated is not aiding in that direction.

You mentioned the experts feel that something has to be done
and that we have to go to more deficits to improve the economy. Well, I

‘lost confidence in the experts many years algo. For example, 10 years

ago and 9 years ago and 11 years ago all the experts in Washington
said that the way to handle Vietnam was to have a limited war, to have
a limited war in Vietnam. The smartest man in Washington, accord-
ing to anybody you would run into in the corridors of the Capitol, or
the Senate Office Building, wherever you might be, was Robert S.
McNamara. Whatever he said, he was the expert. All of the other
people echoed what he said. Today we all know that not everybody is
saying that he is the smartest man in Washington.

So I do not have much confidence'in the ex}l)erts. What I am saying
is, as & matter of commonscnse, it is not likely that we can continue
to pile up these huge deficits, not just deficits, {;ut accelerated deficits,
one on top of the other, and increasing them, and then say we are
going to get to a balanced budget.

Iet me ask you another question.

Do you feel that we should take off the ceiling on the amount of
earnings that social security recipients can receive?

Mr. BuomeNTHAL. I am not really prepared to give you a considered
response to that, Senator. I wonl(f be glad to look at that and give
You my answer the next time I appear before this committee.

I must confess that I do not know what the present ceiling is.

Senator Byro. $3,000.

The Congress has written a ceiling of $300 million on the amount of
loans that the Export-Import Bank might make to the Soviet Union.
Would you support a continuation of that ceiling ?

Mr. BLuMENTHAL. I believe that economic re?ations with the Soviet
Union, including trade with the Soviet Union, has to be considered in
the context of our overall relationship. I do not believe that we can

Jook upon trade, and the financing of trade with the Communist coun-

tries or the Soviet Union, as something apart from overall relation-

ships and I would think tfmt, whether 1t is a question of continuation

of that ceiling, the raising or lowering of it ought to be a decision

that is made in the countext of an overall relationship that develops

through negotiation. )
Senator Byrp. Thank you, Mr. Chairman, _
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The Cramyan. Mr. Blumenthal. we have a new congressional budget

rocess that has not given us a balanced budget. I believe you know,
1f you did not know hefore, that Senator Byrd, like his father, is
the most consistent advocate of a balanced budget that this Nation
hasever had.

Mr. BLoaENTHAL. I know that, Senator.

The CHAIRMAN. Sometimes in that respect, he reminds me of a situa-
tion that occurred in Louisiana when we had a severe flood. Some
people looked out the next morning from a house with living quarters
on the second floor, to see a hat on the top of the flood water going
around in a square. All they could see was a hat moving on the water
in a square,

Someone asked, “IWWhy is that hat moving around in a square out
there,” and his son answered, “That’s because Grandpa said he was
going to cut the lawn, come hell or high water.”

Senator Byrd’s predecessor on this committee, the other Harry
Byrd, used to tell me that he was the last of the New Dealers. When
Franklin Roosevelt started out, he promised to balance the budget.
Harry Byrd at that time was Governor of Virginia and he supported
him enthusiastica"iv on that platform. My father supported him at
the same time, and he read the platforn: differently. One man thought
the platform read one way, another thought it read another way.

If we have now decided that we are really going to balance this:
budget, I suggest you put Harry in charge of it. ITe can definitely show
you how to (ﬁ) it, if we do decide. _

I am sure you know President Carter wants to get that job done-
within 4 years. I hope that we can bring it about.

I would hope that I could reach an understanding with you in the-
beginning about trade figures. The Department of Commerce in
particular likes to publish trade figures on a basis that leaves out
the freight, leaves out the insurance, and adds to the total foreign aid.
For example, if they had their way about it, we could report that
we had a sm?lus in trade by just giving enough stuff away—the
giveaway would be added to the trade figure to say that you had a
trade surplus, even though you are not going to be paid for those
thi'g;s ou give away. _ -

e by law have required our negotiators in Geneva to negotiate on
a CIF basis, to take into account the cost of insurance and freight. I
wish we could have an understanding with you that when you appear
before our committee in the future, or when your UUnder Secretaries
or Assistant Secretaries are speaking for you, that if they want to put
those trade figures in that context on a FAS or FOB basis, they should
also have them without the soft currency sales and with the freight
and with the insurance, just to show, what it would be on a CIF basis.
For example, the way I would read them right now, the exports are
listed at $104.5 billion, January through November 1976. If you
leave out the foreign aid aspects of it, it would be about $102.3 billion.
The imports on a CIF basis are about $117.6 billion. That would leave
us with a real trade deficit of about $15 billion.

On a CIF basis, if you count in the exports the foreign aid or soft
currency sales, it woqu be a $18.1 billion deficit. Energy imports are
$28.9 billion. Those imports alone are about twice as large as our

trade deficit.
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I would hope that under your leadership with the cooperation of -
others in the executive branch, you will try to bring us a program that
will progressively reduce our energy imports.

Do you agree with me that we are going to have to find some way
to produce a great deal more energy here if we are going to achieve
our Nation’s goals?

Mr. BLuMeNTHAL. I agree that that would be highly desirable.

The Cuamman. Would you undertake to see to 1t that we receive
the information before this committee on the basis that I ask it ?

If you want to go ahead and put it on the “good-news” basis where
they claim to have a surplus, even though we know that they are losing
money, that is all right with me, provided that in the same statement
and in print equally as large in a footnote, you show what the bad news
is, so that we can take our choice between which set of figures appeal
to us the most,

Thank you very much for your statement. I have no further
quostions, :

Senator Byrp. Mr. Chairman?

The Cramrman. We have not finished with Mr. Blumenthal. T am
going to call upon Senator Hansen.

Senator HAN8EN. I yield to Senator Byrd.

Senator Byrp. I just did not want you to close the meeting.

Senator HangeN. A fter having said that, let me observe, on behalf
of a very small, shrinking and threatened minority, that no money was
spent, or has been spent during the last 8 years, that was not first
appropriated by the Congress of the United States. The Appropria-
tions Committee is on the Hill, not at 1600 Pennsylvania Avenue.

T do not state this because I disagree at all with by good friend from
Virginia. I do not disagree with him; I agree with him completely.

T make the point—and I join with him in deploring the deficits
that we have—that T am aware of the fact that we are the people who
spend the money. You know, too, that one of the earlier Presidents
tried to do something about that. He impounded a little bit of the
money. )

Well, he got taken into court, because the Congress said, “'Wha,t
the hell do you mean yon are not spending all that we have given you't !
Congress wrote the Budget Act, they drafted some legislation in there
so that this could not happen again. We are going to be sure that those
people who reside down at 1600 Pennsylvania Avenue spend all the
dough we appropriate for them. ) .

I join with my colleague, the chairman of the committee, Senator
Long, in paying tribute to Harry Byrd for the fine job that he has

done in trying to hold the line.
Thank you, Mr. Chairman.

The CHAIRMAN. Senator Schmitt .
Serato,:‘Aécxmm. Two final questions, and I hope they will be short,

because I know the hour is late.
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" One goes to the heart of the problem that I think the Senator from
Virginia was getting to, and that is that there is an excess of plant .
capacity in this country in many areas, particularly in the industries ™
that you are associated with.

One of the encouraging economic signs has been an increase in the
investment cnf)ital for new plant and new equipment,

Do you feel that this increased deficit, this $10 to $15 billion that.
may be added as a result of the Carter administrations economic pro--
posals, will, in fact, impede the continuation of that investment ?

Mr. BLoMENTHAL. Senator, I believe that the growth in investment
and the surveys of investment intention indicate that investment has
been disappointing, it has been too slow. This is one of the reasons the
economy has grown, but a real growth of only 4.5 percent, or slightly
less, rather than at the higher figure that was originally expected
and anticipated.

I know that even with regard to my own company, because we are
in the capital goods business in part, and we had expected a much more
rapid order intake in the machine tool area, for example, It is the
goul of this package that the President-elect is suggesting to create
more consumer demand ; to provide some, although limited, tax relief
for business; to make clear that some of the tax simplification that is
being proposed is really permanent ; until we begin fo see a permanent
treng that business can count on, so that all of this will lead to the
acceleration of investment decision and therefore the creation of more

jobs at a higher level of activity.

Yes; I believe that it is intended to do that and will do that.

Senator Scumitr. The impact of capital investment in heavy goods
and machine tools and the like is quite a bit delayed in comparison
with the impact of at least major portions of the Carter proposals,
as I understand them. As a matter of fact, we may not even have been
given the time to sce the effects of some investments made last year
n th?e creation of jobs and accelerating economic activity. Isn’t that
true

Mr. BreMmentiar. The hem(}y equipment and machine tool area is a
lagging industry in that u}gnr . The indicators are lagging. You begin
to see it first by the rate of order intake, then the leadtime before you
ship is quite long, a year and a half, 2 years. There has been an increase
in order intake as compared to a year ago, but it has been slow and
sluggish. It has begun to build, and the first shipments out of that
growing backlog would presumably lead to rising shipments later in
calendar 1977 and on into 1978,

The stimulus that would be as a result of the President’s program, if
enacted by the Congress, would hopefully lead to further order in-
creases which woul& begin to bite Iin 1978, the second part of 1978,
porha{)s on to 1979,

Although there is a lag, I believe that there is nothing that makes
investors in companies invest more than the ring of the cash register
and the feeling that the ring of the cash register is going to continue.

Senator Scusrrr. Will not the deficit that Senator ﬁyrd so ably
pointed out tend to reduce the ca‘)ital supply that is available for
these kinds of orders, even though the ring oé the cash register may be

there in the future?
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Mr. Brustentian. I do not believe that the amounts that we are
talking about here, with the kind of slack in the economy, with the
considerable capital resources presently available, with the relatively
low level of loan demand that the banks have, that there is any serious
risk at all for this period that we are talking about that there will
be a crowding out of the private investor because of the additional

_amounts of money that are going to be spent by the Government.
- Senator ScuMmITT. The loan demand reduction is partly related to
housing ¢
Mr. %LUMENTIIAL. Housing, as a matter of fact, Senator, has heen
doing relatively well. Housing starts are at an annual rate of 1.7
million. The two brightest spots in the economy are housing and
automobiles, : .

So I think that loan demand being low, to some extent, is due to the
fact that companies have been cleaning up their balance sheet the last
time around, when interest rates were very high, and they have been
holding back on investment decisions. In our company, we looked at
them very carefully, because we really were not sure about them.

I hope my successors will have a greater sense of security in the
months to come.

Senator ScuMrrt. One final question. I think that the answer conld
well be delayed, or submitted for the record, or at some future time
when the subject comes up.

Your experience in international negotiations in trade and other
things is well recognized. In my tmve%s throughout the developing
world in recent years, it has impressed me, first of all, that American

companies should not accumulate equity in their investments in these.

areas, but that there is seemingly a great potential for contract serv-
ices of various kinds over a fixed time frame with what one may call
educational causes, that they are ready to take over the particular
service that you are contracted for. \

As you approach your new job, I hope you will examine just how
extensive this kind of activity can be. I personally feel that it can be
quite extensive and may, in fact, eventually form the cornerstone of
a new foreign policy where the nonmilitary strengths of this country
are being emphasized, rather than the military strengths, and maybo
offer some hope for future generations,

I am sure that there are many complexities. What is the funding
source, the World Bank, other sources like that may well be as im-

ortant as anything we may contribute, more important. It is one wayv
in which I think that the strengths of the American institutions, both
private and industrial, can be applied to a very important problem in

" the world: That is, bringing the developing countries into the 20th

century, If they are not part of the 20th century, we are going to con-
tinue to have problems. There is no answer necessarily required. You
may comment, if you wish. But I hope that you will consider it.
Mr. BLuMeNTHAL. I certainly will deal with these questions, Sena-
t;)g‘, and respond to them. There are some important opportunities in
this area.
Senator Scuumirrr. Thank you, Mr. Chairman.
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The CiaryMAN. Senator Byrd ¢ ]

Senator Byrn. Just a couple of brief questions. )

First, I want to concur in what the Senator from Wyoming, Mr.
Hansen, had to say. The Congress is, was and is, 8 major partner and
the deficits of the past few years would even be larger if that major
partner had its way completely.

Mr. Blumenthal, Treasury is responsible for financing and man-
aging thé national debt. It is understandable, therefore, that Treasury
should be more concerned about the inflationary impact of Federal

spending and regulation than other departments.
What is your outlook on the inflation rate over the next several

years?

" Mr. BLuMENTHAL. Senator, I hesitate to venture too many predic-
tions going out several years; predictions of that kind are hazardous
and by their very nature, very uncertain.

T would predict, however, that over the next year or two, with the
kind of care and caution that I expect the incoming administration to
exercise, certainly with the concerns that the Treasury will have about
this matter. that as we move towards a higher level of economic activ-
ity, we will do so without any increase, and indeed, with a declining
rate of inflation.

There may be individual months when that differs, and that trend
does not occur. As a general trend, however, I would expect the rate
of inflation not to increase, but to decrease.

Senator Byro. Interest rates were mentioned earlier in the day. The
Federal Reserve 13oard can have an effect on short-term interest rates.
It can to use a word, manipulate, to hold down short-term interest

rates, ,
Am I not correct that there is not much it can do, as a practical

matter. to hold down the long-term interest rates?

Mr. BLuMENTHAL. Obviously, there is an interest-rate structure and
there is a relationship between short term and long term rates, but
I agree that the Federal Reserve has more impact on short-term
rates as opposed to long-term rates. In an indirect way, I think it can
affect long-term rates. .

Of course, through & monetary policy, together with fiscal and
economic poiicy, it does have an important impact on expectations,
which again translate themselves into the cost of long-term money.

Senator Byro. Should steps be taken to utilize the tax code as an
instrument to foster higher rates of reinvestment { If so, how ¢ .

. Mr. BLoMeNTHAL. I believe that in our review of the system of taxa-
tion, and in our efforts to reform and simplify, that we should very
much bear in mind the need for a faster and higher rate of capital
formation in this country. If there are ways that can be_done through

the tax code, I wonld favor it.
Senator Byrn. How do you feel about depreciation rates? Canada

-has gone to a very high depreciation. T helieve that it runs 50 porcent

the first year. It writes off investment in 2 years.

Does that appear practical to you?

Mr. BLuMENTHAL. T wonld have some question whether we could
go to a 50 percent rate the first year. T think the question of deprecia-
tion rates ought to be looked at as a part of the overall tax review, yes,

~ sir,
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Senator Byrp. Thank you, Mr. Secretary. ) .

Mr. Chairman, I may have some questions I would like to submit
for the record.

The Cramwmax. I would propose, Mr. Secretary, that all members
have the privilege of submitting additional questions that you could
answer in wﬁ%or our benefit. . .

I do not feel we should close this record without exploring one
other matter. You have come here, Mr. Secretary, at a very great
financial sacrifice. I do not believe & man would do that unless he felt
that he had a chance to do something for his country for which he
would be remembered. L

Your life is a modern Horatio Alger story. an inspiration to all those
who come to this country of what can be done with their lives.

I have detected, in visiting with you, that you have the belief that
American capitalism should be a very good deal for others who lack
the fantastic intellectual talents that were bestowed upon you, and
t{hlzlil?ve that this record should reflect a little bit of your feeling along

ine,

I know that the President, in choosing you, was in the hope that
you would appeal to the business community as one who understands
their problems. But I believe we are also fortunate in that you reflect
a philoso‘)hy that I hope will grow in the business community. I think
you should give us a little of your views about what your objectives
are and what your goal is for this country, insofar as you can con-
tribute to it. .

Mr. BLUMENTHAL. Senator, I was privileged to come into this
country a8 an immigrant at the age of 21 and I came here as a refugee
from persecution and as someone who had the opportunity to see at
firsthand what injustice and human suffering can mean to people, and
what the lack of opportunity and discrimination of people, innocent
people, can mean.

I am proud of the fact that I was able to come to this country and
that T was allowed to develop my talents, get an education—I had to
work for it, but I got it—and to use it usefully. And in the various
things that T have done essentially in this country, %eople have not
asked me where T came from and who my father was, but have looked
at who I was and what I could do and have rewarded me accordingly.

I therefore, certainly consider it a privilege to have the opportunity
to serve. I feel I have been amgly rewarded in the past for my work
and, although my income will be substantially less, it really does not
worry me that much. I appreciate the opportunity to serve.

My past background and experience, and I think ¢he kinds of things
that T was pleased to do within the private sector and in particular
with Bendix over the last few ycars are, I think, evidence of the fact
that I feel that the kind of opportunity that I have had in this
country should be bestowed on all citizens and all citizens of this
country are entitled to have it. And wherever we find injustices, dis-
crimination, or where we find the cards stacked against a particular
group of citizens from an economic or social viewpoint, we Lave a
respongibility to see that that situation is corrected.

fully intend, in discharging my duties as Secretary of the Treasury,
to work toward that end, and having worked at all levels of this coun-
try, all the way from a $40-a-week billing clerk and an elevator operator
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on up to the chief executive of a very large corporation, I think I
understand what the aspirations of people are and what the elements
of discriminatioin are that remain in tgis country. And I can assure
you, in providing my advice to the President with regard to the formu-
ation of policies that he must decide upon and in which I have a role
to play, that my life's experience will always be a major part of my
motivation and of my thinking, and of my advice.

The Cnaman, I, for one, have been concerned that so much of our
corporate stock is held by so few and so many have so little of it,
and that the opportunities of this land have altogether too often been
rather limited.

What is your attitude toward that type of concept ?

What attitude have you evolved toward stock ownership in your
company ¢ '

Mr. BuoMENTHAL. I have strongly believed in the most broadly
based participation in the free enterprise system and the most par-
ticipation that we can achieve. In the Bendix Corp., we instituted the
salaried employees savings and stock ownership plan. Under that
program, we made it possible for pwﬁle to put aside a certain por-
tion of their earnings, and we match that to the extent of 50 percent
of what they put aside, up to a certain level,

And that money was invested. People could choose whether to invest
itin Govemment%onds or in stock of the company.

- Since our people had confidence in Bendix, some 90-some percent,

I believe, chose to invest it in Bendix stock, such that today, if my
memory serves me right, something like 17 percent of the stock of
the Bendix Corp. is owned by the employees of the Bendix Corp.
The largest single shareholder of the Bendix Corp. is the salaried
employees savings and stock ownership plan.

You cannot imagine what that has done to morale and to the interest
of my colleagues, from the lowest salaried em,ployee on up. They
watch the stock market—they watch it too much, I think—and you
go to many offices and you actually see a sign at the door with today’s
noon price, because they all have an interest in it.

I have gone around and instituted employee meetings where I dis-
cuss with employees what we are doing and why we are doing it;
and what we expect from them: why we have certain problems; cer-
tain things that we cannot do that they want us to do; the fact that
they are themselves shareholders has been a very imporant factor
in the success of my company. I have no doubt about it. It is very
hard to prove; I just know that that is the case. - .

I would strongly support similat measures. We are not unique. Other
companies are doing the same thing. The expansion of that notion
on the widest possible basis, I think, is a very excellent way to help
provide a sense of participation, a stake in the system that we have,
and better productivity and contributions from all concerned.

The Ciamryman, I believe we are going to have to have an improve-
ment on this system of onrs or see it go down the drain, and I believe
that the answer is improvement. I think that we can either be the hope
of the whole world, or we can be the disappointment of the whole
wide world. I believe from your service, Mr. Secretary, that you want
to move us in the right direction. I will be very proud to vote for your

confirmation,
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Mr. BrosmeNTraL. Thank you. -
The Crararan. Are there any further questions, gentlemen ¢
" Thank you very much, Mr. Secretary.
We do have unother witness to testify here, Mr. Ronald Kokinda. I

will call him as the next witness.

STATEMENT OF RONALD S. KOKINDA, NATIONAL COMMITTEE OF
THE U.S. LABOR PARTY -

Mr. Kokixpa. Thank you, Mr. Chairman, Senators. My name is
Ranald Kokinda and I am testifying here today on behalf of the U.S.
Labor Party. I want to urge that the Senate not confirm the nomina-
tion of W. Michael Blumenthal as Secretary of the Treasury.

The incoming Secretary of the Treasury has the awesome respon-
sibility of reasserting the role of the United States as a leading indus-
trialized country, committed to policies which foster capital-intensive
industrial and agricultural growth throughout the world. Mr. Blu-
menthal, however, together with other members of the Trilateral
Commission on which he sits, has through his carecer, demonstrated
his commitment to a policy broadly defined as zero growth. If this pol-
icy prevails, it will mean further rapid disintegration of the indus-
trial and agricultural potential of not only the United States but of
the entire world economy.

To competently judge whether Mr. Blumenthal is suited to hold the
position of Treasury Secretary, we must first look closely at what the
requirements of that office are at this time. The world economy has not
recovered from the new depression which it visibly entered in late
1974. The illusory recovery which began in the spring of 1974 was
premised entirely on unsustainable Government deficit spending and
consumer credit expansion in the United States. The slight effects of
the 1975 tax cut and related measures on the business activity of the
United States and its trading partners had dwindled by February of
1976, as could have been expected.

The 1975 tax cut was doomed to failure—as is the new tax cut pro-
posal made by President-elect Carter and his economic advisers in-
cluding Mr. Blumenthal—because it ignored the real cause of the
depression—an obsolete international monetary system which strangles
world production. Hundreds of billions of dollars are diverted an-
nually from productive purposes to the payment of debt service on
some $3 to $5 trillion of outstanding dollar liabilities. .

The policies of budget balancing and austerity which have been en-
forced with a vengeance over the last 2 years by the New York com-
mercial banks and their allies at the investment banks to protect their
paper holdings hasten the demise of the productive economy. The
steady deterioration of the condition of our cities, the economies of
the developing sector, and the work force and plant and equipment of
the industrialized countries attests to the criminal incompetence of
austerity. :

U.S. economic policy must deal with the real source of the world
economic crisis. To do so. our Nation need merely accept the proposals
already put forward by European and developing sector nations, pro-
posals enunciated at the Colombo, Sri Lanka, meeting of the non-
alined countries last August and since then repeated in other inter-
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national forums. These proposals advocate the sweeping aside of the
current bankrupt international monetary system by the declaration
of debt moratoriums and the establishment of a new financial and
economic system whose primary goal would be the fostering of world
industrial and agricultural development.

The declaration of debt moratoriums and the establishment of new
credit arrangements would immediately reverse the present stagna-
tion by creating an unprecedented demand for U.S. industrial and
agricultural exports as well as technological expertise,

Central to the new system would be the creation of an international
development bank to fund major agrieultural and urban development
projects at low interest rates for the developing sector. These pro-
grams would be carried out through overnment-to-government
treaties among the developing countries, the OECD nations, and the
Comecon nations. An essentinl element of such an economic develop-
ment program would have to be an international crash program for
the development of thermonuclear fusion power, as the rate of ex-
Bansion of the world economy under the International Development

ank will rapidly exhaust all presently available energy supplies.

We have every reason to believe that Mr. Blumenthal would imple-
ment economic policies that are diametrically opposed to what is now
required for the good of the country. Mr. Blumenthal, throughout his
career as an economist and business leader, has acted on behalf of

" those narrow interests of the New York banks. especially those con-

nected with the Rockefeller family and against the actual industrial
interests of this Nation. This charge is borne out, first of all, by Mr.
Blumenthal’s participation in a long list of Rockefeller-dominated
Atlanticist institutions: the Rockefeller Foundation. the Trilateral
Commission. on which Mr. Carter and Mr. Mondale also sit, the New
York Council on Foreign Relations, the Atlanta Council, the Atlantic
Institute, and the now-disbanded Initiatives Committee for National
Economic Planning. Mr. Blumenthal. of course. shares the dubions

- distinction of belonging to the Trilateral Commission.

The Rockefeller Fonndation. of which Mr. Blumenthal is a trustee,
has been chiefly responsible for spreading the myth that the world
economy has reached the limits to growth and that the populations
of the world must be sharply reduced. Studies funded by the Rocke-
feller Foundation advocate the reduction of the Third World’s im-
ports of capital goods and the substitution of labor-intensive produc-
tion modes.

The Trilateral Commission, chaired by David Rockefeller. is
presently engaged in an effort to maintain the financial and political
power of the Lower Manhattan forces by forcing a two-sided program
of reflation and austerity on the world. Such a policy must neces-
sarily be wildly inflationary and destructive of real economic growth
a8 it involves unending paper creation on the one hand and unending
depletion of productive potential on the other.,

Throughout Mr. Blumenthal’s career his specialty has been the ficld
of “labor relations.” Mr. Blumenthal has worked on a number of
research projects in the field of labor relations such as a report on
“codetermination in the German steel industry.” As an executive and
finally chairman of Bendix Corp., labor relations, which is a com-
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pletely bogus field funded by various Rockefeller outlets, has thrived
since the 1957 recession stagnation of the U.S. economy. -

At the point at which the cancerous growth of debt obligations be-
gan strangely real-income growth—it was left to labor relations ex-
perts like Mr. Blumenthal to arrange labor contracts that ﬁ:ouged
profits out of working people’s income. This policy is as much anti-

msiness as it is antilabor, since the destruction of labor power under-
mines the long-range growth potential of the economy.

The logical conclusion of the labor relations experts outlook is no
less than the commitment to full-fledged Fascist economics—the im-
posing of levels of wage austerity that make it impossible for labor to
reproduce itself. This goal was actually enunciated by the Initiatives
Committee National Economic Planning to which Mr. Blumenthal
belonged with Wassily Leontief, Leonard Woodcock, and others. In
early 1975. ICNEP called for the creation of an office of national
cconomic planning whose purpose would be to reorient the economy
away from a commitment to capital-intensive development.

At a public forum in the spring of 1975, ICNEP boldly distribnted
the reprint of an article called “The Coming Corporations” from the
March 1975 issue of Challenge magazine. The article states ‘“corpo-
ratism is fascism with a human face.” The article describes the four
goals of corporatism as: (1) order achieved “through imposing in-
tensive State control in all areas of major economic activity”; (2)
markets and some attempt to control strikes, ultimately Perhaps
through coercion”; (8) nationalism or “the elevation of the ‘general
unity, based on “corporatist intervention and State regulation of labor
welfare’ to coml)lete priority over self-interest or sectional advan-
tage”; (4) finally, success, defined as giving conscious direction of
the economy by estallishing priorities and targets and by restricting
work done teward alternative objectives.” .

“Tet us not mince words,” says the article, “corporatism is fascism
with & human face.”

Before I finish my statement, I would like to refer to a special
report to the U.S. population that was published by the Labor Party.
It is called “Carter and the Party of International Terrorism.” That
quotes a little bit more extensively from the Challenge article, whose
editor, publisher, and editor of Challenge, was Sharp who sat on
ICNEP with Mr. Blumenthal and a section of the article bluntly

reads: ‘
The four goals of corporatism have become Increasingly explicit during the
coming economice crisis. Order, unity, nationalism, and success. These, then are ... -
the four aims. Let us not mince words. Corporatism is fascism with a hiiman
face. The economic strategy that the Italian Fascists, the Phalange in Spain,
Portugal and the inter-war crisis for workers corporatism has a certain short-
term appeal. Corporatism, government should certainly guarantee full employ-
ment. The parts of the guarantee would, of course, be wage control and restraints
on the freedom of industrial action,

The questions I urge the committee to ask the nominee before you

close your deliberations:

Does Mr. Blumenthal, as nominee for Treasury Secretary, still ad-
hers to the ideas publicly endorsed by ICNEP, which describes itself
in favor of the finance policies of Hitler’s Finance Minister Hjalmar
Schacht—ideas at variance with the traditions of our industrial

democracy f
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Does Mr. Blumenthal believe that his longstanding ties with the
Rockefeller family-dominated institutions would make it diflicult
for him to equitably pursue the economic interests of this Nation as
Secretary of the Treasury

The CaairMax. Thank you.

That concludes this hearing.

Are there any questions ? .

Senator HanseN. No questions, Mr, Chairman.

The CrairaanN. The committee will recess until 10 o'clock tomorrow.

[Thereupon, at 1:10 p.m. the committee recessed, to reconvene
Thursday, January 13,1977, at 10 a.m. ] . L

[By direction of the chairman, the following communications were
made a part of the printed record :]

[{Mallgram]}
" ANN ARBOR, MIcH., January 8, 1977,

Senator RusseLL Loxe, Chairman,
Scnate Comsittee on Finance, Senate Ofice Building,
Washington, D.C.: .

Strongly endorse the nomination of Michael Blumenthal as Secretary of the
Treasury. I have known him personally as family friend, business colleague, and
community leader. He is a person of unquestioned integrity and outstanding
ability and leadersbip. He has a well balanced view on the responsibilities of
both the private and public sectors in the development of natfonal policles. I have
full confidence in his pragmatic and socially conscious approach. It is my judg-
ment that he will carry out his duties as a member of the cabinet with competence

and capabllity. - 5. co
WILBUR J. COHEN,

Dean, Schnol of Education, University of Michigan.

ot

WoOMEN EMPLOYED;
- Ch!cago, 1.

»
STATEMENT BY WOMEN EMPLOYED REGARDING CONFIRMATION OF W. MICHAEL
BLUMENTAL A8 SECRETARY OF TREASURY, JANUARY 12, 1977 -

Women Employed is an organization of 1,000 working women in Chicago’s
downtown area which has been active jn dealing with sex discrimination in em-
ployment for the past four years. We are pleased with the selection of W. Michael
Blumenthal for Secretary of Treasury and are hopeful that his appointment
and confirmation will lead the Treasury Department in néw directions. Specifi-
cally, we are concerned with Treasury’s responsibility for contract compliance
mandated by Executive Order 11246, Over the years, Treasury, has been severely
criticized for its lack of enforcement activity in this area. Given Mr, Blumenthal's
past record at Bendix Corporation, we are optimistic that he will devote his
attention to improving Treasury's performance in promoting equal employment
opportunity in the banking industry. We look forward te working with him in
order to achieve sueh a goal. . v - . : . s

1
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QUESTIONS OF SENATOR HARRY F. BYRD, JR.
GoLp REBERVES

Question, From time to time, some citizens have voiced concern about reports
that the U.8. Treasury does not actually have the gold reserves it claims to
have. Would an audit of the reserves, conducted by a non-government firm of
good reputation, be useful?

Answer. I do not believe an audit of gold reserves by & non-government firm
would be useful. In February of 1975 the Government Accounting Office sub-
mitted its study on the “Accountability and Fiscal Controls of Gold Bullion
Reserves” which thoroughly covered every aspect of our six gold depositories,
Additionally, in June of 1975, Secretary Simon initiated a continuing audit of
U.S. gold reserves which is being carried out by the Treasury’s Government
Financial Operations Office in cooperation with the Bureau of the Mint. This
ongoing audit is thoroughly reviewing each gold depository.

At the present time the Treasury can state without reservation that allegations
concerning the unlawtul removal of gold from any U.S. Government depository
are unfounded. The above mentioned recent audits and published statistics show
that such changes are baseless. All of the gold ever stored in the Fort Knox
depository remains in its vaults or is accounted for either in changes in the
volume of gold stored in other depositories or in changes in the total United
States gold stock as publicly reported.

INTERNATIONAL FINANCE

Question. Mr. Blumenthal, you have extensive experience in the field of inter-
national finance, And as Secretary of the Treasury, you will be the President’s
chief adviser in this fleld, as well as chairman of the important Natlonal Ad-
visory Council on International Monetary and Financial Policles.

I happen to chair the subcommittee of this committee which deals with
International Finance and Remources, so I share your interest in this area,
although certainly not your expertise. .

I have some questions in this area.

First, there i3 the issue of the indebtedness of less developed countries, -

Private banks in the United States, and their foreign branches, have a large
and growing exposure to loans to developing nations. Concern has been voiced
about the recipients’ ability to pay. Do you see any danger in this situation,
and is there any appropriate government action which might help counter a
potential danger? . :

Answer, The growing debt of a number of countries to U.8. banks, and thelr
forefign branches, requires close monitoring by the U.8. Government to be sure
that it does not lead to major economic or financial problems. As Secretary of
Treasury, I will assure that such monitoring takes place. The appropriate
government action is to promote the adoption of respomsible policies on the
part of debtor and creditor countries alike, and the provision of sound financial
support for such programs.

Question. Given the heavy indebtedness of the developing countries to private
lenders, is there a possibility that U.8, foreign assistance to these countries
may constitute, in part, a “ballout” of private banks?

Answer. U.8, forelgn assistance is extended to support specific projects or
respongible development programs in recipient countries. It should not be used
to “bail out” private banks. e

Question. As of mid-1976, the oil producing countries of the Middle East
had some $18 billion in deposits in U.S. banks and their foreign branches, much
of it on short term. Do you feel this constitutes a hazard?

Answer. The United States and the ofl producing countries have a common
interest in stable inteenational financial arrangements, Both they and we
benefit from these deposits. I see no hazard from them for the United States.

(57)
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Question. The International Monetary Fund recently approved a $3.9 billion
loan to Great Britain. About $2 billion of that sum will come from the U.S,

Treasury. What are the terms of that loan?
Answer, I understand that the amount which the U.S. has agreed to lend to the

'lMF in connection with its $3.9 billion standby arrangement with the UK is SDR

945 million—about $1.1 billion. The UK can draw on its arrangement with the
IMF over the next two years, provided that the UK is meeting the terms and
conditions agreed with the IMF to resolve its balance of payments problems over
a medium-term perfod. The IMF will finance the arrangement in large part by
utilization of the General Arrangements to Borrow (GAB) and the U.8. loan to
the IMF is provided under these arrangements pursuant to legislation enacted
by the Congress in 1062. The IMF will repay these loans over 8 to 5 years. They
will bear interest equivalent to the charges on UK borrowings from the IMF,
currgtlxtlr 4 to 6 percent, depending on the length of time the borrowing is out-
standing.

. Queation. As Secretary of the Treasury, you will control the Exchange Stabiliza-
tion Fund, which now has assets of some $3.5 billion, I believe. In your view,
should this Fund be utilized to help the British prop up the value of the pound?

Answer. The Exchange Stabilization Fund (ESF) provides the financial re-
sources with which the United States participates in a series of financial arrange-
ments with other countries. All of these arrangements are undertaken in the na-
tional interest of the United States, the other country involved, and the stability
of the international monetary system. I would oppose any use of ESF resources
which sought to maintain the exchange rate of any currency above the level
Jjustified by underlying economic conditions. R

Question. During recent years the World Bank has dtawn coriticism for heavy
emphasis on loan volume, and for relatively less attention to financial sound-
ness. What is your view as to the proper future course for the World Bank?

Answer. The World Bank must follow a course which both supports the develop-
ment programs of the poorer countries and preserves its own financially sound
position. Upon taking office, I will review the Bank’'s current plans to assess
whether they conform to these criteria. .

Domestic Economic PoLicy

As far as ean be determined from press reports to date, the economic stimuius
package being prepared by the new administttion consists of some $80 billion
in combined tax reductions and spending increases; spread over the current fiscal
year and the next. A few questions about this approach:

Question. First, the package {s weighted In favor of stimulus of demand, as
opposed to stimulus of production. Will not this welighting risk severe inflation?

Answer, We will be very careful about this matter. Since the economy is
working well under its capacity and there is no tightness in capita] markets, and
no evidence of significant materials shortages or other bottlenecks, we believe
that policies to encourage growth will not favor inflation. As the stimulus pro-
gram creates greater demand and production to satisfy it, the stimulus program
can be adjusted to assure that it does not add to inflationary pressures.

Question. Second, the stimulus is to be carried forward as far as September
of 1078. What evidence 1s there that stimulus will be needed at that late date?

Answer., We are very consclious of the neééd to attune the total spending pro-
gram and the budget to the condition of the economy. If the economy is moving
well in 1078 with lessening evidence of a need for additional stimulus, I would
expect that steps will be taken to reflect this progress on the spending programs
being considered. Some elements of the stimulus program have been devised pre-
cisely with elements of flexibility in them. )

Question. Traditionally, Congress has attempted to compensate for automatic
tax increases due to inflation by periodically endcting broad tax cuts or rebates,
In view of what seems to be an exclusion of middle-class wage earners from
President-elect Carter’s tax reduction package this year, what effect do you feel
the substantial tax increases due to inflation will havé on your attempts to
stimulate the economy? ’ ' )

Answer, The tax program, which is still being formulated {n detail, by no
means excludes middle-class wage earners from tax reductions and rebates,
Those reductions will help to offset the increases that some suffer because of
inflation. In any case, as we undertake a basle look at our tax structures, we
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will be keenly aware of the need to address the issue of the impact of inflation
upon tax increases on those in various income groups.

Question. Third, one tax measure under consideration would give employers
credit against corporate income taxes equal to 5% of thelr Social Security pay-
roll tax. Mr. Hobart Rowen, writing in the Washington Post of January 9,
described this proposal as “the first step toward Treasury financing of Social
Secur!ty’ benefits.” Do you believe this is wise policy, and if 8o, what are your
reasons

Answer. The proposal to give employers credit against corporate income taxes
equal to 8% of the payroll tax is designed to provide tax relief to the business
sector. It 18 hoped that lower taxes for business will lead to more spending to
increase investment and productivity, thereby creating more private industry
jobs and reducing the rate of unemployment. This particular proposal is not to
be viewed as a first step toward Treasury financing of Social Security benefits.
Payments to the Social Security fund would remain unchanged. It is my view
that preserving the integrity of the Soclial Security fund is of great importance.



L
QUESTIONS SUBMITTED BY SENATOR HELMS

Qucstion, As you know, the IMF agreement ratified by Congress lust year
calls for “firm surveillance” of member nation's actions with regard to exchange
rate manipulation. The French central bank head has said that this surveillance
should include domestic monetary policies which lead to balance of payments
surlplu?sses or deficits, What is your opinion of IMF surveillance of our monetary
policy

Answer. Under the amended Articles, the IMF will be charged with insuring
the effective operation of the international monetary system and overseeing com-
pliance of members with a series of obligations designed to promote an open
world trade and payments system and a sound world economy. Thus, the IMF
is the appropriate forum for discussion of the international implications of a
broad range of international economic policies. That does not mean, however,
that the Fund will have the authority to determine U.S. monetary or other
national economic policies.

Question, The IMF has been selling off about 25,000,000 ounces of its gold
and returning to the nations that contributed the gold in the first place. If the
question comes up, would you favor returning, to the original donors, the-re-
mainder of the IMF gold stocks?

Answer. I have not yet addressed myse}f to the whole range of questions con-
cerning the arrangements on gold which have been negotiated during the past
few years. I will do so upon taking office, and will look specifically at the gues-
tion of possible further restitutions of IMF gold.

Question, Last year, during the consideration of the IMF bill, the Secretary
of the Treasury endorsed a proposal which would allow for the restoration of
the freedom of Americans to enter into contracts that call for payment in gold
or in dollars measured in gold—just as we can now enter into contracts calling
for payment in any other commodity. Will you uphold the commitment Treasury
made last year to this legislation?

Answer. As indicated in my answer to the previous question, I have not yet
considered the wide variety of issues relating to gold which have been under
discussion, both domestically and internationally, in the recent past. I will do so
promptly upon taking office.

Question. Will it be your intention to attempt to increase the maturity of the
national debt? I understand that it is just over 8 years at this time. That is a
lot of federal intervention in the credit markets. Would such an increase in the
maturity tend to increase or decrease the cost of capital to the private sector?
To the federal government?

Answer. The strategy concerning maturities in federal debt financing must
change periodically, in response to conditions in the debt markets. These markets
have been unusually strong during the past year, remain generally strong now,
and have permitted the Treasury to extend the maturity of the national debt
without placing undue pressure on short or long term interest rates. In general,
if the debt markets remain strong, extending this average maturity makes sense.
The longer the maturity of the national debt, the less pressure is placed on the
debt market by constant refundings of maturing short term debt.

In weaker markets, however, it may not be sound to continue these efforts to
extend the matuarity of the national debt. As economic activity increases and
private borrowings Increase in proportion, the Treasury may he advised to cut
back on its use of long maturities to avoid competing unduly with those private
borrowers.

Market conditions also determine whether the use of long maturities increases
or decreases the borrowing costs of the private sector. For example the supply of
investible funds §8 so. large relative to today's slack demand, that using long
maturities today does not increase private borrowing costs materially. This is
evidenced by the present level of interest rates, which Is low by standards of

the past 4 years.

(60)

R T N



£y

61

In addition, a Treasury policy of short term borrowing does not indirectly in-
crease borrowing costs for the private sector. Reliance on short term maturities
obviously places upward pressure on short term interest rates. In general, a
rise in short term interest rates triggers rises in medfum and long term in-
terest rates, including those for private borrowers. :

Lastly, using long term maturities increases the Federal Government’s bor-
rowing costs, over the short term, but may decrease them over the long term.
Specifically, on any given day, sbort term interest rates normally are lower than
long term interest rates. For a given borrowing therefore, using short term
maturities results in lower interest costs for that borrowing. On the other
hand, long term Treasury honds presently can be sold at fairly low rates. Two
years from now, if economic activity has increased and interest rates have fol--
lowed suit, short term rates at that time conceivably could be higher than the
present level of long term rates. In that event, using long term maturities now
would have proved to be the cheaper two year strategy for the overall Federal
borrowing progranm.
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