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PUBLIC-DEBT LIMIT—1982

THURSDAY, MAY 27, 1982

U.S. SENATE,
SUBCOMMITTEE N TAXATION AND DEBT MANAGEMENT
oF THE COMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m. in room
2221, Dirksen Senate Office Building, Hon. Bob Packwood (chair-
man) presiding. . :

Present: Senators Packwood and Byrd. , :

[The press release announcing the hearing, a summary and de-
scription of the administration’s proposals, and Senator Dole’s pre-
pared statement follow:]
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Press Release #82-136

PRESS RELEASE

FOR IMMEDIATE RELEASE UNITED STATES SENATE
May 19, 1982 COMMITTEE ON FINANCE
Subcommittee on Taxation and
Debt Management .
2227 Dirksen Senate Of fice Building

PINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
SETS HEARING ON PUBLIC DEBT

Senator Bob Packwood (R-Oregon), Chairman of the
Subcommittee on Taxation and Debt Management, announced today
that a hearing on raising the temporary limit on the public debt
_ has beeil scheduled. The Honorable Roger W. Mehle, Assistant

Secretary of the Treasury for Domestic Finance, will testify on

" the public debt at 9:00 a.m., Thursday, May 27, in Room 2221 of
the Dirksen Senate OFffice EquE! q.

The Treasury Department i{s also expected to comment on
two proposals regarding the debt financing operations of the
Federal Government. These proposals involve removing - - e
restrictions on the Government's ability to issue long~-term debt
and authorizing a floating rate system for U.S. savings bonds.

Written Testimony.--The Subcommittee would be pleased to
receive written testimony from those persons or organizations who
wish to submit statements for the record, Statements submitted
for inclusion in the record should be typewritten, not more than
25 double-spaced pages in length and mailed with five (5) copies
by June 10, 1982, to Robert E. Lighthizer, Chief Counsel, -
Committee on Finance, Room 2227, Dirksen Senate Office Building,
washington, D.C. 20510, .

P.R. #82~-136



DESCRIPTION OF ADMINISTRATION PROPOSALS ON INCREASING THE PUBLIC.
DEBT LIMIT AND DEBT MANAGEMENT

Scheduled for a Public Hearing
Before the
COMMITTEE ON FINANCE
on May 27, 1982

Prepared for the
COMMITTEE ON FINANCE

By the
Staff of the Joint Committee on Taxation
May 26, 1982
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I. SUMMARY -

Public debt limit

The public debt limit presently is $1,079.8 billion through
fiscal ych 1982, i.e., through September 50, 1982, The limit consists
of a $400 billion permanent limit and a $679.8 billion temporary limit
that is in effect through September 1982. . o

The praesent limit will not meet Federal financing requirements
for the rest of this fiscal X-ar. Treasury estimates that its present
debt management program would require enacement of an inoreased debt
limit by the third week in June in order to complete the issue of
new 4-year notes on June 30, In addition, very substantial expenditures
for social sscurity benefit payments, various retirement programs and
payrolls on June 30 and the first three days in July also require timely
action on the debt limit in June,

Savings bond interest rates e

The Second Liberty Bond Act provides that the Secretary of
the Treasury, with the consent of the President, may increase the
maximum interest rate on U.S, savings bonds, Series EE and HH, by
' not more than 1 percentage point in any six-month period, The
Administration last exercised this authority on May 1, 1981, when
the yield on Series EE bonds was increased to 9 percent and the
yleld on Series HH to 8-1/2 percent. .

The Administration has proposed that this limitation be re-
pealed and replaced by a provision that would authorize the
Secretary of the Troasux{ to establish interest rates related to
current market rates of interest. 7Treasury intends to use this
authority to issue a market rate savings bond whose holders would
be guaranteed minimum interest rates that would rise gradually
through the first five years after purchase. Bonds held longer
than $ years would earn interest at a rate equal to 85 percent
of the avo:ngo market yield on S-year Treasury securities, or the.
guaranteed minimum rate, whichever is higher.

Ed

Interest rate on bonds L G
The Secretary of the Treasury may issue to the public up to

$70 billion in bonds, i.e., obligations that mature more than 10

years after the date of issue, that bear an interest rate in excess .

of 4-1/4 percent. Treasury has exhausted the $70 billion authority

for the exception., NoO interest rate limitation has been placed on

obéig:gions with shorter maturities, e.g¢., notes, certificates

an s.

The Administration has proposed :opcai of the 4-1/4 percent
limitation on the rate of interest that may be paid on bonds,



.II, DESCRIPTION OF ADMINISTRATIOK PROPOSALS
A. Increase in the Public Debt

Present law

The. combined permanent and temporary debt limit is $1,079.8 -
billion, which is in effect through.September 30, 1982, This limit
is the combination of the permanent debt limit of $400 billion,
which has no expiration date, and the temporary debt limit of
$679.8 billion, which will expire after September 30, 1982,

Current debt situation’

The outitanding public debt was $1,069.4 billion at the close
of business on May 21, 1982, Treasury estimates that the $10 billion
in unused debt limit will be sufficient for the financing needs of
the Federal Government through most of June 1982, Treasury has
indicated also that the increased debt limit should be passed by

the third week of June, 80 that it may carry out present debt manage-
ment plans to announce, auction and settle by June 30 on an issue

of 4-year notes. ;

Administration proposal

The Administration is requesting that the public debt limit
be increased by $198 billion over the present limit to $1,27S th:ou?h
fiscal year 1983, This level is consistent with the Administration's
estimate of & 81,265 billion debt through fiscal year 1983, which
was estimated for the April revision of the budget; $1,131.8 billien
was the estimate of the level at the end of fiscal year 1982.
Treasury has increased the estimate by $10 billion in order to raiss
the level of the operating cash balance from $15 to $20 billion and
to provide a $§3 billion allowance for contingencies. 1In recent
years, the oporaeing cash balance at the end of September has been
greater than $20 billion, and Treasury's request seeks to recognize
that experience in setting the public debt limit, An allowance for
.continzoncio- is needed in recognition of the uncertainties inherent
in making debt limit projections 16 months into the future and the
risks involved in the higher average monthly levels of receipts
and expenditures with current budget totals.

Senate budget resolution

In adoptinz a budget resolution (8. Con. Res, 92) last week,
the Senate specified the appropriate levels of the public debt at
$1,144.2 billion through fiscal year 1982 and $1,292,3 billion
through fiscal year 1983,

96-631 0 - 82 = 2
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B. Rate of Interest Payable on U.S, Savings Bonds

Present law

The Secretary of the Treasury has discretionary authority to
set the rate of interest on savings bonds and savings certificates
within certain statutory limits. The minimum investment yield on
Series EE savings bonds may not be less than 4 percent (annual rate,
compounded semiannually from the date of issuance). There is a
statutory maximum interest rate of 5-1/2 percent,but statutory
exceptions and exercise of administrative discretionary authority have
resulted in the current rates. '

The Secratary, with the approval of the President, may
increase the investment yeild on any U.8. savings bond above the
current rate in any six-month period by no more than 1 percentage
point (annual rate compounded semiannually). The authority to make
such increases enables the Secretary to increase the rate of interest
above the gtatutory limit and to keep the rate competitive with
comparable alternative yields.

Series EE savings bonds now yield 9 percent, compounded semi-
annually, when the bonds are held to maturity, which is an 8 year
period now. The yield on Series HH bonds is 8-1/2 percent. These
bonds have a maturity of 10 years, and the interest is paid semiannually
by check. The Secretary used his discretionary authority to put
these rates into effect on May 1, 1981, He has not exercised this
authoiizy since then. Series EE and HH bonds are not marketable

No person may purchase more than $15,000 in Series EE bonds,
at issue price, in any one year. The limit on purchases of Series HH
bonds is $20,000,

Section 454 of the Internal Revenue Code, rolating to obligations .
issued at discount, provides the authority for defaerral of income

tax on the appreciation accrued annually on a Series EE bond. Section
454 (a) provides that for a taxpayer on the cash accounting method who
holds non-interest bearing-obligations issued at discount and redeemable
for fixed amounts at stated intervals, the increase in value

does not constitute income to him in a taxable year until the bond is
redeamed. The taxpayer may elect to include the increased value in
gross income each year and, once having made such an election;, is bound
by the slection for all subsequent taxable years until the bond is
redeemed., The same privilege is available, in section 454(c), to a
Series E savings bond that has matured and has not been redeemed by

the taxpayer. The privilege has been extended to Series EE bonds
by administrative action. The increase in redemption value is not
inclugiblzdin gross income until the taxable year in which the bond

s redeemed. -



Reasons for the proposal ) : .

The general increase in the structure of intarest rates in
recent years has resulted in a net increase of redemptions over
sales of U.S, savings bonds. 1In the gast 3 years, redemptions
have exceeded sales by more than $285 billion., The Secretary's
discretionary authority to raise the interest rate on savings bonds
was used last on May 1, 1981, to raise the rates on Series EE bonds
to 9 percent and to 8-1/2 percent on Series HH bonds.

- Treasury did not use its authority to increase the rate on
Series EE bonds to 10 percent on November 1, 1981, and it announced
then that it would seek legislation to permit va:ying the savings
bond rate with current market rates, The Secretary has stated that
increasing the savings bond rate might reduce the net redempiions,
but it is an expensive alternativd in the long run, if market
interest rates declined. Therefore, the Administration has decided
t0 seek discretionary authority to increase or decrease savings
bonds interest rates as comparable market rates change.

Explanation of Administration's proposed legislation

The Administration proposal would authorize the Secretary,

with the approval of the President, to issue U.S. savings bonds
that could assure long-term savers that the rate on savings bonds
would continue to be competitive with current market rates. The
gropoual is that people holding either new or old bonds for at least

years from the beginning of the new program will be assured that the
return will be no less than 85 gorc.nt of the average return on S-year
Treasury marketables during their holding period. They also will
be guaranteed a minimum rate, so that they will receive 8% percent
of the average market yleld on S-year Treasury securities over the
holding period, or the guaranteed minimum rate, whichever is higher.

The rate paid on savings bonds would be less than the marketable
rate for several reasons; (1) savings bonds .are available in smaller
minimum denominations than Treasury marketable debt issues and
therefore entail higher administrative costs:; (2) savings bonds have
tax deferxal advantages which increase their effective yield after,
taxes (relative to marketable securities); and (3) savings bonds
are redeemable at par, thereby eliminating the risk of market value
depreciation inherent in ownership of marketable Treasury notes. On
this basis, a rate on savings bonds equal to 85 percent of the rate
on marketable Treasury five-year notes is considered to be a fair
rate of return. The amount of savings bonds outstanding would
continue to be included within the limit established by the Congrass
for the public debt. Proceeds from the issue of savings bonds would
continue to be available~-just as the frocoodn from other obligationsg--
to meet public expenditures and to retire outstanding obligations of
the United States.



The Secretary would be authorized to promulgate regulatigons
" that would allow savings bonds owners to retain bonds for any
pericd beyond original maturity and to continue to earn interest
during the period the bond is held. In addition, the yield on:
savings bonds could be increased for the periocd remaining to
maturity or during the period of extended maturity, or the yield
could be changed for any new extension period.

staff analysis

Treasury p.oposes that the Secretary be given authority to
establish a market~related interest rate for savings bonds.

The new seryings bonds would continue to have a guaranteed

~minimum intexest rate which would rise through the first 5 years
after purchase to the market-related yield or the guaranteed

minimum {icld. The maximum rate of interest would be paid on savings
bonds held for 3 years or longer and would be no less than 85 percent
of the average return on S-year Treasury marketable securities during
the holding period. People who would hold either new or old bonds
for at least S Ioarl from the beginning of the program would be
assured or receiving the higher of 85 percent of this average market
rate of interest or s quaranteed minimum rate of interest beginning
in the sixth year, Bonds held beyond the stated maturitz period

that otherwise meet requirements would continue to be eligible for
the greater of 85 percent of the market rate or a guaranteed minimum
rate of interest. New issues of Series EE bonds would receive yields
related to current market rates of interest.

A small investor, i.e., one who could not invest $1,000 at once,
could f£ind the Series EE bond attractive. This investor has an
alternative in a passbqok account with a saving and loan presently
yielding 8.3 pearcent (9.25 percent at a commercial bank). Income
tax would be' payable on the interest earnings, but the after-tax
yield could remain in the account and accrue the benefits of come
pounding. Commezcial banks and savings and loan associations now
offer a considerable variety of savings instruments with different
{&0143, maturities and minimum investment requirements. The deregu-

ation of banks, as presently scheduled during the next four vears,
should improve their ability to compete for and hold deposits.
Savers in the future will have more savings instruments to select
from to satisfy their own requirements.. v

The proposed savings bond would bo attractive to these savers
if the after~tax yield at the time of redemption is greater than the
alternative private yields. The financial benefits of the zavings
bonds are the deferral of tax on the compounded yield while the bond
is outstanding and the potential that the average yield during these
years produces a greater after-tax yield than the same small saver
could get from his alternatives,

/



C. 4-1/4 Percent Limit on Interest Rate on Bonds
Present law - ' ' ' ' :

Bonds are U.S, obligations that have a maturity when issued
that is longer than 10 years. The rate of interest that may be paid
on a bond may not exceed 4-1/4 percent, except that up to $70 billion in
outstanding bonds with rates of interest above 4-1/4 parcent may be
held by the public. The exception for a specified amount of bondge«
inieil{ly $10 billion~-~was enacted in 1971, and it applied to all
bonds with rates abhove the ceiling. An amendment in 1973 applied
"the $10 billion limitation only to bonds held by the public.: The
last increase in the limit was enacted in October 1980, and it
raised the limit to $70 billion.

Reasons for the proposed legislation .

The 4-1/4 percent interest rate celling has been substantially
below current market rates since the mid-1960's. The most recent
bond auction, in February 1982, required an interest coupon of 14
percent. Treasury believes that thare is no prospect in the forseeahle
future that bond market rates will fall to 4~-1/4 percent.

Treasury has exhausted its $70 billion authority to issue long-
term bonds and was forced to cancel its regular quarterly issues
of 20-year bonds in April and 30-year bonds in May. Treasury believes
it must continue to issue bonds to maintain a presence in all"
maturity sectors of the bond market and to resist shortening the
maturity of the public debt. About half of the privately held
marketablea debt matures in one year and two~-thirds within 2 years.
The average maturity was 4 years and one month at the end of February

Interruption of Treasury's quarterly bond cycle may also disrupt
the bond market. Disruption would occur because of market uncez-
tainty about Treasury plans and how to allocate investable funds .
among private and public issues and among different maturities, In
addition, Treasury believes that maintaining a stable bond market
reduces borrowing costs in the long run, even though the interest
rate when & bond is issued may be high in terms of historical
patterns, DBonds issued at high interest rates lock=-in the Treasury
to pay those rates until the bonds are redesmed, more than 10 years
after the issue date.

Explanation of the Administration proposal

The proposal would repeal the provision in the Second Liberty
Bond Act (3l U.S.C, 7%2) that limits the rate of interaest on Unitad
States 3onds to 4~1/4 percent.




10

In addition, as a conforming amendment, the proposal would
repeal the exception to the 4-1/4 percent ceiling that now limits
the amounts that may be issued at rates above 4-1/4 percent and held
by the public to $70 billion.

As a result,. the Treasury would be able to issue bonds at the
prevailing market rate, in amounts the market could absorb, and as
frequently as the Secretary determines to be appropriate.

gstaff analysis

Between World War II and the beginning of the 1970's, there was
a steady shortening of the maturit{ structure of the Federal debt,
In 1946, the average maturity of the deht was 9 years, and by 1976
it had shrunk to 2-1/2 years. This trend was partly a result of.
statutory limitations on the issuance of 'long-term debt by the
Treasury and partly a result of small increases in the debt outstuading
in the market during most of this period. 8ince the mid~1970's, the
Treagury has succeeded in increasing the average maturity to 4 years.
The Treasury proposal to remove the statutory cap on long-term bond
issues is needed to enable Treasury to continue with the policy.

Arquments for lengthening the maturity of the Federal debt,--

s O ] P rthe q q maturity
of the Federal debt argue that securities with longer maturities are
cheaper for the government in the sense that they will involve lower
administrative costs., Because the government must come to the
market less frczuanely when it issues longer-term debt, there is less
risk of disrupting private securities markets. They also argue that,
in view of the large federal deficits which are forecast, Treasury
must offer as wide a range of maturities as possible in order to
market successfully its huge volume of debt.

It is also contended that Trsasury's continuing to issue long~
term bonds also helps other sectors of the money market. The prices
on actively traded Treasury issues are used as benchmarks in pricing

rivate bond issues, thereby reducing risks to underwriters of those
ssues. Treasury bond issues also support options and futures
markets which are used by portfolioc managers to hedge risks.

Ar ents against lengthening the maturity on the Federal
debt.--in%orolt rates typically are higher on fong—Eorm bonds than on
short-term securities, in which case long-term bonds will involve
higher outlays for interest. The risk of locking Treasury into a
costly interest burden is considered by some analysts to be espec-
ially great today, when interest rates embody a-sizable inflation
premium and when the government itself is predicting substantial
declines in interest rates.
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Furthermore, there is currently a shortage of lenders wi;ling
to commit funds at fixed interest rates for long periods of time.
When the Federal Government issuss long-term bonds, it tends to
crowd other horrowers out of the long-term market. This could
have the effect of reducing mortgage lending and of forcing cor-
porations to borrow short-term more than they otherwise would prefer,
which increases the risk that they will run into financial difficulties.
Some also contend that it is inconsistent for the government to enact
credit or subsidy programs to encourage lenders to commit funds to
the mortgage market and, at the same time, to crowd those same
borrowers out of the long-term market with Treasury bond issues.

Possible alternatives to long-term bond issues.-+~Several
alternatives have been suggested to Treasury issuance of more
long~-term bonds. These might give Treasury some of the advantages
of long-term financing without the ill-effects of fixed-rate
long=-term bonds. One possibility would be for Treasury to issue
a long~-term bond with a floating interest rate. Another would be
for Treasury to issue a bond whose interest and principal payments
were indexed to inflation.

The issuing of these kinds of obligations also wodld require
rapeal of the present 4-1/4 percent interest rate ceiling.

The average maturity of the debt could be increased by issuing
notes with maturities of 5 to 10 years. There is no interest ratse
limitation on obligations which are scheduled to mature within 10
years of the issue data.
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STATEMENT OF SENATOR DOLE

THe PueLic DeBT LimiT

MR,.CHAIRMAN4-

I KHOW THAT CONDUCTING THIS MORNING'S HEARING.IS NOT ONE
OF THE MOST PLEASANT TASKS YOU FACE -AS CHAIRMAN OF THE
SUBCOMMITTEE ON'TAXATION AND DEBT MANAGEMENT., EVERY TIME We
LOOK AT THE ISSUE OF THE DEBT CEILING WE HOPE' IT WILL GO AWAY
FOR GOOD, OR AT LEAST FOR.A YEAR OR SO." .LATELY WE HAVEN'T
BEEN ABLE TO AVOID THE ISSUE FOR EVEN A FULL YEAR,

~ NEVERTHELESS, THIS IS A MATTER WE HAVE TO.ADDRESS, AND IT
1S SOMETHING WE HAVE BEEN EXPECTING FOR. QUITE SOME TIME. ] AM
GLAD THAT YOU HAVE BEEN ABLE TO SCHEDULE THIS HEARING TO REVIEW ~
THE ADMINISTRATION'S REGUEST FOR A DEBT CEILING .INCREASE, SO
THAT WE CAN CLEAR THE WAY FOR PROMPT. ACTION AND. GET ON WITH -
THE DIFFICULT BUSINESS THAT AWAITS US ON ISSUES OF TAXES AND
SPENDING,

THE CEILING ON THE PUBLIC DEBT NOW STANDS AT $1,079.8 BILLION,
THAT CEILING IS LEGALLY VALID THROUGH SEPTEMBER 30, 1982, BuT
AS 1 UNDERSTAND IT THE TREASURY DEPARTMENT IS HERE TO ADVISE US
THAT THE CEILING PROBABLY WILL BE BREACHED UNLESS WE ACT TO
INCREASE IT BY THE THIRD WEEK IN JUNE--LESS THAN A MONTH FROM NOW.
IT 1S WORTH RECALLING THAT THE PRESENT DEBT LIMIT WAS APPROVED
BY CONGRESS' AS RECENTLY AS LAST SEPTEMBER--AND IT WAS A TOUGH
BATTLE TO GET CONGRESS TO. AGREE TO A CEILING THAT EXCEEDS $1 TRILLION,
THESE INCREASES DO NOT. GET ANY EASIER TO APPROVE AS-TIME GOES
ON AND THE OUTSTANDING Fensnét DEBT CONTINUES TO MOUNT.
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g RO

MR. CHAIRMAN, WE ALL UNDERSTAND THAT A YOTE ON THE DEBT
CEILING IS SIMPLY A VOTE TO ALLOW THE GOVERNMENT TO GO ON
FINANCING THE OBLIGATIONS IT HAS ALREADY INCURRED-~OBLIGATIONS
INCURRED WITH THE APPROYAL™OF THE CONGRESS. IN FACT, ALL..'WE
ARE BEING ASKED TO DO 1S RATIFY THE CONSEQUENCES OF OUR OWN
ACTIONS IN VOTING FOR SPENDING PROGRAMS AND AUTHORIZING
OFF-BUDGET FINANCING THAT CONTINUES TO ADD TO THE DEBT. WE
DO HAVE AN OBLIGATION TO BE CANDID ABOUT THIS,

NEVERTHELESS, MANY MEMBERS ARE FINDING IT INCREASINGLY
DIFFICULT TO VOTE FOR A PERPETUAL ROUND OF DEBT CEILING
INCREASES, THAT IS PARTLY BECAUSE EACH TIME AROUND WE ARE
PROMISED THAT THE SITUATION IS IMPROVING, AND THAT THE RATE
OF INCREASE IN THE PUBLIC DEBT WILL SLOW DOWN, AND THAT WE
" WILL GET THE BUDGET INTO BALANCE. IT JUST DOESN'T- HAPPEN,
WHETHER BECAUSE CONGRESS DOESN'T COOPERATE, OR BECAUSE THE
ECONOMY DOESN'T RESPOND AS WAS HOPED, AS IS THE CASE RIGHT
NOW, - :

Time 10 Foriow THROUGH
I WILL SUPPORT AN INCREASE.-IN THE DEBT CEILING, AND I
WILL URGE MY COLLEAGUES TO DO LIKEWISE, BECAUSE I BELIEVE IT
1S IN THE INTEREST OF. SOUND FINANCIAL MANAGEMENT TO DO SO.
1 Do NOT WANT To SEE THE U.S. GOVERNMENT DEFAULT ON ITS
OBLIGATIONS, AND 1 DO NOT WANT TO SEE GOVERNMENT ACTIVITIES OR
PAYMENT OF GOVERNMENT OBLIGATIONS IMPEDED JUST BECAUSE OF THE

96-631 0 ~ 82 ~ 3
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DEBT CEILING ISSUE. NEVERTHELESS, IT IS CLEARLY TIME TO DO
MORE THAN PROMISE IMPROVEMENTS IN OUR FISCAL MANAGEMENT-~IT 1S
TIME TO GUARANTEE THEM. THAT 1S WHY | HAVE SUGGESTED THAT IT
MEASURES, ON BOTH THE SPENDING AND TAX SIDE, AS PART OF A
PACKAGE TO WIN APPROVAL OF A DEBT-CEILING INCREASE. AT SOME
POINT WE HAVE TO TAKE FIRM AND UNEQUIVOCAL ACTION.TO CONVINCE
THE AMERICAN PEOPLE OF THE SERIOUSNESS OF THIS PROCESS. I HOPE
THAT ACTION COMES SOONER RATHER THAN LATER, AND THAT WE WILL
PUT PARTISAN CONCERNS ASIDE TO GET THE JOB DONE.

e,

THE ADMINISTRATION IS ALSO REQUESTING LEGISLATIVE AUTHORITY
TO ISSUE MORE LONG-TERM DEBT AND TO ISSUE A FLOATING-RATE SAVINGS
BOND, | KNOW THAT SOME MEMBERS HAVE A CONCERN THAT AN . INCREASE
IN LONG-TERM TREASURY DEBT COULD PUT FURTHER PRESSURE ON THE
BOND MARKETS, AT THE SAME TIME, | APPRECIATE THE FACT THAT
THE TREASURY HAS WORKED UP A CONSISTENT PLAN, OVER SEVERAL
ADMINISTRATIONS, TO BALANCE OUT THE MATURITIES OF THE DEBT IT
1SSUES, THOSE ARE FACTORS WE WILL HAVE TO WEIGH IN CONSIDERING
THIS REQUEST AND DETERMINING HOW BEST TO ENSURE THAT THE
FINANCING OPERATIONS OF THE FEDERAL. GOYERNMENT ARE STEADY,
CONSISTENT, AND PREDICTABLE.

I AM. GLAD WE HAYE ASSISTANT SECRETARY RoGer W, MEHLE
WITH US THIS MORNING, AND | LOOK FORWARD TO HEARING HIS COMMENTS
ABOUT THE REQUESTS HE 1S PUTTING BEFORE US THIS MORNING,
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Senator PACKwoob. We are gathered here today to perform the
dreary but essential task of uniting the debt ceiling with the
budget, more or less. We go through this about once every 6
months.

I'll miake the same statement I have made before. As far as I'm

- concerned, raising the debt ceiling is simply admlttmg-—-Harry, I
think, would call it “failure”’; I'll simply say “fate’’—simply admlt-
ting that we are going to borrow to pay for the items that we’ve
said we are going to spend for.

You have no choice. If you are going to go ahead and have the
budgets we have and the deficits we have and make the promises
we make, we have no choice but to borrow the money if we are not
going to raise it by taxes. And we now find ourselves in that dreary
situation again.

_ So the hearing this morning is principally—although there are
other issues—for the extension of the debt limit.

Senator Byrd?

Senator Byrp. Thank you, Mr. Chairman.

b 11}'Ir Secretary, you seek, as I understand it, an increase of $195
illion.

Senator Packwoop. Harry, why don’t you give an opening state-
ment, if you have one; then let him make._his statement, because
he hasn't said anything yet.

Senator Byrp. Oh. Very good.

Senator PAckwoop. I don’t know if you have an opening state-
ment or not. .

Senator Byrp. I won’t have an opening statement. I will go into
questioning after he reads his testimony.

Senator Packwoobp. Mr. Secretary, we will put your entire state-
ment in the record as given, so you won’t have to read it en toto.
The floor is yours.

STATEMENT OF HON. ROGER W. MEHLE, ASSISTANT SECRETARY
OF THE TREASURY (DOMESTIC FINANCE), WASHINGTON, D.C. _

Secretary MEHLE. Thank you, Mr. Chairman.

My purpose here today, Mr. Chairman and members of the sub-
committee, is to advise you of the need for congressional action to
increase the public debt limit and to repeal the interest rate ceil-
ings on savings bonds and on Treasury marketable bonds. I will,
with your permission, summarize my testimony and submit the full
text for the record.

The present ternporary debt limit of $1,079.8 billion will expire
on September 30, 1982, and the debt limit will then revert to the
permanent celhng of $4OO billion. Based on the Office of Manage-
ment and Budget’s April estimates of fiscal years 1982 and 1983
budget deficits of $100.5 and $101.9 billion, respectively, and other
transactions affecting debt subject to limit, the amount of debt sub-
ject to limit outstanding on September 30 1983, will total $1,270
billion, assuming a $20 billion cash balance on that date. Given
this projected debt level and allowing a $5 billion margin for con-
tingencies, we now recommend and request that the debt limit be
increased to $1,275 billion through September 30, 1988.
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We recognize that Congress has not yet completed action on the
first budget resolution for fiscal year 1g83 and that that resolution
may contain a different debt limit figure for fiscal year 1983. We do
expect, however, that, given the efforts in Congress to develop a
budget with a deficit close to $100 billion, any resultant debt sub-
ject to limit amount will be in the same order of magnitude as the
amount we are requesting. In that regard, we urge that any budget
resolution debt limit figure incorporate our recommended $5 billion
margin for contingencies and our assumption that the cash balance
at the end of fiscal year 1983 will be $20 billion.

As to the timing of congressional action on the debt limit bill,
our current estimates indicate that final action on the bill will be
needed by the third week of June. This will give the Treasury suffi-
cient time to auction a new 4-year note for subsequent issuance on
June 30 to refund maturing securities and to raise the new cash
needed at that time. The issuance of the 4-year note will cause the
debt subject to limit to rise above the present statutory ceiling of
$1,079.8 billion. Treasury’s earlier projection that action would be
needed late in May has been changed due to slightly lower esti-
mates of our borrowing needs through early June because of a com-
bination of higher receipts and lower outlays.

Timely action on the debt ceiling is required to avoid a repetition
of past dislocations which have hampered Treasury financing oper-
ations. In recent years delays in action on the debt limit have gen-
erated market uncertainty about Treasury financing schedules, and
on several occasions emergenczomeasures have been undertaken in-
cluding suspension of savings bonds sales, cancellation of scheduled
securities auctions, and failure to invest trust funds fully. A point
may be reached at which the President must consider which obliga-
tions should be paid—social security checks, J)ayroll checks, unem-
ployment checks, defense contracts—or indeed whether for the first
time in its history the-United States will default on its securities. I
hope we can avoid such problems this year.

o summarize our debt limit request, Mr. Chairman, we urge
that legislation be enacted promptly to provide the requested
amount of increase in the debt limit to $1,275 billion, to be effec:
tiis;rsesupon the date of enactment and through the end of fiscal year

I would like to turn now to our proposal to repeal the interest
rate ceiling on savings bonds. For most of the past 45 years the sav-
ings bond program has been a relatively stable source of fiinds, fi-
nancing ‘a significant portion of the public debt. The program
broadens the market for Government securities, and the cash
raised by savings bonds reduces the amount of borrowing that the
Treasury must undertake on a competitive basis in the open
market. The relatively long maturity of savings bonds helps with
Treasury’s current objective of achieving a better maturity struc-
ture for the public debt. Also, savings bonds have proved to be a
cost-effective means of financing the debt with ultimate savings to
the American taxpayer. : 2

The program %enerally has ‘been popular with the American
people. It has helped instill- a habit of thrift among small savers,
and it has received broad su¥port from leaders of industry and fi-
nance. Yet, the future role of the savings bond program in financ- -
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ing the public debt will depend primarily on the interest rate on
savings bonds relative to rates on competing instruments. ‘

‘Legislation enacted in October 1980 authorized Treasury to in-
crease the interest rate on savings bonds by up to 1 percent during
any 6-month period. Accordingly, Treasurg increased the maximum
rate on savings bonds from 7 percent to 8 percent on November 1,
1980, and to 9 percent on May 1, 1981. Yet the maximum rate in-
creases permitted under existing law have not been sufficient to
stem the savings bond cash drain from the Treasury, because of
higher interest rates available from other market instruments. The
resulting cash drain from the savings bond program, over. $28 bil-.
lion since 1978, must be financed by other more expensive Treasury
borrowing; namely, the issuance of additional marketable securities
at interest rates higher than the savings bond rate.

To stem the cash drain, Treasury must assure savings bonds in-
vestors that they will receive a fair rate of return throughout their
holding period. Thus, Treasury-must be able to promise the small
ga:eer ttlat the rate on savings bonds will vary with market rates of
interest. ' . :

The need is for a savings bond rate that automatically increases
and decreases with market rates, and that is what we propose.
Simply-stated, the major change will be that people holding either
new or.old bonds for at least 5 years from the giennin of the new
program will be assured that their return will be no less than 85
percent of the average return on 5-year Treasury marketables
during their holding period. They-will also be guaranteed a mini-
mum rate; so they will receive 85 percent of the average market
yield on 5-year Treasury securities over the holding period or a
guaranteed minimum rate, whichever is greater. Five-year Treas-
ury marketable securities currently are yielding about 13% per-
cent. If this rate prevailed over the holding period, the savings
bond rate would be about 11.7 percent. -

A healthy savings bond program is not only good for small
savers, it is good for the Treasury as well. Even at the higher
market-related rates we propose to pay to savings bond holders, the
cost to the Treasury will be less.than the alternative cost of financ- -
ing this debt on the open market. Thus, the longer we delay the
introduction of the new variable rate savings bond, the greater the
cost of financing the debt. - .

Finally, I would like to discuss our proposal to repeal the interest
ceiling on marketable Treasury bonds. -

The maximum interest rate that the Treasury may pay on mar-
ketable bonds has long been limited by law to 4% percent. This
limit did not become a serious obstacle to Treasury issues of new
bonds until the midsixties. At that time market rates of interest
rose above 4% percent, and the Treasury was precluded from issu-
ing new bonds. The average length of the privately held marketa-
ble debt of the Treasury declined steadily from 5% years in mid-
1965 to about 2 Y2 years in 1975, because of the heavy reliance b,
the Treasury on short-term bill financing of the large budget defi-
cits during this period. . :

Today the 4Y%-percent ceiling applies only to Treasury issues
with maturities in excess of 10 years, and certain amounts such as
bonds held by the Federal Reserve and Government accounts have
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been exempted from this ceilinf. In 1971, Congress authorized the
Treasury to issue up to $10 billion of bonds without regard to the
4Y4-percent ceilinf. In 1973 Congress relaxed the $10 billion limit
by applying it only to private holdings. The dollar limit since has
been increased from time to time, most recently on October 3, 1980,
when the limit was raised to $70 billion. 4

Since 1975, the Treasury’s debt-extension policies have moved
the average length of the marketable debt from 2 years and 5
months in January 1976 to 4 years in March 1982, thus reducing
the administrative burden and the market-disrupting effect of fre-

uent Treasury operations to refund maturing issues. Yet, while
the Treasury has significantly improved the maturity structure of
the debt in recent years, almost one-half of outstanding marketable
debt matures within 1 year. This refunding need must be added to
Treasury’s new cash-borrowing requirement to determine gross
Treasury issuance in the market. Because of the short average ma-
turity of outstanding Treasury debt, long bond issuance must
remain an integral part of Treasury’s debt management policy.

Some observers have suggested that Treasury should avoid the
sale of long-term securities when interest rates are “high”, in order
to avoid locking in high interest costs. However, any definition of
“high” interest rates is extremely subjective and carries with it an
implicit forecast of future interest rates. If Treasury ‘“temporarily”
withdrew from the bond market because it felt rates were “high”,
market reaction to reentry in the long market could well be that
rates were ‘“low.” Thus, reentry could be interpreted as a Govern-
ment forecast of higher rates in the future. Management of the
debt based on interest rate forecasts could create tremendous un-
certainty as to Treasury’s financing schedule, and over the long
run would result in higher costs to the Government by reducing
the market’s willingness to bid in auctions. Therefore, a consistent
policy of debt issuance across the maturity spectrum must be main-
tained without regard to expected interest rate developments. -

At this point I would like to note that market uncertainty has
recently arisen because of congressional inaction on Treasury’s re-
quest to repeal the 4%-percent ceiling on long bonds. As mentioned
earlier, the face amount of Treasury bonds held by the public with
interest rates in excess of 4% percent may not exceed $70 billion.
Treasury has exhausted this authority. Unless Congress repeals the
4Y4-percent ceiling or grants additional issuing authority, no more
bonds may be sold. In fact, Treasury was forced to cancel its regu-
lar auctions of 20-year bonds in March, and 30-year bonds in April,
and will be forced to consider the same thing with respect to a 20-
year issuance of bonds in June of this year. These cancellations are
the result of congressional inaction. Inability to sell these securities
has created dislocations in the market and has raised questions
about the Treasury’s ability to carry out predictable, prudent debt .
management policies. I urge Congress to expedite the long-bond au-
thority legislation so that this uncertainty can be resolved.

In conclusion, Mr. Chairman, we face large borrowing require-
ments over the foreseeable future. This administration abhors in-
terest rate ceilings as ineffective attempts to control prices, and in-
compatible with our commitment to a free-market pricing system.
We view the interest rate ceilings on savings bonds and marketable
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bonds as anachronismg which serve only to frustrate the efficient
management of the public debt. A viable and modern savings bond
program and removal of the 4Yi-percent ceiling on Treasury mar-
ketable bonds will help the Treasury meet these financing needs in
an efficient, cost-effective manner. Interest on the public debt is es-
timated to total a record $116 billion in fiscal year 1982. We must
make every effort to reduce this staggering cost to the taxpayer.
Especially at this time of severe budget:stringency, we must not
add to our budget costs by mismanaging the public debt.

That concludes my oral statement, Mr. Chairman. I w111 be
happy to respond to your questions.

[The prepared statement follows:]
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STATEMENT OF THE HONORABLE ROGER W. MEHLE
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BEPORE THE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
OF THE SENATE COMMITTEE ON FPINANCE

Mr. Chairman and He;bers of the Committees

My purpose here today is to advise you of the need for
Congressional action to increase the public debt limit and to
repeal the interest rate ceilings on savings bonds and on Treauuéy
marketable bonds.
Debt Limit

The presant temporary debt limit of $1,079.8 billion will
expire on September 30, 1982, and the debt limit will then revert
to the permanent ceiling of $400 billion. Based on the Office of
Management and Budget's Ap:jl'cscinates of FY 1982 and PY 1983
budget deficits of $100.5 billion and $101.9 billion, ronpoctively,ﬁ
and other transactions affecting ddbt subject to limit, the amount
of debt subject to limit outstanding on September 30, 1983 will
total $1,270 billion, assuming a $20 billion cash balance on that
date. Given this projected debt lyvel, and allowiﬁg a $5 billion
na;gin for contin;encies, we now quomnend and requosp that the debt
limit be increased to $1,275 billion ghrough September 30, 1983,

R-806 -
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We recognize that Congress has not yet completed action
on the firs:: budge®: resolution for PY 1983 and that that resolution
may contain a different debt limit figure for FY 1983. We do
expect however that, given the efforts in Congress to develop
" & 1983 budget with a deficit close to $100 billion, any resultant
debt subject to limit amount will be in the same order of
magnitude as the amount ve are requesting. 1In that regard
we urge that any budget resolution debt limit figure incorporate
our recommended $5 billion margin for contingencies and our
assumption that the cash balance at the end of FY 1983 will be
$20 billion.

As to the timing of Congressional action on the debt limit
bill, our current estimates indicate that final action on the
bill will be needed by the third week of June. This will give
the Treasury sufficient time to auction a new 4-year note for
subsequent issuance on &dne 30 to refund maturing securities
and to raise the new cash needed at that time. The issuance
of the 4-year note will cause the debt subject to limit to
rise above the present statutory ceiling of 31,079;8 billion.
Treasury's earlier projection that action would be needed late
in May has been changed due to a slightly lower estimate of
our borrowing needs through early June because of a combination -
of higher receipts and lower outlays. -

Timely action on the debt ceiling is required to avoid a
repetition of past dislocations which have hampered Treasury -

financing operations. 1In recent years, delays in action on

.

96-631 0 - 82 - 4
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the debt limit have generated market uncertainty about Treasury
financing schedules and on several occasions emergency measures
have been undertaken, including suspension of savings bond
sales, cancellation of ascheduled security auctions and failure
-to fully invest trust funds. A point may be reached at which
the President must consider which obligations should be paid --
social security checks, payroll checks, unemployment checks,
defense contracél -~ or, indeed, whether, for the first time
in history, the United States will default on its securities.
I hope we can avoid such problems this year.

Separate legislation for a statutory debt limit has not been
.. an effective way for Congress to éontrol the debt. The increase
in the debt each year is simply the result of earlier decisions
by Congress on the amounts of Pederal spending and taxation.
Consequently, the only way to control the debt is through firm
control over the Federa. budget. In this regard, the Congressional
Budget Act of 1974 greatly improved Congressional budget procedures
and provided a more effective means of controlling the debt.
That Act requires Congressional concurrent resolutions on the
appropriate levels of budget outlays, receipts, and public debt.
This maw budget process thus assures that Congress will face up
each year to the public debt Zonsequences of its decisions on
taxes and expenditures.

The debt limit act of September 29, 1979, also amended the
rules of the House of Representatives to tie the establishment

of the debt limit to the Congressional budget process. Under
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the new House rules, upon adoption by the Congress of a budget
resolution, the vote by which the House adopts the budget
resolution is deemed to be a vote in favor of a joint resolution
changing the statutory debt limit to the amount specified in the
budgoe'telolution. The joint resolution on the debt limit is

then transmitted to the Senate for further legislative action.

No comparable procedure exists in the Senate. The Senate must
still Qctc twice on the debt limit figure, in the budget resolution
and in the separate debt limit bill.

To summarize our debt limit request, Mr. Chairman, we urge
that legislation be enacted promptly to provide the requested
amount of increase in the debt ‘limit to $1,275 billion, to be
effective upon the date of enactment and through the end of FY 1983.
Savings bonds ‘

I would like to turn now to our proposal to ropeil the’
interest rate ceiling on savings bonds. Por most of the past
forty-tive ychrs, the savings bonds program has been a relatively
stable source of funds, financing a significant portion of the
public debt. The proqrun broadens the market for Government
securities, and the cash raised bf savings bonds reduces the
amount of borrowing that the Treasury must undertake on a competitive
basis in the open market. The relatively long maturity of savings
bonds helps with Treasury's current objective of achieving a
better maturity ltiucturo of the public debt. Also, savings
bonds have proved to be a cost—of!kctivo means of financing the

debt, with ultimate savings to the American taxpayer.
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The program generally has been popular with the American .
people, has helped instill a habiﬁ of thrift among small savers,
and has received broad support from leaders of industry and finance.
Yet the future role of the savings bonds program in financing the
public debt will depend primarily on the interest rate on savings
bonds relative to rates on competing instruments. ‘

. Legislation enacted in October 1980 authorized Treasury to
increase the interest rate on sabinéu bonds by up to one percent
during any six-month period. Accordingly, Treasury increased

the maximum rate on savings bonds from 7 percent to 8 porcint on
November 1, 1980 and to 9 percent on May 1, 198l. Yet the maximum
rate increases permitted under existing law have not been sufficient
to stem the savings bcnd'cash drain from the Treasury, because of
higher interest rates available from other market instruments.-
Savings bond redemptions exceeded sales by over $5 billion in
1979, over $il billion in 1980, nearly $9 billion in 1981, and

.by $2-1/2 billion in the first 4 months of 1982 (See Chart 1).

This substantial cash drain from the savings bond program -~
over $28 billion since 1978 -~ must be financed by other, more
expensive, Treasury borrowing, namely the issuance of additional
marketable securities at interest rates much higher than the
savings bond rate. Interest rates on Treasury marketable inter-
mediate notes are currently afound 13-3/4 percent, compared to
the current gParanteed rate of 9 percent paid to s.ri@n EE bond

holders after 8 years. -
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Td stem the cash drain, Treasury must assure.savings bond
investors that they will receive a fair rate of return throughout
their holding period. Thus Treasury must be able to promise the
small saver that the rate on savings bonds will vary with market
rates of interest. Large investors can achieve this assurance
through investment in short-term Treasury bills. '

The alternative of raising the savings bond rate to, iay.

10 percent now and possibly a higher rate later, un&ir existing
legislation, was rejected by Treasury. While such rate increases
might over time reduce the savings bond cash drain, they would be
relatively expensive over the long run if market rates of interest
dcciincd. In this regard, savings bonds differ from long-term
marketable debt. Holders of marketable securities do not have the
option of redesming their securities at par, and thus bear market
risk not borne by savings bond investors. Also, there is no way
under existing legislation that Treasury could assure long=term
savers that the rate on savings bonds would continue to be competi~
tive with current market rates. The need is for a savings bond

rate that automatically increases, and decreases, with market rates,
aﬁd that is what we propose. Simply stated, the major change wi;l
be that people holding either new or old bonds for at least 5 years
from the beginning of the new program will be assured that their
return will be no less than 85 percent of the average return on S~year
Treasury marketables duting their holding period. They will also

be guaranteed a minimum rate; so they vil} receive 65 percent of the

average market yield on 5-year Treasury securities over the holdinq
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period, or the guaranteed minimum rate, whichever is higher. Five~
year Treasury narketable securities currently are yielding about
13-3/4 percent. ' If this rate prevailed over the holding period, the
savings bond rate would be about 1ll.7 percent.

The rate paid on savings bonds must be less than the marketable
rate for several reasons: (1) savings bonds are avaiiaﬁlo in smaller
minimum donouinationi.and therafore entail higher aduinistrativo
costs; (2) savings bonds have tax deferral advantages which increase -
their effective yield after taxes (relative to marketable securities);
and (3) savings bonds are redeemable at par, thereby eliminating the
risk of market value depreciation inherent in ownership of marketable
Treasury notes, On this basis, a rate on savings bonds equal to
85 percent of -the rate on marketable Treasury five-year notes is a
fair rate of :oeurn.:

A healthy savingi bonds program is not only good for small
gavers it is good for the Treasury too. Even at the higher market-
related rates we propose to pay to savings bond holders the costs
to the Treasury will be less than the alternative cost of financing
this debt in ghc open market, Thus the longer we delay the
introduction of the new variable rate savings bond the greater
the cost of financing Ehé debt.

Long-Term Bonds
Pinally, I would like to discuss our proposal to repeal the

interest ceiling on marketable Treasury bonds.
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The maximum interest ‘tate that the Treasury may pay on market-
able bonds has long been limited by law to 4-1/4 pétccnt. This
limit did not become a serious obstacle to Treasury issues of new
bonds until the mid-1960's. At that tim; market rates of interest
rose above 4-1/4 percent and the Treasury was precluded from issuing
nc; bonds. The average length of the privately-held marketable debt
of the Treasury declined steadily from 5-3/4 years in mid-1965 to
about 2-1/2 years in 1975, because of the heavy reliance by the
Treasury on short-term bill financing of the large budget deficits
during this period (See Chart 2).

Congress first granted relief from the 4-1/4 percent ceiling
in 1967 when it redefined:‘frbm 5 to 7 years, the maximum maturity
of Treasury notes. Since Treasury note issues are not subject to
the 4-1/4 percent ceiling on bonds, this permitted the Treasury to
issue securities in the 5 to 7 year maéurity araea without regard to
the interest rate ceiling. 1In the debt limit act of March 15, 1976,
the maximum maturity on Treasury notes was increased from 7 to 10
years., Today, therefore, the 4;1/4 percent ceiling applies only to
Treasury issues with maturitieas in excess-of 10 years, and certaid~

ahounts, such as bonds held by the Federal Reserve and Government

~e

accounts, have been exempted f£rom this ceiling. 1In 1971, Congress
authorized the Treasury to issue up to $10 billion of bonds without
regard to the 4-1/4 percent ceiling. 1In 1973 Congress relaxed the

$10 billion 1limit by apglying it on;y to private holdings. The dollar
limit since has been increased from time to time, most recently on
October 3, 1980, wheﬂ’Eﬁi:iiﬁfiaias raised to $70 billion to accom~
modate additional long-term financing (See Chart 3).
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Since 197% the Treasury's debt extension policies have moved
the average length of the marketable debt from ﬁ years, 5 months
in January 1976 to 4 years in March 1982, thus reducing the
administrative burden and the na:kce-dii;uptinq effects of frequent
Treasury operations to refund naéu:inq issues. Yet while the

* Treasury has siQniticantly improved the maturity. structure of the
debt in recent years, almost one half of outstanding marketable debt
matures within one year (See Chart 4). This refunding need must
be added eo Treasury's new cash borrowing requirement to determine
gross Treasury issuance in the market. Because of the short average
maturity of outstanding Treasury debt, long boﬁh issuance must
remain an integral part of Trcilury'l debt management policy.

Some observers have suggested that Treasury should avoid the
sale of long~term securities when interest rates are 'hiéh'. in order
to avoid locking in high interest costs. However, any definition °
of "high®" interest rates is extremely subjective and carries with
it an implicit forecast of future interest rates. If Treasury
'tnnporgrily' wiﬁhdrcw from the bond market because it felt rates
wvare "high", market reaction to reentry in the long market could
well be that rates were "low”. Thus reentry could be interpreted
as a Government forecast of higher rates in the future. Management
of the debt based on interest rate forecasts would create tremendous
uncertainty as to Tr;;uuty's financing schedule and, over the.long
run, would result in !’igher costs to the Government by reducing
the market's willingness to bid in auctions. Therefore, a consis-

tent policy of debt issuance across the maturity spectrum must be

maintained without regard to expected interest rate developments.
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I would also note that, because of the large volume of maturing
obliqieionl refinanced each year, interest expense on the public
debt is extremely sensitive to interest rate movements. This adds
volatility to the interest expense component of rqdoral outlays.

As interest rates move up and down, Treasury's interest expense
also rises or falls. g- long as the debt outstanding retains this
short-term character, debt extension must be a part of our debt
operations. .

At this'potnt I would like to note that market uncertainty
has recently arisen bacause of Congressional inaction on Treasury's
request to repeal the 4-1/4 percent ceiling on long bonds. As
mentioned earlier, the face amount of Treasury bonds held by the
public with interest rates in excess of 4-1/4 percent may not exceed
$70 billion. Treasury has exhausted this authority (See Chart 3).
Unless Céﬁgruairropeall the 4-1/4 percent ceiling, or grants addi-
tional issuing authority, no more bonds may be sold. In fact,
Treasury was forced to cancel its regular auctions of 20-year bonds
in March and 30-year bonds in April. These cancellations are a
result of Congressional inaction. Inability t9 sell these securities
has created dislocatians in the market and raised questions about -
the Treasury's ability to carry out predictable, prudent debt manage-
ment policies. I urge Congress to expedite the long bond authority

legislation so that.this uncertainty can be resolved.
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In conclusion Mr. Chairman, we face large borrowing requirements
over the foreseeable future. This Administration abhors interest
rate ceilings as ineffective attempts to control prices and incompat-
ible with our commitment to a free market pricing system. We view
the interest rate ceilings on savings bonds and marketable bonds as
anachronisms which serve only to frustrate the efficient managﬁmenc
of the public debt. A viable, modern savings bonds program and
removal of the 4-1/4 percent ceiling on Treasury marketable bonds
will help the Treasury meet these financing needs in an efficient,
cost-effective manner. Intergst on the public debt is estimated
to total a record $116 billion in FY 1982. We must make every
effort to reduce this ltaégeting cost to—the taxpayer. Especially
at this time of severe budget stringency, we must not add to our
budget costs by mismanaging the public debt.

That concludes my prepared statement, Mr. Chairman. I will

be happy to respond to your questions.
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Chart 2
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Chart 3
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Chart 4
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Senator PAckwoop. Mr. Secretary, what is the legal difference
between a note and a bill and a bond? . :

Secretary MEHLE. A bill is an obligation of the Treasury that ma-
tures in 1 year or under. A note is an obligation that matures in
under 10 years. And a bond is an obligation that has a maturity in
excess of 10 years.

Senator PAckwoob. So, from the standpoint of the obligation of
the Treasury, they are equal under all of them; it’s just a question
of duration? ‘

Secretary MEHLE. Their legal obligation is the same, but their
maturity differs.

Senator PAckwoop. From the standpoint of the bearer, the pur-
chaser, they are all the same? They are equally negotiable, and
they are-all sold roughly in the same form of auction?

Secretary MeHLE. That is correct. .

Senator PAckwoop. Mr. Secretary, I know that Harry Byrd has

uestions for you; I don’t. I regard this hearing as a rote hearing
that we go through periodically. I am glad to see that you are
making the request for a change on the interest on both the sav-
ings bonds and Kour Treasury bonds. I think that has loni been
needed, and we have been very lucky, I think, considering the low
rate of interest, that we have not had a greater outflow than we
have had. Recently it has been bad, but how we have put it off this
long I don't know. I think you are ?oing to have to change, and it
is gerobably the best stable sort of funding that the Treasury has.
nator BYRDp. Mr. Secretary, you are asking for an increase in
the debt ceiling of $195 billion. That is to take care of the deficits
which will occur during the 15-month period of July, August, and
September of this year and the next 12 months—a total of 15
months. Am I correct in that? )

Secretary MEHLE. That's right, sir.

Senator ByYRrp. So, in other words, you anticipate a deficit of, in
round figures, $195 billion?

Secretar% MEeHLE. We anticipate a deficit for 1982 based on the
April OMB budget review of $100.5 billion. The 1983 deficit is
$101.9 billion. The debt subject to limit is a function not only of the
deficit, as you know, but also the off-budget deficit and the trust
fund surpluses.

Senator ByrRp. Now, you mentioned 1982. The deficit in the
budget resolution which the Senate passed the other night is $118
billion, not including the off-budget deficit. Is that correct?

Secretary MEHLE. Yes, sir. :

Senator BYrp. So if you add the off-budget deficit, which I esti-
mate to be $22 billion, that means that your deficit for 1982, the
current year, will be $140 billion. . _ )

Secretary MeHLE. Upon those figures it does, but that is not what
the administration expects the deficit to be. .

Senator Byrp. Well then, I wonder why the Senate would pass a
resolution calling for those deficits? I realize you are not in a good
position to answer that. Laughter.(} : |

Senator PAckwoop. We can hold the administration responsible,
Harry, for many things; but I don’t think the action of the Senate
is their responsibility. . :
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Senator Byrp. No, I don’t think the action of the Senate is thelr
responsxblhty, unfortunately.

All right. Let me take a COuple of other figures. -

Now, the Senate budget resolution which the Senate passed the
other ni ht provides for spending which will lead to a national debt
of $1,633 billion at the end of September 1985. Does that vary a
great deal from your estimate?

Secretary MEHLE. Well, we don’t have an estimate that goes
through fiscal year 1985.
~_ Senator Byrp. All right. Why don’t we just stick with what the

Senate has already done. And it was done by those representing
the administration, or those sympathetic with the administration—
those who are working with the administration. So why don’t we
use that figure which is in the budget resolution passed by the
Senate last Friday?

That projects spending at a rate that will bring about a national
debt of $1,633 billion by the end of September 1986. That is a
period of 3 years and 5 months.

Secretax% MEeHLE. All right.

Senator Byrp. Now, the national debt as of today or yesterday, or
in this time frame, as I understand it, is $1,065 billion.

Secretar% MEHLE. About $1,069 billion as of the end of April.

Senator BYRD. As of the end of April?

Secretary MEHLE. Well, actually, that 1s more current than that.
As of May 20, $1,069 billion.

Senator BYRD. As of the end of April.

Secretary MEHLE. May 20, sir.

Senator BYrp. No. I am gettmg back to the end of April now.

b ﬁ\s of the end of April your figures showed the debt to be $1,065
illion.

Secretary MEHLE. Yes. Right.

- Senator Byrp. So, now, if you subtract that from the $1, 538 bil-
lion, that shows that there will be a shortfall, a deficit, in that 3
years and 5 months of $468 billion. :

Now, another way of putting that is that under. the budget reso-
lution approved Friday night the national debt ‘according to the
U.S. Senate will increase by 44 percent in 3 years and 5 months
My question to you is: Is that alarming?

Secretary MEHLE. It is alarming to me. And I expect that it is
alarming to all Members of Congress, based on the extraordinarily
keen interest in bringing the budget under control that: has been
displayed over the last several months.

Senator Byrp. It may be to you, but:to me it has not been: demon-
strated that the budget has been brought under control.

Secretary MEHLE. I don’t think it has been brought under con-

trol, but I think there are efforts that are being made to bring it
under control. Their success, I think, remains to be assessed.
. Senator Byrp. Now, in this current year, and as a part of the
budget resolution passed Friday night, spending for this current
year will increase by 18 percent over the prevmus year. That’s cor-
rect, is it not?

Secretary Mgnee. 1 will take your word for it. If you take ‘the
pro,;ected change in outlays between fiscal year 1982 and fiscal year
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1983 and divide that difference by 1982’s outlays, and come up with
13 percent, that should verify your answer.
. Senator Byrp. Correct. . ;

Now, that compares with an increase in expenditures for the pre-
vious year of 14 percent. - .

Secretary MEHLE. All right. .

Senator BYRD. So, after tremendous effort which was made last

.year by the President, after the national television commentators-

telling the American people that all the money is. being cut off
. practically in Washington, that there are tremendous reductions in
spending, we find that as a matter of fact the rate of increase in
spending has decreased only from 14 percent to 138 percent.’ .

. Now, frankly, I do not call that getting spending under control.
What would be your observation? , S

Secretary MEHLE. I think you have to look at all the reasons that
the spending levels are what they are. It may not be satisfactory,
but I think you have to-do that in order to conclude that.

‘Senator Byrp. It seems to me that what we need to look at and
what the Congress refuses to look at, and maybe the administra-
tion—I don’t know—are the figures. What are the facts and fig-
ures? The figures are that the rate of spending increase for this
current year is virtually the same as the rate of increase in spend-.
ing for the previous year. And that’s what counts. :

at is the total cost of Government? How much is it increas-

ing? .

ge‘cretary MEeHLE. That's right. There is no question of the impor-
tance and relevance of that figure. I do think that the elements of
spending are also relevant. T ‘

Senator Byrp. Now, we can have all sorts of reasons as to why

—it’s gone up, and all that; but the fact is that it's gone up by 13

rcent at a time when the American people have been led to be-

ieve that the rate of increase has been substantially reduced. The

gmggican people are being misled. It has not been substantially re-
uced. s . : :

~ And when we consider that the national debt will increase by 44
percent—44 percent in 3 years and 5 months—not only, to me, is
that alarming but I don’t see how we can expect interest rates to
come down, how we can expect an economic recovery.with the mag-
nitude of the deficits which the Senate has approved for the 8-year
period just mentioned. ' - , e

- Now, I'want to get to another aspect of this.

-Let' me ask you this, Mr. Secretary. For 1983, what does the
Treasury estimate will be the available funds in the marketal:ce to
be loaned to comf)anies, to private individuals, and to the Govern-
g}ﬁrilt? As I recall from our conversation of yesterday it was $460

illion. ’ T

Secretary MEHLE. That’s right. . :
Senator BYRD. So you anticipate that much money, $460 billion,
will be available to be borrowed by individual consumers, by busi-
nessmen, by the Government. Ceo S
Secretary MEHLE. That’s the amount we expect to be raised. -
Senator Byrp. Expect to be raised. Yes. : T
Now, of that -amount, when you consider the deficits in the
budget for 1983, when you consider the off-budget deficits, when
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you consider the Government-guaranteed programs which must go

out into the money market, when you consider the Government-

sponsored agenc ﬁrograms which must go into the money market,

then, as I recall the figure from our conversation of yesterday, it

\ g}lelgns that the Government will be taking $250 billion of that g460
illion. : .

Secretary MEHLE. It is that order of magnitude.

Senator ByYrD. In that order of magnitude, yes—give or take a
couple of billion here or there. But in that order of magnitude.

So, another way of putting it is that in 1983 the Government will .
go into the money markets. The Government will borrow 54 per-
cent of all the available, loanable funds. Correct? -

Secretary MeHLE. I think your arithmetic will produce that
number.

Senator Byrp. Thank you.

That'’s a broader range.

Now, to get back to your proposal to increase the debt limit by
$1956 billion. Your suggestion is that that be taken through the
period of September 1983?

Secretary MEHLE. That’s right, Senator.

Senator Byrp. Would you be inclined to a lesser increase and a
shorter duration? ‘

Secretary MEHLE. It seems to me and to us that, when the Con-
gress determines a budget, the amount of borrowing thereby re-
quired is a necessary resultant. If the budget is prescribed by Con-
gress, then we can only fulfill the financing requirements that Con-
gress implicitly has laid upon us. We think; therefore, that the debt
subject to limit figure ought to be coextensive with the budget
which produces it.

Senator Byrp. Let me ask you this. .

Of course, a certain part of our debt is temporary debt, and the
gtlgtz,x?' is permanent debt. What is it—a $400 billion permanent

e

Secretary MEHLE. $400 billion is the permanent debt limit.

Senator Byrp. Would it be wise to increase that permanent debt?
As a practical matter, all of it is permanent; but would it be wise
to increase that $400 billion, say to a trillion, or whatever the
figure is, say to $1,080 billion, and make that a permanent debt,
which as a practical matter it is anyway. And then any increase in
that could be called “tempora?,” but it would not be such a huge
difference between what the debt actually is and the.technically
permarent part of it. That would probably be helpful to the Treas-
ury, wouldn't it? ' : : ,

retary MEHLE. I think it probably would be helpful procedur-
ally, because as we come to each of these debt limit crises at the .
end of a fiscal year the temporary ceiling reverts to the permanent
ceiling. And in consequence of that we are faced with the inability
even of refunding maturing securities after that permanent debt
limit expiration and reversion to the temporary amount.

Senator BYrp. Now, in the budget which you submitted or which
the administration submitted earlier, if my recollection is correct,
the interest cost on the debt—the gross interest cost on the debt—is
$134 billion. I'm wondering if that has changed since that figure
was submitted. S :
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Secretary MEHLE. No. The April 1982 estimate for fiscal year
1983 remains $134 billion. - :

Senator ByYrp. Looking ahead to 1983, fiscal 1983——

Secretary MEHLE. That is for fiscal 1983.

Senator BYrD. Yes, that is fiscal 1983. That is correct.:

.Let me ask you this: What rate of interest does that assume?

Secretary MEHLE. It assumes that the 13-week bill rate in 1983
will be 10%2 percent. That’s a bellwether interest rate.

Senator Byrp. What is the bellwether interest rate at the
moment?

Secretary MEHLE. Right now the interest rate on the 3-month bill
is about 12 percent.

Senator Byrp. Is it 12, or 13? ‘

Secretary MEHLE. Twelve. The 3-month bill. -

Senator BYRD. So you are assuming merely a 2-point reduction in
interest rates?

Secretary MEHLE. Well, 1% points.

Senator BYrRp. How do you see interest rates, say at the end of
this calendar year?

Secretary MEHLE. I remember you asked me that question Sep-
tember 11 of last year. I declined to answer then; I respectfully de-
cline to answer now.

Senator Byrp. All right.

[Laughter.]M

Secretary MEHLE. I think we have enough work ahead of us to
keep us all in business.

Senator Byrp. Well, I won’t press the point.

I assume, of course, from your projections of 10.5 that you feel
that there will be a slight decline in interest rates.

Secretary MEHLE. Let me say that that 10.5 is on what is re-
ferred to as “a discount basis.” That's the way Treasury bills are
sold, on a discount basis. When you convert the number to a so-
called bond-equivalent basis, which relates it to the cost of securi-
ties that pay interest periodically, the number is a bit higher. It is
about 11 percent instead of 10.5. - .

Senator Byrn. Well, the 11 is what the Government actually

pays. _

gecretary MEeHLE. Right. The 11 is the equivalent interest rate
when you compare a bill to an interest-bearing security. Since a
bill does not bear interest but is on a discount basis, you have to
equate the bill with the interest-bearing security. And the proper
number, rather than 10.5, to use is 11. Now, 11, which we project
for 1983 or upon which our calculations are based, compares with
the present 13-week or 3-month bill rate of 12 percent. So those are
completely comparable.

Senator Byrp. Good. I'm glad you clarified that because then it
gets it on the same basis.

Secretary MEHLE. Yes. -

Senator Byrp. So what that suggests to me is that you are really
looking for a very small reduction in interest rates, a 1 percentage
point reduction.

Secretary MEHLE. Well, we have based our projections upon that,

-and I probably should point out that the budget does not claim that
the interest rates it uses for its calculations are forecasts, but says
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" only that the interest rates will be expected to declixiev as the infla-

tion rate is projected to decline. But, naturally, those are consistent
numbers with the President’s economic program. So we are not dis-
owning them in any sense; I'm Just being precise about what their
character and quality is. :

Senator Byrp. You mentioned mflatlon I want to commend the
administration for a substantial reduction in inflation that has oc-
curred. I think it deserves much credit—not all the credit for the
fact of the reduction of the price of oil and many other things, but
I think the administration deserves a great deal of credit for the'
reduction in the rate of inflation.

But one reason why I voted against the budget resolution last
Friday is that—I do not pretend to be an expert at all on these
matters—it just seems logical to me that if we are going to increase
our national debt by 44 percent in 3 years; if we are going to have
deficits in a 8-year and 5-month period totaling $468 billion, spend
$468 billion more than we take in, that is almost certain to rekin-
dle inflation. I think that it was a very devastating budget that the
Senate passed. I didn't like to vote against it, but there was no way
that I could vote for such figures—a 44-percent increase in the debt
in 8 years and 5 months. It will probably take the American people
a little while to comprehend that. I'm not sure it will take the busi-
ness community and those who have to invest funds too long to -
comprehend it. It will ;)robably take the American people a little
while, because they don’t focus on these matters.

I don’t know how you can have that tremendous shortfall—$468
billion—in a period of 3 years and 5 months without it having
upward pressure not only on interest rates—it’s bound to have it
on interest rates—but also an upward pressure on inflation.

I know how conscientious you are. You and I have very similar -
views, I think, on these matters. I don’t want to get you in trouble
by indicating that you might share all of my views; but, anyway,
{;rg glad you are in government, and I appreciate your being here

ay

Secretary MEeHLE. Thank you, Senator.

Senator PAckwoob. Mr. Secretary, thank you. I have no more
quesiions, and I'm sure that we can get this debt ceiling out of the
committee rather soon. I don’t guarantee the Senate floor, but out
of the committee.

Thank you.

Secretary MEHLE. Thank you, Mr. Chairman.

(Whereupon, at 10:40 a.m., the hearing was concluded.)

[Additional material for the hearing follows:]
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UNIFIED BUDGET RECEIPTS, OUTLAYS, AND SURPLUS OR DEFICIT FOR FISCAL YEARS 1958-85,

INCLUSIVE
(In billions of dotlars}
Su

Fiscal.year . ~ Receipts Outlays oq');us Mi;c:T )
1958 $79.6 $82.6 ~$3.0
1959 19.2 92.1 ~129
1960 92.5 92.2 . +03
1961 94.4 978 ~34
1962 ) 99.7 106.8 ~11
1963 106.6 1113 _ =41
1964 112.7 118.6 -59
1965 1168 - 1184 -16
1966 franes Finessis 1308 1346 . -38
1967 149.5 158.2 -87
1968 153.7 178.8 =251
1969 ; 1878 184.6 +3.2
1970 1938 196.6 -28.
1971 188.4 2114 =230
1972 208.6 231.9 -233
1973 230.8 245.6 —14.8
1974 263.2 2679 -4
1975 279.1 324.2 ~452
1976 . 298.1 364.5 —66.4
1977 ¥ 355.6 400.5 —45.0
1978 . y s . 399.6 4484 ~48.8
1979 4633 491.0 -217
1980 517.1 576.7 - 52.5
1981 ; N . 599.3 657.2 -51.9
1982 estimate T e 628.4 7289 —100.5
1983 estimate ! 665.1 7610 . —1019
1984 estimate * 7220 815.8 -93.8
1985 estimate ! 796.8 878.6 —-818
1986 estimate ! 859.8 9339 ~74.1
1987 estimate * 923.7 986.4 —62.7

1 The figures for 1982 through 1987 represent re-estimates published by OMB on Apr. 10, 1982.

Sources; Office of Management and Budget, December 1981 for years 1958-72. Budget of the U.S. Government, fiscal year 1983, Feb. 8, 1982,
Expcutive Office of the President and OMB for years 1973-81.

DEFICITS IN FEDERAL FUNDS-AND INTEREST ON THE NATIONAL DEBT FOR FISCAL YEARS 1959-87,

INCLUSIVE
[Dotlars in billions)
Year Receipts Outays  Spusor  Goss
1959 . T $65.8 $71.1 —$113 $78
1960 75.6 749 +08 9.5
1961 . 75.2 79.3 —~42. 93
1962 79.7 86.6 —6.9 9.5
1963 83.5 90.2 —-6.6 103
1964 . 87.2 95.8 ~86 11.0
1965 90.9 94.8 -39 11.8
1966 1014 106.5 =51 12.6
1967... 111.8 126.8 —15.0 14.2
1968 : - 114.7 143.1 ~284 15.6
1969 S reseeeneseereonne 143.3 148.8 -55 17.6
1970 : 143.2 156.3 ~131 20.0
1971 o e 133.8 163.7 -299 © 216
1972 148.8 178.1 -293 225
1973 ; 161.4 187.0 —25.6 248

1974 . 181.2 199.9 -187 30.0
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DEFICITS IN FEDERAL FUNDS AND INTEREST ON THE NATIONAL DEBT FOR FISCAL YEARS 1959-87,

INCLUSIVE—Continued .

- [Dollars in billions] | ’ )

- i

Year Receipts Outlays s“&g}fn“ ‘ ingtﬁ s
1975 187.5 240.1 —52.6 335
1976 201.1 269.9 —68.8 31.7
1977 413 295.8 —544 426
1978... 210.5 3320 —61.5 493
1979 316.4 362.4 ~46.0 59.8
1980. 350.9 419.2 —68.4 749
198i.. 4104 475.2 —64.7 95.6
19821 416.1 521.9 ~111.8 115.8
19831 433.2 549.6 —116.4 134.1
19841 , 469.6 580.8 —111.2 143.5
19851 513.5 626.0 —1125 150.7
19861 546.7 665.8 ~119.1 - 153.1
19871 : 5862 . 7010 —114.8 150.1

;Figuves for 1982-87 represent re-estimates from the Feb. 8, 1982 budget for fiscal year 1983. This revision was dene in March 1982 by

2 nterest on gross Federal debt.

Source: For years 1959-72, OMB, December 1981. For years 1973-81, OMB, budget for fiscal year 1983, Feb. 8, 1982. For years 1982-87,
OMB, revision of fiscal year 1983 budget, March 1982.

THE NATIONAL DEBT IN THE 20TH CENTURY *

[Totals at the end of fiscal years; in billions of dollars}

Year Amount Year Amount Year Amount Year Amount

bt et bt Bt et Pt fud Pt P bt Pt et ot femb ek bt et

1Gross Federal Debt.
# Estimates for 1982-87 represent revised figures done by OMB, March 1982,

Source: Budget of the U.S. Government, fiscal year 1983, Feb. 8, 1982, Executive Office of the President and OMS.
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FEDERAL DEFICIT: FEDERAL FUNDS AND OFF-BUDGET ENTITIES, 1973-85

[in billions of dollars]

Fiscal year Federal funds  Off-budget Total deficit
1973 —25.6 -01 -257
1974 —18.7 -14 ~20.1
1975 —526 -8l —60.7
1976 —68.8 -13 —176.1
Transition quarter -11.0 -18 —128
1977 —544 —8.7 —63.1
1978 ~61.5 ~104 -719
1979 —46.0 -125 - 585
1980 —684 ~14.2 —826
1981 —64.7 =210 —85.7
1982 estimate — -1111 -197 —1308
1983 estimate —106.9 —157 —1226
1984 estimate —100.8 -143 ~1151
1985 estimate —103.2 -11.0 —114.2

Source: Budget of the U.S. Government, fiscal year 1983, Feb. 8, 1982, Executive Office of the President and OMB.
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[By direction of thé chairman the following communication was
made a part of the hearing record:]

- STATEMENT
oF
_JAMES D. ROBINSON IIIX
CHAIRMAN OF THE BOARD
AND CHIEF EXECUTIVE OFPICER
AMERICAN EXPRESS COMPANY

" AND

NATIONAL CHAIRMAN -
OF THE
- U, S. COUNCIL ON
SAVINGS BOND*VOLUkTEERS
FOR

- THE UNITED STATES SENATE

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
OF THE COMMITTEE ON FINANCE

May 27, 1982
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As National Chailrman of the U.S. Council for Savings Bond
Volunteérs, I strongly endorse the -Treasury Department's
proposal establishing a flexible yield Savings Bond for
consumers. Small savers deserve a fair investment alternative,
backed by the credit of the United States, which the present
product does not provide. -

Mr. Chairman, it is imperative that Congress approve
Treasury's Savings Bond proposal by June 30 if the ‘1982 savings
Bond marketing campaign is to be successful. If Congress would
take swift action to adopt the proposal savers would still have
aﬁ opportunity to buy higher yield bonds this year at a more
profitable rate of return and help begin the .ptoéess of
reducing the Treasury's dependence on our capital markets for
debt management. Positive aciion by the Congress is essential
if the Council is to achieve its primary objective: to help

increase the rate of personal sévings in this country.
This legislation is urgently needed for two important reasons:

o It will enhance the attractiveness and competitiveness
, of savings Bonds,

o It will help lower the sky rocketing deficits that are
contributing to excessively high interest rates and

inhibiting economic recovery.

The Savings Bond Program provides an easy and effective way

for small investors to automatically save through payroll



46

deductions. The Bonds they purchase are frequently set aside
to finance children's higher education or to augment retirement
benefits. The Program also 6ffers these individuals a unique
package of advantages: tax deferral benefits, total safety for
principal from fluctuation in market value, And the ability to

save in small amounts.

Last year, nine million people purchased over 70 million
Savings Bonds worth $3.2 billion. Unfortunately, redemptions
exceeded sales by $8.7 billion in 1981. Obviously, some savers
are well aware of alternative investment opportunities with
higher yields. Others through patriotism, remain loyal Bond

holders.

It is precisely for these reasons that the Savings Bonds
product must be improved. .With a - higher and more competitive
raté of return on Sav{ngs Bonds, small savers would again
_purchase Bonds in greater volume. Many savers prefer- investing
in Ssavings Bonds because of the security they provide and the
ease of purchase and redemption. Savings Bondg are guaranteed
against market risk and 1loss, theft or destruction. In
addition, Savings Bonds are not subject to state and local

taxation and Federal tax is deferred until the Bonds are cashed.

Savings Bonds play a major role in debt management. This

year the government will pay more than $100 billion in interest

alone on the $1 trillion national debt. Savings Bonds help the

\
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government meet this obligation in a cost-effective manner; the
$67 billion in outstanding Bonds is $67 billion the government

" does not need to borrow in the public debt markets.

>Clear1y, the small saver deserves a fair alternative
‘ 1nvestméht product from the U.S. Government. The viability and
integrity of the Savings Bond Program depend on it. More
participation means higher sales, and higher sales mean greater

savings for all.

Mr. Chairman, I urge the Committee to report the Treasury
proposal favorably and to seek immediate consideration of this
measure by the full Senate., I am grateful to you for allowing
me to submit this statement., My fellow Volunteer Chairmen from
around the country ahd I are available to work with the
Committee to ensure quick Congressional approval of the

pioposal.

O



