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DEBT LIMIT INCREASE;
SAVINGS AND LOAN COSTS

TUESDAY, JULY 31, 1990

U.S. SENATE,
SuBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT,
CoMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:30 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Tom -Daschle
(chairman of the subcommittee) presiding.

Also present: Senator Roth.

[The press release announcing the hearing follows:]

[Press Release No. H-45, July 20, 1990}

Tax SurcoMMITTEE TO HoLp HEARING ON DEBT LIMIT INCREASE; SAVINGS AND LOAN
Costs T0 BE MAJOR Focus oF DiscussioN

WasHINGTON, DC—Senator Thomas A. Daschle (D., South Dakota), Chairman, an-
nounced Friday, the Subcommittee on Taxation and Debt Management will hold a
hearing on legislation to increase the public debt limit.

- The hearing is scheduled for Tuesday, July 81, 1990 at 2 p.m. in Room SD-215 of
the Dirksen Senate Office Building.

The hearing will focus on the need to increase the statutory limit on the puolic
debt from its current level of $3.1227 trillion. The Department of the Treasury has
projected that the current limit will be exceeded sometime during August. The Ad-
ministration’s mid-session budget review, released on July 16, projects that the debt
;voilllgg?ch $3.1627 trillion by September 30, 1990 and $3.4786 trillion by September

Daschle said any discussion of a debt limit increase without serious consideration
of the escalating cost of the savings and loan crisis would be irresponsible.

“We need to know what this situation will cost our children and grandchildren. It
is imperative that we identify the most efficient and appropriate means of funding
the thrift cleanup. How we plug this growing drain on government funds will direct-
ly impact each and every taxpayer,” Daschle said.

STATEMENT OF HON. TOM DASCHLE, A U.S. SENATOR FROM
SOUTH DAKOTA, CHAIRMAN OF THE SUBCOMMITTEE

Senator DascHLE. The hearing will come to order. A number of
other Senators have indicated their interest in attending but, as is
my hope as Chair of this subcommittee, we will begin as promptly
as we can. We appreciate our witnesses’ attendance today.

We are here today to discuss the request by the administration
to increase the amount of debt the Federal Government is permit-

~ted to incur on its own behalf. In recent years, we have seen an
enormous increase in the debt limit, so that the Federal Govern-
ment now has over $3 trillion of outstanding debt.

6}



2

It is estimated that Americans will pay some $182 billion in net
interest payments on that debt in 1990 alone. The administration
has now proposed that the debt limit be increased to approximately
$390 billion more than what is currently the amount authorized, in
order to get us through the end of September 1991.

I find the rapid growth in the national debt deeply troubling, and
it is imperative that we understand why. Those who pay the inter-
est on this debt, American taxpayers, certainly have a right to
know the reasons for the growth and our expectations for the debt
increase in the future. They have a right to know what an increase
in the national debt indicates about our ability to control annual
budget deficits. They have a right to know how recent increases in
the debt compare to past increases; and they have a right to know
what the components of our debt are, who holds the debt of the
United States, and what factors have contributed to the need for
issuing more debt.

The single most important factor contributing to the current
need to increase the debt limit is the savings and loan crisis. The
American people need to know how and to what extent the financ-
ing of that gigantic mess has impacted the debt. We hear reports
that more will be needed.

How much more debt will the United States have to incur to
finish the work of putting the savings and loan industry back into
order? Are there ways in which we can reduce this cost?

The hearing today is designed to give us a better opportunity to
discuss these questions. I would like to welcome our witnesses from
the Department of Treasury and the congressional Budget Office. 1
look forward to discussing these and related matters with them as
we consider this request for an increase in the public debt limit.

Our first witness is Hon. Robert Glauber, the Under Secretary
for Finance, U.S. Department of Treasury. Mr. Glauber, thank you
for coming. We will hear your testimony at this time.

STATEMENT OF HON. ROBERT R. GLAUBER, UNDER SECRETARY
FOR FINANCE, U.S. DEPARTMENT OF THE TREASURY

Mr. GrLauBeR. Thank you, Mr. Chairman. My testimony deals
both with the debt limit and with the S&L cleanup costs. With
your permission, I wiil ask that iny entire testimony be placed in
the record, but just read the portion that deals with the debt limit.

Senator DascHLE. Without objection.

Mr. GLAuBER. Thank you.
d_['I]‘he prepared statement of Mr. Glauber appears in the appen-

ix.

Mr. GLAUBER. I appreciate the opportunity to appear before you
today to advise you of the need for congressional action to increase
the debt limit before the scheduled August congressional recess.
Treasury’s current estimates show that the permanent ceiling of
- $3,122.7 billion will be sufficient only until mid-August. Without an
increase in the debt limit it appears highly unlikely that the Treas-
ury will run out of cash and borrowing authority and default on
Government’s obligations on August 15.

As you know, the limit usually is raised to a new permanent
level sufficient to fund the Government’s needs for the coming
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fiscal year. We estimate that a debt limit of $3,509 billion will be
sufficient to last through fiscal year 1991. This figure is based on
OMB’s mid-session review estimate of the deficit for fiscal year
1991 of $176 billion.

Since the debt, subject to limit, is expected to hit a peak level in
early September 1991 when the normalized tax transfer to the
Social Security trust funds is invested, this figure includes a $30
billion allowance above the $3,479 billion of debt subject to limit es-
timated by OMB in the 1nid-session review.

I should note that the RTC outlays, which are subject to substan-
tial forecast uncertainty, play a large role in the fiscal year 1991
overall outlay figure. Depending on actual RTC experience we
could reach the proposed debt limit before or after the end of the
fiscal year.

In light of the bi-partisan negotiations to reduce budget deficits it
is appropriate at this time to consider increasing the permanent
limit in the spirit of the bi-partisan negotiations to reduce Federal
budget deficits. It is appropriate at this time to consider increasing
the permanent debt limit in an amount that is sufficient to accom-
modate Treasury’s securities issues over the next several years.

In this connection we will be glad to discuss with this committee
a longer term debt limit that would reflect the work of the bi-parti-
san budget summit. If Congress were to leave for its August recess
without increasing the debt limit, the Treasury would very likely
default on $23 billion of notes maturing on August 15 and be
unable to make interest payments totalling an additional $21 bil-
lion that same day. '

Also, along with defaulting on numerous other obligations the
Treasury most likely could not make on August 31, $3 billion of
military retirement and salary payments, nor could it make pay-
ments totalling over $11 billion to Social Security and supplemen-
tal security income recipients—-railroad retirees and veterans.

I want to particularly emphasize that August 13 is the last day
on which final congressional action could occur in time for the
Treasury to auction securities on August 14 and settle them on
August 15. If Congress does wait until August 13 to act, Treasury’s
financing options will be limited and costly.

Treasury would normally announce the terms of the regular mid-
August refunding on August 1. Under our usual auction schedule
the securities would be auctioned on Tuesday, Wednesday and
Thursday—August 7, 8 and 9. This schedule allows time between
our announcement and the auctions for orderly distribution of the
securities by the investment community.

However, without the assurance of sufficient debt limit room to
settle these new securities on August 15 Treasury’s August refund-
ing announcement would be conditioned on congressional action to
increase the debt limit. Congressional action after August 1, would
reduce the normal time for distribution because distribution of
these securities could not begin until Treasury could assure inves-
tors that the securities could be auctioned and settled.

Final congressional action after August 6, would disrupt the auc-
tion schedule itself and introduce an element of unceitainty into
the Government securities market that, all other things being
equal, would tend to raise the Treasury’s cost of financing.
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I urge Congress to act in a timely manner to increase the debt
limit. Defaulting on Government obligations already incurred, such
as the Treasury notes and interest payments that are due on
August 15, is very different from halting Government operations
when spending authority is allowed to lapse. In the event of a lapse
in spending authority, such as when appropriations are delayed,
the Government cannot incur new obligations. Once an obligation
is incurred, however, it must be paid.

Finally, default would have very serious adverse consequences on
cslomestic and international confidence and trust in the United

tates.

That concludes, Mr. Chairman, the portion of my statement that
I will read and I would be happy to answer any questions you
might have.

Senator DascHLE. Thank you, Mr. Glauber. Let me ask, if I can,
a question to begin with relating to your last comment pertaining
to the additional costs incurred by our inability to act prior to
August 6. As I understand it you have—you indicate that the cost
of financing the additional debt will increase over what it would
normally cost if we would fail to act by August 6. I think there is
somewhat of a likelihood that that may be the case.

To what degree will we incur additional costs? Can we calculate
that? Is there a dollar amount that we could envision this delay
costing the Treasury with each additional delay beyond August 6?

Mr. GrauBeRr. Well I think it of course is a very reasonable and
important question to ask, Mr. Chairman. We find it hard to put a
specific dollar price tag on it, but let me explain what would have
to happen. Our current schedule, our normal schedule, calls first -
for announcing the auction of these securities tomorrow on August
1. We then would auction the 3-year, 10-year and 30-year securities
on August 7, 8 and 9 of next week to settle all of them on August
15 when we need the money.

If Congress does not act by August 6 we will have to push back
those scheduled auctions. It has been our experience, and it is our
view, that any disruption in the orderly process of auction and set-
tlement, any impaction of the time between auction and settle-
ment, invariably leads to higher costs. Dealers are forced to carry
more in inventory than they normally would. They have to borrow
more money; and they have to pass the cost of that borrowing
through in terms of the prices at which they bid for these securi-
ties.

So while it is very difficult for us to put a dollar price tag on it, -
we are quite convinced that other things equal, and remaining the
same, the cost will go up.

- Senator DascHLE. But I guess I am trying to gauge the serious-
ness of those costs. The costs will go up. Are we talking a nominal
cost or are we—is there a fairly significant cost attached to delay?

Mr. GLAUBER. Well remember we are talking——

Senator DAscHLE. How grave is the situation?

Mr. GLauBer. We are talking about the auctioning of roughly
$30 billion worth of securities, perhaps more. A one basis point,
that is a one-hundredth of 1 percent, increase in that would be $3
million in interest per year. So we are talking about substantial
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amounts of money. A one basis point change would be a relatively
small change. It could be considerably larger than that.

So when you are dealing with aggregate amounts as much as we
are, just small changes in the interest rate mean very, very big
dollar costs to the taxpayer.

Senator DascHLE. It has been a longstanding practice for the Fi-
nance Committee to ask the Treasury to submit a series of tables
showing the historical levels of debt subject to limit and the con-
text of GNP net and gross debt and private borrowing. Would you
arrange for an updated set of these tables to be submitted for the
record?

Mr. GLAUBER. Very certainly, Mr. Chairman.

Senator DascHLE. Thank you, Mr. Secretary.

[The tables appear in the appendix.]

Senator DascHLE. I indicated in my opening statement that part
of the reason we are here relates to the fact that the crisis in the
S&L industry has required the Government to be exposed to a far
greater degree of debt than we might have expected a couple of
years ago. Could you give us some account within the last year as
to the extent to which the S&L situation has caused the debt to be
aggravated, to be affected, and has caused us to accelerate our pro-
Jections about increased debt in the oui years?

Mr. GLAUBER. I would be very happy to. As you know the S&L
process is now in its almost 1-year anniversary. And I can give you
an estimate of the costs, the amounts of money that have been
spent or will have been spent by the end of fiscal year 1990 assum-
ing that the RTC meets its projected operating plan for this quar-
ter. It will have spent by the end of this year about $38 billion on
loss funds and something on the order of about 60 or a little more
billion dollars on working capital.

The $60 billion on working capital, of course, comes directly from
the Treasury through the Federal Financing Bank. The funds
spent on loss are in part offset by monies raised through REF-
CORP. There will have been raised by the end of this fiscal year
about $18 billion from REFCORP, which would act as an offset to
that $38 billion loss. But taken together, it means that perhaps $80
billion has come from the Treasury and goes to the increase of the
debt subject to limit.

Senator DAScHLE. You said——

Mr. GLAUBER. Roughly, $80 billion.

Senator DascHLE. $80 billion. Well, if you take $60 billion and
$38 billion, you get more than $80 billion.

Mr. GLAUBER. Indeed.

Senator DascHLE. That is offset, of course, by some realization of
revenue from some of the transactions?

Mr. GrAauBer. That is correct, Mr. Chairman. We will have
raised through the REFCORP mechanism about $18 billion. So that
would act as an offset to the $38 billion, reducing it to roughly $20
billion—$20 billion, plus roughly $60 billion for working capital, is
the $80 billion number I quoted.

Senator DascHLE. In your statement you project that—and I will
quote here—"A representative range of the resources the RTC may
need in fiscal year 1991 to cover the losses should be from slightly

—
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over $30 billion to slightly over $50 billion. We estimate that work-
ing capital needs would be from $20 billion tc $40 billion.

Mr. GLAUBER. Right.

Senator DascHLE. I noticed in the newspaper just today that Mr.
Seidman indicated in testimony yesterday—Chairman, Mr. Seid-
man—that the total amount needed in the next fiscal year could be
$100 billion. That is slightly more as I see it than what you project-
ed in your testimony. Slightly—we are—I do not know, we are
taking on new definitions here I suppose, because I am not sure
one could say a $20 billion difference is slight. But if you take the
low end of your estimate, which is $50 billion, and the high end,
which is $90 billion, there would be a substantial difference of opin-
ion between your low end and Mr. Seidman’s fairly definitive state-
ment about what his cost expectations are for next year.

Could you elaborate a little bit as to your projections as they
relate to his comments yesterday?

Mr. GLAUBER. I sat with Mr. Seidman yesterday during that tes-
timony. His number of $100 billion, as he pointed out during the
testimony, is the high end of his range, not what he was forecast-
ing, but the upper end of what it might be. He said that on a
number of occasions and also said he suspected that the press
would quote whatever the high end of the range is as their number
for their headline. Indeed, he was invited to write the headline by
a member of Congress. And he wrote it and the press followed his
lead. They used the high end of his range. So the $100 billion is the
upper end.

As you will notice, as you just pointed out, Mr. Chairman, the
ilpper end of our range if you add them together is roughly $90 bil-
ion.

Senator DAscHLE. But a year ago, if I am not mistaken, our
upper end on the total cost was, I think, two-thirds of what it
turned out to be. So I guess you can sympathize with our skepti-
cism about low projections when we see the tremendous complica-
tions and the far-reaching pervasiveness of the problem.

\gf?ould you not expect it to be closer to the high end than the low
end’

Mr. GLauBer. Well I think first it is best to talk in terms of the
overall costs, not any particular yearly cost. Because quite frankly,
Mr. Chairman, the amount spent in a year is going to depend on
the pace at which the RTC operates.

It is perfectly correct that the Secretary in testimony before the
Senate in May indicated that our estimate of the total cost has
gone up. In this regard I should point out that there is a difference
between the funds spent op losses—that is to make up for the
losses in these now insolven L’'s—and funds that are spent tem-
porarily for what we have called working capital.

Senator DascHLE. Well I hope you are right. I do not know that
we will really ever be able to define that from a budget point of
view. It is nice to compartmentalize these debts, and I understand
why we are doing it. But I must say, I think in the short term, es-
pecially as it relates to this debt limit increase request, that it is
going to be impossible for us, really, from a budgetary point of view
to differentiate between the two.
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Mr. GLAUuBER. Mr. Chairman, you are perfectly right as it bears
on the debt limit. Money is money. And you are right.

I do think though in the longer term sense there is a major dif-
ference. Money spent on working capital to hold these assets in in-
ventory so that we can sell them at the proper pace, not dump
them on the market and realize the highest returns for the taxpay-
er, that money is temporary and it will come back.

You are perfectly correct in suggesting that until it is all over we
will not know how much comes back. We can only make estimates
of that. Indeed, that is the difficulty and the frustrating part of the
entire cleanup. Until it is over, we will not know what the cost is.

Senator DascHLE. When you made your estimate and the request
to take us through the end of the next fiscal year, did you consider
the low end or the high end as you made the request for the debt
limit increase? Is it $100 billion, or is it $50 billion?

Mr. GLAUBER. The number contained in the OMB mid-session
review, which is the number on which our debt limit increase re-
quest ‘s based, is about $65 billion, which puts it about in the
middle. It was intended, and OMB said in their mid-session review
that the scenario they were using was a mid-range scenario, that it
could be above that or below it.

Senator DAscHLE. So, to the degree we are off, if it is $100 billion,
rather than $65 billion, it is probably safe to assume that we would
not be able to reach that target of the end of September 19917

Mr. Grauser. That is absolutely correct. Yesterday I emphasized
that a number of times with regard to how much money might be
requested to continue the process. We can request a specific
amount of money. What we cannot tell you for sure is how long
that will last. And in some respects if it lasts for a shorter time
there is a benefit. It means that the RTC is moving more quickly
and we are getting these losses cut down to size more quickly.

That is not a very satisfying result, but I do think it is in all of
our interests that the RTC move forward on this as quickly as pos-
sible and that these losses not be permitted to mount any longer
than absolutely necessary.

Senator DascHLE. I think you are right. You know, from a purely
theoretical point of view, obviously the faster we resolve many of
these matters, the better. But I have to tell you, the bigger that
number looks, the more the frustration and the outright anger ex-
pressed by taxpayers who were having to pay the bill and who see
it as a clear choice between things that they would like to see the
Federal Government commit its resources toward and the things
that we are having without much of a choice to commit those re-
sources to.

Mr. GLauBer. Mr. Chairman, I could not agree with you more.
And as a taxpayer, I am angry as well. The problem we face is this:
We made a commitment to those people who had money deposited
in these S&L’s in insured accounts that we would make good on
those accounts, on that deposit insurance. Once we made that com-
mitment, we really have no choice but to pay for it. That is what
we are doing.

How much we are going to have to pay for it really will not be
known until we are entirely done. It is, I think, frustrating. I can
understand why people are angry. But it is something we now have
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to do and then make certain that the rules are changed so that this
never happens again. We believe in FIRREA we changed those

rules under which S&L’s operate so that this will not have to be

done again. But now we have to make good on the commitment to

(iingure depositors all over the country and that is what we are
oing.

Senator DASCHLE. Let me just ask one other question pertaining
to the S&L and then I am going to ask Senator Roth for his com-
ments and questions.

As we debated this issue a year ago, one of the major issues was
whether or not some or all of these costs ought to be off budget.
There was a compromise, a certain part of it was off budget, and
that is history. As we look at the future requests for additional dol-
lars, is it your expectation that a request would come before the
end of this year, even though, as I understand it, you estimate that
no additional funds would be needed before the end of this year;
and secondly, will the administration position be what it was last
year, that some of this money ought to be off budget?

Mr. GLAUBER. Let me answer the second one first. It is the ad-
ministration’s position that all of these funds will have to be sup- -
plied by the Treasury. How that is accounted for in the Gramm-
Rudman targets I think is something that is being discussed now in
the Budget Summit. But the source of the funds will have to be the
Treasury.

We proposed last——

Senator DAscHLE. Excuse me. Just to clarify. So initially the
Treasury position is that since they are revenues from the Treas-
ury they are on budget?

Mr. GLAuBER. They currently are on budget. They are scored cur-
rently as part of the Gramm-Rudman accounting procedure and
that is how they are. There has been some discussion, some com-
ments from CBO from the chairmen of the Budget Committees,
about different scoring alternatives under Gramm-Rudman for
})oth funds supplied for working capital and funds supplied for
osses.

But as it stands today, they are on budget. That is absolutely cor-
rect, Mr. Chairman.

As regards how much will be needed or when it will be needed,
what we have said is that we will hit the limitation on working
capital obligations at the end of this current quarter. We will at
that time, however, still have $12 billion roughly of funds for losses
out of the $50 billion that -vas allocated in FIRREA. That should be
exg(e)nded by the end of ¢1is calendar year.

what we have as..ed is that Congress act cn the combination
of working capital obligation and loss funds before they go out at
the end of this year. And we have offered a number of alternatives.
I did in testimony yesterday before the House offer a number of
alternatives and in a letter to Chairman Byrd, Chairman Riegle
and (ﬁlairman Sasser. The Secretary advanced those alternatives
as well.

Senator DASCHLE. I am not sure I completely understand what
you just said. We are out of working capital for all intents and pur-
poste?s already or we will be by the end of t-is quarter. Is that cor-
rect’



9

Mr. GLAUBER. We will be right up against the limitation. Per-
haps, if I may, I will take you on a slight detour through the work-
ing capital procedures. There is an obligation limitation which con-
trols the amount of working capital funds that are availablz. As it
is literally written in the law, it would not be binding at the end of
this quarter; as it is interpreted by many, it would be binding.
What we have said is that we hopé Congress will act so that there
is not an issue of whether to operate by the letter of the law or not.
If Congress does not act on working capital before the end of this
quarter, we would have to consider interpreting the law literally,
which would mean that the working capital limitation would not
be binding at the end of this quarter.

In any case, the amount of funds for losses will almost certainly
be exhausted by the end of the calendar year.

Senator DascHLE. You indicated a couple of minutes ago that it
is certainly in our interest to move as rapidly as we can to resolve
many of these issues. Are you suggesting then that for purposes of
working capital we are going to have to wait until the next calen-
dar year to do anything?

Mr. GLAUBER. What——

Senator DASCHLE. And as a result then delay many of the deci-
sions that might otherwise be made before the end of the year?

Mr. GrLauBer. We would hope that Congress would act on the
entire issue of funding, both working capital and losses, before it
leaves at the end of this Congress, this session. We do believe that
it is very important that the process of resolution not be slowed
down or interrupted in any way. And the details of how it might
act on that are in the letter to the various Chairmen that I noted.

Senator DAsCHLE. Senator Roth?

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE

Senator RotH. Thank you, Mr. Chairman. I do have an opening
statement. The issue of the amount of the Federal debt is of course
disturbing in and of itself. But there are additional issues which
are equally difficult, two of which are the costs of the savings and
tl”oa?i bailout; and second, the treatment of the Social Security trust

und.

However, the decision to increase the debt limit of the Federal
Government is not discretionary. Default on obligations already in-
curred is not an option, nor is the fulfiliment of the Government’s
deposit guarantee for savings and loans. The debt limit must be in-
creased.

How the payment of these debts is eventually paid is the discre-
tionary option I would like to turn to and discuss briefly. Members
of this committee will be faced with deciding whether taxes should
be increased, spending should be cut, or some combination of the
two should be done in order to bring the escalating costs of the sav-
ings and loan bailout and growing deficit back into line.

The third option would be to change the targets of the Gramm-
Rudman law so that they now take into account the unforeseen cir-
cumstances of the bailout. For example, the target could be
changed so that instead of a $100 billion sequester or more the po-



10

tential cuts could be $40-$50 billion. The remaining debt would be
continued to be financed.

Along with that theory, I would ask that a copy of a June 19,
1990 Wall Street Journal article be included in the record in full,
-outlining this argument. The title of the argument is “That (Non-)
Problem, the Budget Deficit.” In short, the point of the argument
made by economist, Robert Eisner is two-fold. Congress should not
raise taxes in order to replace funds lost to the S&L crisis. And
two, as long as you keep debt from growing faster than the gross
national product, then you should feel that you are successful in a
balanced growth approach.

Now this is my concern. The worst thing Congress could do this
year is to overreact to the deficit by passing the largest tax in-
crease in history, which is near the ball park figures of $25 billion
the first year that we have been discussing. Both the Kennedy and
Reagan administration have taught us that to avoid recession and
preserve the long expansion Congress should avoid tax increases or
even reduce taxes.

Let me offer some recent data provided to me by the reputable
brokerage firm of Bear, Stearns & Co. (1) Retail sales have fallen
three straight months. Adjusted for inflation, the level of sales has
declined by $5 billion or 4 percent since September 1989; (2) hous-
ing starts and permits have dropped to their lowest levels since No-
vember 1982, from a $1.7 million level in early 1989, starts have
dropped to only $1.2 million; (3) employment growth has slowed
over the past 18 months, sagging from 3.1 percent in the second
half of 1988 to 1.5 percent in the first half of 1990.

Although we still have private sector growth we do not have it at
nearly the rate it was previously. Corporate profits over the five
quarters have dropped 26.5 percent. Much of this has occurred in
the manufacturing sector.

Let me make one last point. Cne of our witnesses today, the Con-
gressional Budget Office, is on record as having said that the bene-
fits of any budget agreement will not be felt by the average Ameri-
can for more than 10 years. With that kind of payoff it seems to
me we should not increase taxes, but instead control our spending
so that the private sector can continue to provide the growth in the
jobs that this country so desperately needs.

Mr. Glauber, many Americans correctly, I believe, feel that their
taxes should not be increased in order to pay for tiie S&L bailout.
Instead the institutions themselves should be responsible some say.
An argument was made by Warren Brooks in yesterday’s Washing-
ton Times that debt from the bailout should be financed by in-
creased debt.

What is the reasonable expectation that such a plan could be
done and paid off over a period of time through premium payments
by the savings and loans institution themselves?

Mr. GLauBER. Well it is not a specific plan we have studied. Cur-
rently, as you know, Senator Roth, the S&L’s pay 23 basis points of
premiums as an insurance premium, which is a number somewhat
higher than the banks are currently paying. The question would
be: How much more could the industry reasonably be expected to

pay?
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For many S&L’s, as you know, profits are relatively marginal.
When I answered the Chairman’s question about the source of
future funding and said it would be the Treasury, it is based on our
view that the S&L industry, by in large, has paid about as much at
this point as it can reasonably be expected to pay.

One of the reasons for the REFCORP structure of financing last
year was to make certain that the S&L’s would pay their fair
share. We believe they have paid a substantial share. As I say, it is
going to be difficult to get a large amount of additional funding
from the healthy S&L’s. We can, of course, look to try—and we
will—to get as much financing for this project as possible in the
form of recoveries in criminal cases from those who were involved
in S&L fraud. -

But from the healthy section of the S&L’s it is going to be hard
to get substantially large amounts of money, Senator.

Senator RotH. But I take it from your answer that no study has
actually been done on that?

Mr. GLAUBER. We have not conducted a careful study.

Senator RoTH. Do you think that will be done?

er. GrauBER. We can certainly look at it and develop further
plans. -

Senator RotH. Well, in the Warren Brooks article in the Wash-
ington Times it showed us where the benefits and the dstriments
from the savings and loans fiasco fall on a state-by-state basis.
Clearly California and Texas are beneficiaries under the bailcut.
And the article argues that benefits were received by depositors
who received higher interest rates and mortgage holders who pay
low long-term mortgages, not to mention inflated prices for real
estate.

Do you believe that the article is correct in its analysis of who
benefited from the savings and loans? And if so, do you think there
- is an argument to be made that the beneficiaries in those States
should bare the cost of bailout?

Mr. GLAUBER. I hate to start an answer by telling you it is a com-
plicated question, but I better start there.

To some extent the problems in the S&L industry were caused by
really very lax regulations in certain States that permitted a broad
range of activities that ended up piling up substantial losses. What
is also true is that deprsitors in these institutions often times were
drawn from all over the country. Many of the most flagrant S&L'’s
grew rapidly by attracting brokered deposits; and those brokered
deposits flowed in from all over the country.

o the beneficiaries of deposit insurance in those institutions
were not simply in those States or in those locales and communi-
ties; they were all over the country. So to some extent the benefits
of deposit insurance really are Nationwide.

It is also true that the local economies in those States did bene-
fit. So as I say it is complicated and very hard to reach a simple
cut and dried answer.

Senator RoTtH. But, if I also understand from your answer that it
happened in part due to the lax regulations of certain States. Is
that correct? -

Mr. GLAUBER. There are certain States that led the way in open-
ing up the range of activities in which S&L’s could participate. And
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many of those activities ended up piling up these substantial losses.
That is perfectly correct.

Senator RotH. The budget deficit is no less today than it was in
the 1980’s. During that time we increased taxes in 1982, 1983, 1984,
1985, 1987, 1988 and 1989 and still the deficit became worse rather
than better each time we increased taxes because the Gramm-
Rudman law was hanging over our heads. The result is that many
of us who took the plunge not to raise taxes are faced, reportedly,
with the unpleasant choice of increasing taxes or accepting seques-
tration.

Don’t you think that the result of Gramm-Rudman is really an
annual tax increase rather than a reduction of the deficit? Doesn’t
history show that to be the case?

Mr. GLAUBER. Well it certainly is true that Gramm-Rudman has
not worked as well as people had hoped. The point I would make is
we simply do not know what it would have been like without
Gramm-Rudman.

And, indeed, as you know, Senator, one of the objectives of the
Budget Summit is to try and develop budgetary reform processes
that will put more teeth into the spending control process.

Senator RorH. Is there any concern over in your Department
that with the economy as weak as it is that some of these proposals
may push us along into a recession—which in turn would probably
make the deficit larger rather than help the situation?

Mr. GLAUBER. Improperly administered they certainly could do
it. And there is no question, as you suggested in your opening
statement, that the economy is at a relatively low level of growth.

Senator RotH. Does it make sense then to increase taxes at this
very stage when the private sector is in trouble?

Mr. GLAUBER. I think that the proper balance between revenue
increases and spending cuts is one that is obviously subject to a
great deal of debate, and is going to be subject to negotiation in the
Budget Summit.

Senator RotH. Well——

Mr. GLAuBER. What I would say, Senator—excuse me.

Senator RoTH. But it may make political sense to try to balance
it between the two, but does it really make economic sense at this
,z'iunct}’lre to try to increase taxes when our economy is slowing

own?

Mr. GLAUBER. There certainly is a danger that comes from that.
What I would emphasize is that, were that course to be taken, it is
very important that monetary policy be brought into line to accom-
modate that course and to deal with what you are suggesting
would be a deflationary restraint on the economy.

We would encourage, obviously—and the Secretary has spoken
on this on a number of occasions—that monetary policy be made to
fit with it.

Senator RoTH. As I understand it, the general sense seems to be
that $50 billion is the maximum effort that should be made. Might
it make sense just to limit sequestration to that and let it go?

Mr. GLAUBER. I think that how those negotiations proceed is very
complicated. That certainly is one alternative among a wide range
of alternatives. I think that the actual details ought best to be left
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tﬁ the negotiators at the Summit and not for me to comment on
them.

Senator RorH. I think that is all I have.

Senator DascHLE. Thank you, Senator Roth.

We have talked about the debt. Let me just ask about the deficit.
What is the projected deficit for fiscal year 1991 as the administra-
tion is now projecting?

Mr. GLAUBER. The deficit projection contained in the mid-session
review I think is $176 billion, which includes RTC, that is S&L
spending, and also some assumptions about deficit reduction.

Senator DascHLE. $176 billion, and the Gramm-Rudman target
was $64 billion; was it not?

Mr. GLAUBER. That is correct.

Senz;tor DAscHLE. So it is $112 billion over the Gramm-Rudman
target?

Mr. GLAUBER. As Mr. Darman and others have commented ¢» oc-
casion, we are facing roughly $100 billion or slightly more seques-
tration.

Senator DAscHLE. So using Senator Roth’s suggestion that we
simply sequester whatever it takes to reach our Gramm-Rudman
target would mean that we would have to cut some $112 billion out
of the budget. ,

Mr. GrAauBER. The sequestration would be something on the
order of $100 billion and again as has been said, on the order of 40
percent of discretionary domestic spending.

Senator DascHLE. Twenty-four percent?

Mr. GLAUBER. Forty percent, I think it is.

Senator DascHLE. Forty percent of the discretionary spending.

Mr. GLAUBER. Domestic spending.

Senator RotrH. Mr. Chairman, the thing that concerns me, that if
you go that direction, which has been proposed, that has some pro-
grams that are critically important such as our schools. So that
from that standpoint it is not a very attractive option.

Senator DascaLE. But if you do not sequester, you only have one
other option and that is raise revenue. It seems to me. Now that
does not mean raise taxes.

Mr. GLAUBER. No.

Senator DascHLE. But it does mean raise revenue. I do not know
that we have any other choice.

Mr. GLAUBER. Mr. Chairman, it is possible to have spending cuts
which are not the kind of broad-based, across-the-board spending
cuts that are implicit in sequestration. It would be possible to have
targeted spending cuts going to some things which are not touched
by sequester, such as entitlements.

Senator DascHLE. That is correct.

Mr. GLAuBER. So I think there are a range of choices.

Senator DascHLE. Let me clarify something, Mr. Glauber. You
said the mid-session review is $176 billion deficit. I have it in front
of me a report that says the deficit is $231 billion. How does——

Mr. GLAUBER. But then there is accounting in there for roughly
$50 billion of deficit reduction, bringing it down to $176 billion.

If you look at page 15 with me, table 10, the table that is titled,
“Mid-Session Review Budget Savings from Base Line,” I think you
will see what I am talking about.

37-7150 - 91 - 2
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Senator DAascHLE. Okay.

Mr. GLAUBER. You are perfectly correct. The adjusted beginning
g}ﬁpber is $231 billion, but then the bottom line number is $176

illion.

hSe;lator DascHLE. And the $50 billion assumes what? What is
that’

Mr. GLauBeR. Well you can see the total deficit reductions pro-
posed is $52.9 billion and you can see the various items that are
contained in there.

Senator DAscHLE. But these are all assumptions, right?

Mr. GLAUBER. These were assumptions and implicit proposals in
the original budget.

Senator DascHLE. So if none of these assumptions are enacted by
the Congress or in some way provided for, then the real deficit is
probably $231 billion?

Mr. GLAUBER. As it says at the top of the table, “The adjusted
consolidated baseline deficit, including RTC, is $231 billion.”

Senator DAscHLE. Why, in your view, hasn’t Gramm-Rudman
worked better? Since it was enacted we have seen a $900 billion in-
crease in the size of the debt. This was supposed to be a deficit re-
duction package and in spite of Gramm-Rudman we have seen an
increase of $900 billion in additional debt. What is your analysis as
to why that has happened?

Mr. GLAUBER. I guess the first point I would make is, we will
never know what it would have been like if we hadn’t had it. It
could have been worse. There is no question that Gramm-Rudman
has been shown to have several loopholes in it and indeed it is the
hope that some of those can be fixed in the budget summit.

The simple answer I think though is that it is very difficult for
all of us to constrain our spending. It is difficult for us to do it at
the Federal Government level; it is difficult for us to do it private-
ly. This is not an easy thing to do. I think the Gramm-Rudman
process has helped. It clearly has not worked perfectly. The hope is
that better mechanisms can be developed at the summit that would
work better.

It is something that all of us have to be committed to. These
kinds of deficits are simply not in the interest of the country. I
know you feel that way. Surely the administration does as well.
When we have to go constantly to the market and raise more
mone(f' it has to drive interest rates up higher than they otherwise
would be and that just is not good. Teamed with a low savings rate
in this country, it just is not in our national interest to have this
much public dissaving through a large and continuing deficit.

_Senator DascHLE. The Joint Tax Committee presented a—I be-
lieve it was Joint Tax and for the record I want to be sure that I
am right in that. I do not have it in front of me. But it indicated
that the tax cuts incurred through the 1980’s have resulted in a
net loss in revenue to the Treasury of $1.1 trillion.

Do you share that assessment of the impact of the tax cuts in
lost revenue to the Treasury?

Mr. GrAuskr. I would like to supply that number to you for the
recolx;d, (li)ecause it is not a number that I carry around in the top of
my head.

Senator DascHLE. Is that a ball park figure?
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Mr. GLAUBER. It has been a large number. As I say, I would like
to supply the exact Treasury analysis for you for the record.

[The information appears in the appendix.)

Senator DAascHLE. You indicated before the Ways and Means
Committee on July 11—and I do not know if it was in answer to a
question or if it was a result of comments you made in your testi-
mony—that a ceiling of $4.053 trillion would be the anticipated
debt ceiling required to provide necesscry spending through fiscal
year 1993. Is that the figure you used?

Mr. GLAUBER. I believe it was. I do not have it in front of me, but
it was taken again from the mid-session review of OMB.

Senator DAascHLE. Was that in response to a question or was that
a request for committee consideration?

Mr. GLAuBer. The committee had asked the question of what
would be reasonable targets for a longer term permanent debt
limit increase. And as I said in my own statement here today
before you, the administration would be perfectly interested in
working with the committee on numbers that represented a longer
term permanent debt limit increase.
- Senator DascHLE. Well I guess what startled me was that repre-

sents about $1 trillion increase over the debt ceiling we have right
now, in over just a mere 3-year period of time. That must make
some assumptions with regard to savings and loans or something
that was not represented in the 1980’s when we saw a record accu-
mulation of debt.

What assumptions were you making to reach that $4 trillion
target?

Mr. GLAUBER. A major assumption is the savings and loan proc-
ess and the OMB mid-session review contains a scenario for S&L
costs, which is about a mid-level scenario. If you recall, the Secre-
tary testifying before the Senate Banking Committee said that we
estimate in present value—today’s—costs, the cost of the RTC proc-
ess would be somewhere between $89-$130 billion.

The number that is in the OMB mid-session review is consistent
with a number in the middle of that, around $110-$115 billion, in
present value terms.

Senator DAscHLE. $180 billion?

Mr. GLAUBER. $110-$115 billion for the RTC.

Senator DAascHLE. I'm sorry, $110 billion.

Mr. GLAUBER. Again in——

Senator DAscHLE. That is over what period of time?

Mr. GLAuUBER. Over the life of the RTC’s job, but measured in
today’s costs, up front costs.

Senator DascHLE. Well if measured in up front costs, certainly in
out year costs 3-year period of time, you would not realize that sig-
nificant an increase in cost to the Treasury. Let me see if I under-
stand what you just said.

The trillion dollar expectation of increased debt over a 3-year
period of time would be discounted by $115 billion at the outset be-
cause of the savings and loan——

Mr. GLAUBER. It would be somewhat larger than that, because if
Kou translate this sort of up front equivalent into stretched out

udgetary numbers over time——

Senator DascHLE. For 3 years?
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Mr. GLAUBER. Yes, it would be somewhat more.

Furthermore, that number would be inflated by the amount we
spent on this working capital, the return of which we would not get
until further into the future.

Senator DascHLE. Given your assessment of the trillion dollar ex-
pectation of increased debt over that 3-year period of time, to what
degree can that increase be attributed to the S&L cost?

Mr. GLAUBER. | am at a loss to give you an answer. But I imag-
ine that something on the order of $200 billion would be the cost
for short periods of time. Some of that money would come back to
the Treasury in later years as these assets were sold.

Senator DascHLE. Only $200 billion in the next 3 years? Mr. Seid-
man has said the high level is $100 billion just for next year.

Mr. GLAUBER. Mr. Chairman, the other, of course, major element
in all these numbers is Social Security investments. Just to give
you an example, in the number that I presented to you just a
moment ago for this year, an increase of, as you said, roughly $390
billion, about $170 billion of that is debt limit capacity needed to
accommodate the investment of the Social Security trust fund and
other trust funds. And there would be an equivalent amount in
those longer term 3-year numbers.

Senator DascHLE. I am still puzzled, frankly, a little bit by the
$200 billion estimate. I am hopeful, but frankly I would be some-
what surprised if all that we were to incur in additional debt as a
result of the savings and loan crisis is $200 billion over the next 3
years. ‘

Are you taking into account the assessment of whatever we
recoup through the sale of some of the assets for working capital
purposes?

Mr. GLAUBER. Some of it-is in that._And what I wanted to point
out to you is, some of those sales would not occur until later than
this 2- or 3-year period we are talking about; and some of the re-
couping of those sales would not occur until much later.

Senator DAascHLE. How does——

Mr. GLAUBER. I would be more than happy to provide for you a
break down——

Senator DascHLE. Would you do that?

Mr. GLAUBER [continuing]. Of those larger numbers for 2- and 3-
year debt limit increases.

Senator DascHLE. I think it would be helpful if you could.

Mr. GLAUBER. I would be more than happy to.

Senator DascHLE. Frankly, anytime, and I would guess that this
is the first time that we project a trillion dollars of new debt over
the next 3 years.

I think it is extremely important that we gain some assessment
as to how those costs were calculated and to what extent savings
and loans have something to do with the costs to be incurred.

Mr. GLAUBER. Of course they have a great deal to do and I will
be more than happy to break it out for you and give you the detail.

[The information appears in the appendix.]

Senator DascHLE. Let me ask finally if you could elaborate a
little bit as to the extent to which foreign debt—I should say for-
eign ownership of debt—is a factor here. In 1988, as I understand
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it, the foreign-held Federal debt was about 16% percent of the
total. What do you project it will be in the next couple of years?

Mr. GLAUBER. We project that it will be this year roughly on the
order of 13 or 14 percent of the total.

Senator DascHLE. Down from 1988?

Mr. GLAUBER. Yes. It will be about roughly $400 billion, which is
about 13 or so percent. And our projections, I think run right in
line with that in the near future.

Senator DascHLE. Thirteen to 14 percent?

Mr. GLAUBER. Yes.

Sgnator DascHLE. To what do you attribute the lower percent-
age?’

Mr. GLAUBER. It I think depends in part on changes in exchange
rates and obviously differential interest rates in the U.S. and other
countries. It has not changed dramatically in percentage terms
over the years.

Mr. Chairman, if I might, you asked me a question earlier and I
gave gou a partial answer. I would just like to clarify it for the
record. }

Senator DASCHLE. Sure.

Mr. GLAUBER. You asked the added cost of our slipping back the
date of the debt limit increase and the effect it might have on dis-
rupting our issuance.

nator DASCHLE. Yes.

Mr. GLAUBER. And I told you a one basis point change on the $30
billion roughly that we would seek to raise would be $3 million. Of
course, that is $3 million a year over 30 years, if that was the
length of the security offering, that would be $90 million for one
basis point change.

So small changes in interest rates have really very, very large
effects on the cost of the taxpayer.

Senator DascHLE. Thank you for that clarification.

Senator Roth?

Senator RotH. Yes. I want to go back to a couple of questions I
asked fyou earlier because your answer disturbed me. I am going
first of all to cutting taxes. In cutting taxes in 1981 you have to
look at the economy before and after and I do not know of anybody
that wants to go back to the economy of 1979, 1980 where you had
double digit inflation, high unemployment, extremely high interest
raies.

So that I do not think it is an accurate thing to assume that the
economy would have grown if you did not have the tax cut. To
those who object to those tax cuts, I would urge them to propose to
eliminate them.

We are now taxing at a rate of 19 percent of gross national prod-
uct. That is as high—that is the average in the post-World War II
period. To me that would be a very serious critical change to urge
higher taxes at this stage.

A second comment I want to make is on spending cuts. I do not
think it is a question of necessarily cutting entitlements. That is
one possibility. But I would just like to point out what this Con-
gress has been doing during this current year. In the supplemental
we increased discretionary spending by $g billion. I understand the
budget resolution that the Appropriations Committee is acting on
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has raised discretionary spending $5 billion. We passed a housin
bill that authorizes an additional $12 billion; and AIDS bill, $1.
billion; a defense bill that will increase spending $2.2-$4 billion a
year; a program to pay volunteers $200 million ir 2 years.

So the thing that concerns me, we talk about reducing deficit
and yet if you look at the record of Congress at this time it is to la
the ground work for increased spending. And the lessons of 1982,
1983, 1984 or 1985 is that even though we raised taxes we increased
the deficit and we increased the deficit because we increased spend-
ing. That is exactly what we are doing again 1 fear.

Mr. GLAUBER. | certainly—you said at the beginning there were
some things that disturbed you in what I said. I do not want in any
sense to disagree with what has been the thrust of what you have
said. If you look over the last 10 years at the basis for the deficit, it
has not been a failure of revenues; it has been a rapid increase in
spending.

I think you are perfectly correct.

Senator DascHLE. Mr. Glauber, we have a vote on and we will
not have a lot of time to debate that point. But let me just say I
think it is understood by economists that as a result of the tax cuts
in the 1980’s there was a fairly dramatic loss of calculated revenue.
And so for anyone to say, and certainly one with your credibility,
that that had nothing to do with the deficit would not be correct;
and I do not think you intended to say that.

I think your first answer was right. And although we cannot cal-
culate it precisely, we do know there was a substantial loss in reve-
nue.

Senator RotR. If the Chairman—and we are not going to resolve
that. But all I can say is that the percentage of taxes has to apply
against the gross national product. And if your GNP was declining
as it was in 1980, 1981, you are not going to get more income by
raising taxes.

What we need now in my humble opinion is to create an environ-
ment for growth. I greatly fear that the old-fashioned thinking is
going to take us the other direction.

Senator DascHLE. We need to agree to disagree here. But I think
clearly if you look at the taxes in 1980’s and I think for the record
it needs to be pointed out that the biggest increase we have seen in
taxes at the Federal level is in Social Security taxes. And that has
nothing to do with the revenue generated for other purposes in the
Federal Government.

Let me just ask one last question before 1 excuse you, Secretary
Glauber. I asked a question relating to foreign ownership of Feder-
al debt. What is the percentage of privately-held U.S. debt by for-
eigners, currently and in the future?

Mr. GLAUBER. Privately held as opposed to total debt?

Senator DascHLE. That is right.

Mr. GLAUBER. It is on the order of 23 percent, 232 percent.

Senator DascHLE. Twenty-three percent this year?

Mr. GLAUBER. Yes.

Senator DAscHLE. And do you expect that to increase in the
future?

Mr. GLAuUBER. The number I gave you was for fiscal year 1989 of
23Y2 percent.
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Senator DascHLE. Fiscal year 1989.

Mr. GLauBeR. That number has been up and down. It was higher
in the mid-1970’s and late-1970’s. It was as high as 27 percent. It
fell into the high teens and it is now in the low twenties. It has
moved around.

Senator DascHLE. And you expect it to stay about that level for
the foreseeable future?

Mr. GLauBErR. We have made no precise projections of it, Mr.
Chairman.

Senator DascHLE. Well we have kept you long enough. And as 1
said, there is a vote. Let me thank you for your testimony, for your
answers to the questions and we appreciate it very much.

Let me also welcome your family. It is not everyday that we have
the opportunity as public people to be with our families. I am de-
lighted you saw fit to bring them here this morning.

Mr. GLAUBER. Thank you very much.

Senator DascHLE. The hearing will stand in recess until I return
from the vote.

[Whereupon, the hearing recessed at 11:33 a.m. and resumed at
11.52 a.m.]

Senator DAscHLE. The hearing will come back to order. I want to
apologize for my belatedness in returning.

Our second witness is Mr. James Blum, the Assistant Director
for the Budget Analysis Division of the congressional Budget
Office. Mr. Blum, we thank you for coming. My personal apologies
to you. We invite you to proceed with your testimony as you see fit.

STATEMENT OF JAMES L. BLUM, ASSISTANT DIRECTOR, BUDGET
ANALYSIS DIVISION, CONGRESSIONAL BUDGET OFFICE

Mr. BLuM. Thank you, Mr. Chairman. I am pleased to appear
before the subcommittee this morning to discuss the Federal debt
limit. With your permission and in the interest of time, I will sum-
mari%e my prepared statement and ask that it be included in the
record.

Senator DascHLE. Without objection.

[The prepared statement of Mr. Blum appears in the appendix.]

Mr. BLuM. The statement covers three topics. First, the budget
and economic outlook as seen by CBO and presented in our recent
update report. Secondly, the implications of the CBO projections
for the debt ceiling. And thirdly, the impact of the spending re-
quired for resolving the savings and loan problem.

Turning first to the budget and economic outlook, table 1 on
page 3 of my prepared statement provides a summary of CBO’s
most recent baseline budget projections and underlying economic
assumptions. For 1990, CBO projects a deficit of $195 billion. But a
more recent projection by the administration in the OMB mid-ses-
tns)ul)ln review puts the 1990 deficit about $24 billion higher at $218.5

illion.

The difference in the two projections results largely from differ-
ent estimates of spending by the Resolution Trust Corporation.
This difference illustrates two important factors in setting a statu-
tory debt limit. First, even at this late stage in the current fiscal
year, there is still a great amount of uncertainty over the size of
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the deficit; and secondly, the impact of the savings and loan crisis
on Federal borrowing needs is indeed quite large.

The second point is also demonstrated by our baseline projections
for 1991. Assuming that the RTC is provided with the additional
spending authority which Secretary Glauber spoke about this
morning, CBO’s baseline deficit projection for 1991 is $232 billion.
The OMB comparable number is almost the same at $231 billion,
as was pointed out during Secretary Glauber’s testimony.

These high baseline deficit projections—this is before any deficit
reduction takes place—for 1991 include very substantial spending
by the RTC. Net outlays by the RTC under CBO’s projection are
$70 billion, and $63 billion under OMB'’s latest estimates. But the
RTC must first be given additional resources, as we heard this
morning. It now appears that the RTC will exhaust its funds early
in fiscal year 1991. If they were allowed to run out of money, then
the baseline deficit would fall in our projections to about $164 bil-
lion in 1991. But in that event, almost 700 insolvent thrifts would
be left unresolved and the Government’s eventual costs would rise
even higher.

The CBO baseline budget projections imply very large increases
in debt subject to statutory limit in the next few years. The current
limit of $3,122.7 billion will be reached in a few weeks.

Table 2 on page 7 of my prepared statement provides CBO projec-

- tions of Federal debt under current policies that includes addition-

al spending by the RTC, and also the debt under a $500 billion defi-
cit reduction package that could be adopted by the summit negotia-
tors, starting with a $50 billion deficit reduction in 1991.

Assuming a $50 billion deficit reduction, and $68 billion in addi-
tional spending by RTC beyond currently authorized amounts, debt
subject to limit would rise to $3,446 billion in CBO’s projections by
the end of 1991, a $323 billion increase above the current limit.

The administration’s estimate is even higher, largely because
they are projecting a higher 1990 deficit than CBO. Since we made
our projections in June, Mr. Chairman, RTC spending and Treas-
ury borrowing have outstripped our estimates. So the administra-
tion’s projections may, in fact, prove to be more accurate.

Table 2 also illustrates the impact of the Government trust funds
on the debt limit. Debt subject to limit applies not just to Treasury
borrowing from the public, but alsc to the holdings of Federal trust
funds. In fiscal year 1991, trust fund investments in Federal securi-
ties are expected to grow by about $135 billion, with Social Security
alone accounting for more than half of the increase. Even with a
balanced budget, debt subject to limit would continue to grow be-
cause of trust fund investments.

Turning to the savings and loan problem, estimates of deficits
and borrowing needs have been made more uncertain than usual
because of the huge and volatile spending to resolve the savings
and loan crisis. No one can say for sure how fast the RTC will re-
gc;lve insolvent thrift institutions or what the ultimate costs will

CBO estimates that through 1995 the RTC will spend almost
$100 billion more to cover losses than the $50 billion provided last

" year by the Congress. It will spend even more initially because of

the need to pay off insured liabilities when a thrift is liquidated or
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merged with another financial institution. Assets acquired in this
process can later be sold, which will result in receipts or negative
outlays. But this could take 8 years or more to realize. This is the
reference to working capital-type spending by the RTC. In the
meanwhile, the RTC spending must be financed by more Treasury
borrowing.

Table 3 on page 11 of my prepared statement provides CBO pro-
jections for RTC spending, assuming that additional spending au-
thority is provided by the Congress in the next few months. The
table illustrates that the spending will be quite large during 1991
and 1992, but then should diminish sharply as assets acquired in
the resolution process are sold. Between 1991 and 1994, we are pro-
jecting a swing of $100 billion in the net budget impact of RTC
spending. So that demonstrates vividly the volatility of the RTC
spending and its impact on the budget.

While RTC spending is having a major impact on Federal spend-
ing and borrowing, it is not affecting the economy in the same way
as other Government spending. Unlike a benefit check, a salary
payment, or purchases of goods and services from the private
sector, RTC payments do not represent current income to their re-
cipients. Depositors do not become wealthier when their savings
and loan institutions close or are merged by the Government. They
are exactly as well off as before, undergoing only minor change in
their banking habits.

Private saving and consumption behavior is unaffected by the
large year-to-year fluctuations depicted in the CBO baseline. Simi-
larly, RTC spending and the additional Federal borrowing needed
to finance that spending should have little effect on interest rates.
Nearly all the money that the Government raises is directly recy-
cled in the financial markets as recipients deposit the funds in new
accounts or invest them in other assets. The Government’s borrow-
ing does not reduce the funds available to other borrowers.

Of course, over a broader time span, deposit insurance losses in
the thrift industry have had definite implications for the economy
and for the distribution of resources. The availability of deposit in-
surance helped to spur certain types of spending that turned out to
be wasteful. Borrowers and their suppliers benefited. The wealth of
depositors was protected from loss even as many earned unsustain-
able rates of return. Moreover, thrift managers and owners were
subsidized. Thus, the thrift crisis has reduced the nation’s capital
stock as bad loans and fraud diverted the savings of depositors
from productive uses. While the high-flying institutions that now
require resolution were geographically clustered, all regions of the
country shared in those impacts, particularly as nationwide capital
markets imply that both deposit-taking and lending effectively are
spread throughout the nation.

In conclusion, Mr. Chairman, there is a clear need to enact a
new statutory debt limit before the August recess. There is also a
need to provide more resources to the Resolution Trust Corporation
o that it can continue its work. Any delays will only boost the cost
of resolving the savings and loan problem.

Finally, there is a need to reduce the budget deficit in 1991 and
in later years. Although the payoff from deficit reduction is not im-
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mediate and dramatic, it should result in longer run growth in our
capital stock and our standard of living.

That completes my summary, Mr. Chairman. I would be happy
to answer any questions you may have.

Senator DascHLE. Thank you, Mr. Blum.

Let me go immediately to a question pertaining to something you
just said a minute ago relating to behavior, that is, that behavior
would not be affected by whatever resources are invested in the
necessary bailout of the savings and loan industry. I would think
that, as it relates to working capital and the sale of assets, the ac-
celeration of the sale of assets as facilitated by the provision of
working capital would affect behavior.

Mr. Brum. I think what I am referring to is simply an exchange
of assets. I do not think it would affect consumption or savings be-
havior which is what the economists would worry about as affect-
ing the growth of the economy. We are engaged in a series of asset
transactions.

The Federal Government is simply liquidating liabilities that it
"has already incurred. The depositors have not felt any loss. Their
deposits are whole. There is no reason to believe that the deposi-
tors will chunge their behavior in terms of how they save or con-
sume. S

Senator DascHLE. I can see where the depositors would not
change their behavior. But it would seem to me that an organiza-
tion holding some of these assets, given the working capital they
have now been provided, would be more likely to dispose of the
assets, thereby affecting their behavior. Maybe there isn’t cnough
of a macroeconomic affect from the sale of these assets to legiti-
mately recognize that as a change in behavior.

What am I missing?

Mr. Brum. I think the acquirers of the assets that fall into ‘he
Government’s hand through this resolution process would be
making investments anyway. I mean, they are acquiring these par-
ticular assets as opposed to other potential assets, so that the
amount of asset acquisition should not be materially different.

Senator DascHLE. If that were the case, in other words, from an
economic point of view certainly it would mean a big difference to
the people holding the assets whether or not the Government were
there to provide assistance in the form of working capital.

Mr. BLuM. Oh, no question about that.

Senator DascHLE. And if that were the case, it seems to me that
that would make some difference to them in determining what
they did with those assets. I mean that——

Mr. BLum. Well I think you are certainly correct, Mr. Chairman,
that the quicker the process proceeds the lower the ultimate cost to
the Government and to the taxpayer will be. If these assets are not
taken back over by the private sector and put into use, they can
depreciate in value even more. So the quicker the process proceeds
the better off we will all be.

_Senator DascHLE. I guess my point is, and it is really a tangen-
tial issue, that, when you said nothing we do here affects behavior,
it struck me that, given what limited knowledge I have relating to
the effect working capital is supposed to have on the industry, it
would affect behavior at least from the point of view of those hold-
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ing the assets and what decisions they are going to have to make
as a result of Government intervention.

If there were no affect on behavior, my hunch is that we would
not be doing this.

Mr. BLumM. You are quite correct, Mr. Chairman. 1 was looking at
the economy as a whole.

Senator DAscHLE. Right.

Mr. BLumM. Clearly, on a regional basis, or for individuals, there
are some changes in behavior. I guess what I am saying is that
overall these tend to wash out.

Senator DascHLE. That is interesting. I mean, given the tremen-
dous consequences economically that this is having, to say that the
relationship of working capital to the sale of assets is ultimately to
the disposition of those assets is negligible from an economic point
of view is a very interesting point.

Mr. BLuM. I recognize that that seems surprising.

Senator DASCHLE. As you said, the deficit is expected to reach
$231 billion for this fiscal year.

Mr. BLum. For 1991. That’s a baseline projection. According to
the administration, $231 billion; according to CBO, essentially the
same number, $232 billion. That is a baseline projection, assuming
no deficit reduction but assuming that the RTC is given sufficient
additional resources to continue on with its work.

Senator DascHLE. That was my question. What is the degree to
which an assumption that additional resources will be provided is
calculated into that figure?

Mr. BLum. It is calculated fully into both the administration’s
figure and the CBO figure.

Senator DascHLE. And what figure is being utilized?

Mr. BLuM. For the CBO figure we have additional spending and
interest costs of $68 billion over and above those we would project
if the RTC was not given new spending authority.

Senator DASCHLE. So you accept also the middle range estimate?
Somewhere between $40-$100 billion; you pick $68 billion.

Mr. Buum. Actually our numbers, as it turns out, are somewhat
higher than the middle of the range in the administration’s num-
bers. I think we are a little closer to the numbers that Mr. Seid-
man mentioned yesterday during the hearing.

Senator DASCHLE. Mr. Seidman mentioned $100 billion.

Mr. BLum. Wzll, that was the upper end. I think we have, for ex-
ample, built into our baseline for 1991 a little over $90 billion in
spending by the RTC, which breaks out to roughly $40 billion for
the net losses and about $50 billion for working capital.

Senator DAscHLE. Is it proper then to subtract whatever amount
you realize in the sale of assets from the $90 billion to realize the
actual $68 billion that you projected here? Is that correct?

Mr. BLuM. Yes, that is correct. You would subtract two things.
First of all, about $12 billivn in final borrowing by the Resolution
Funding Corporation (REFCORP), which is the off-budget entity
created last year by the FIRREA, and second, whatever proceeds
are gathered in by the selling of assets.

Senator DascHLE. Well, if my calculation is correct, if you sub-
tract $68 billion from $231 billion, you get $163 billion, which is the
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deficit to be projected outside of the additional estimated savings
and loan cost. Is that——

Mr. BLum. That is approximately correct. As you see in table 1 of
my precared statement, due to rounding the figure turns out to be
$164 billion, in the third line of that table under 1991. Then we
would add the $68 billion for additional RTC spending to get to our
$232 billion figure.

Senator DascHLE. To what do we attribute the—if it is only $68
billion—and I think you have made a pretty fair explanation as to
why the cost is not $90 billion—to what else can we contribute the
ad(ﬁtional size of the deficit in the next fiscal year beyond the sav-
ings and loan costs that you have just described? What else in the
budget is growing at rates that have caused this budget to balloon
to the degree it has?

Mr. BLum. Well clearly the RTC spending is the major factor——

Senator DascHLE. That is $68 billion.

Mr. BLuM [continuing]. In terms of ballooning it over 1990. If it
were not for that then we would expect the 1991 baseline deficit to
fall from 1990. But—— :

Senator DascHLE. How can that be? I thought the 1990 deficit
was about $100 billion.

Mr. BLuM. No, in 1990 we are projecting $195 billion; the admin-
istration is closer to $220 billion. And I suspect, when all of the re-
sults are in in October, that for 1990 the deficit will be closer to
that $220 billion level.

Senator DascHLE. But the deficit target was $100 billion for this
year.

Mr. BLuM. That is exactly right.

Senator DASCHLE. And, the last time we——

Mr. BLuMm. So what happened? Why did we get to——

Senator DAscHLE. That is what I am asking. And all you have
given me is a $68 billion explanation. Where is the rest?

Mr. BLuM. You're asking how come we did not get to $100 bil-
lion, which was where we were going; and why are we going to be
over $200 billion? )

Senator DASCHLE. You asked the question more effectively than I
did. That is what I want to know.

Mr. Buum. The answer turns out to be, not surprisingly, that a
large part of it is the higher RTC spending.

Senator DAsSCHLE. Over and above the $68 billion?

Mr. BLuMm. No, we are in 1990 now.

Senator DascHLE. Right.

Mr. BLuM. We are in 1990 and we are going to go from $100 bil-
lion, which was the Gramm-Rudman-Hollings deficit target.

Senator DascHLE. Which we projected when we passed the
budget resolution last year That was the expectation.

Mr. BLum. That was the expectation.

Senator DascHLE. Okay, we projected it would be $100 billion.

Mr. BuuM. Right. ‘

Senator DASCHLE. So, let’s assume we started with $100 billion
and now you have given me a good reason why it is at least $68
billion more than $100 billion.

Mr. Buum. Well there was——

Senator DascHLE. Where is the rest of the explanation?
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Mr. Buum. Well, to go from $100 billion, the basic elements
would be as follows: RTC spending was not contemplated essential-
ly in that $100 billion lower number. It essentially was not provid-
ed for, or taken account of, in the President’s budget a year ago,
nor was it really fully reflected in the budget resolution that the
Congress adopted for 1990. We are just talking about the current
fiscal year.

Senator DascHLE. I understand the off budget part of that calcu-
lation. But there was part of it that was on budget, which I assume
was calculated in the $100 billion. Is that not correct?

Mr. BLuM. Not completely. Not completely in the budget resolu-
tion. So when we take into account all of the spending that the
RTC now is doing in the current fiscal year, almost all of that
spending is the reason why the deficit in the current year is going
to be much higher. That could be on the order of $55 or $60 billion,
it would appear.

Senator DascHLE. Over and above the $68 billion?

Mr. BLuM. No, over and above the $100 billion. $68 billion is
something that refers only to 1991. We are talking only about what
is happening in the current year, in 1990.

Senator DascHLE. What I am trying to do is to focus on a year.
And 1990 is obviously the base year.

Mr. Buum. Right.

Senator DAscHLE. In 1990 our target was $100 billion.

Mr. BLum. $100 billion, but we are likely to——

Senator DascHLE. What we are saying now is that the projection
for 1991 is $231 billion.

Mr. BLum. But I am saying that 1990 is likely to come closer to
$220 billion.

Senator DascHLE. Okay. Let’s take $220 billion then.
b_ﬁ{lr. Brum. All right. So we are going from $100 billion to $220

illion.

Senator DascHLE. Yes.

Mr. BLum. Just for the current year.

Senator DAscHLE. Right.

Mr. Buum. I have to get up before we do that.

Senator DascHLE. Let’s go to $220 billion.

Mr. Brum. All right. I would say that roughly $55-$60 billion can
be attributed to the RTC spending. Another factor is that the eco-
nomic assumptions that were used by the administration and by
the Congress last year proved to be too optimistic in terms of reve-
nues that would be coming in, as well as of inflation and interest
costs going out.

Senator DascHLE. Did the Congress differ from the CBO in those
economic projections?

Mr. BuuM. Yes. The Congress adopted the administration’s eco-
nomic assumptions for purposes of its budget resolution.

Senator DascHLE. I recall that, too.-

Mr. Brum. Right.

Senator DascHLE. Okay.

Mr. BLum. So that would add a considerable amount. On the rev-
enue side alone it would appear to add on the order of $30 billion—
%30—$35 billion. So 1 am up to $90-$95 billion to explain $120 bil-
ion.
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The rest is spending, obviously. A large chunk of that consists of
interest on the public debt, because of higher interest rates and
also because of tll')le higher amounts that have to be borrowed. And
other spending turned out to be somewhat higher, including de-
fense outlays which are marginally higher than estimated or con-
templated in that budget plan.

Spending by the Federal Deposit Insurance Corporation through
its bank insurance fund is also higher. We have had a lot more
spending for insolvent banks than was contemplated a year ago.
And there would be other minor increases in outlays.

So that gets us to——

Senator DascHLE. That gets us to $220 billion.

Mr. BLum. Sort of where we are right now.

Senator DascHLE. So it is just a mere buinp of $11 billion from
1990 to 1991; is that what you are saying?

Mr. BLuMm. That is right.

Senator DascHLE. Were you here when I asked Secretary Glau-
ber for his explanation as to the reasons for the administration’s $1
trillion estimate over the next 3 fiscal years of necessary increases
in the debt limit? He indicated that it was his expectation—and I
hope I am quoting him correcting, or at least paraphrasing him
correctly—that, of the trillion dollars of anticipated debt to be ac-
cumulated over the next 3 years, $200 billion of that would be re-
lated to RTC.

I responded that I thought that was a very conservative estimate
given the $100 billion estimate that Mr. Seidman mentioned yester-
day. What is your expectation for the next 3 years, and to what
degree will the RTC play a role in the realization of whatever debt
we incur?

Mr. BLuM. I can respond by taking you through two tables in my
prepared statement. First of all, turn to table 2 of the prepared
statement. This relates to our projections of the Federal debt. Now
you will notice there are really two sets of numbers here. The first
tier would be our debt projections under current policies. That is a
baseline which includes the additional RTC spending but does not
have any deficit reduction in it.

The lower tier has a deficit reduction in it. For purposes of illus-
tration we used a $500 billion deficit reduction package spread over
5 years. That is roughly similar to the kinds of numbers that are
embodied in the administration’s mid-session review. So perhaps it
would be useful just to work with that lower tier of numbers.

You can see that the debt subject to limit rises to almost $4 tril-
lion by the end of 1993 from somewhat over $3 trillion in the end
of 1990. So that is roughly the trillion dollar increase.

If we look at some of the numbers in there we can see where
those increases come from. First of all, you have the Government
still running, even with the deficit reduction package, very high
deficit levels under this pro%ection. The 1991 deficit could be as
high as $182 billion with a $50 billion deficit reduction incorporat-
%19 E;I‘hat would fall to $164 billion in 1992 and to $94 billion by

That adds over $400 billion of additional deficits over that 3-year
period which would have to be met by additional Treasury borrow-
ing.
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Secondly, any trust fund surpluses are invested in securities.
These securities also are part of the debt subject to limit. The trust
fund surpluses are projected to range from $135 billion in 1991 up
to $150 billion in 1993. So that adds another over $420 billion. So
you have two things happening—the deficit itself in the budget, in-
cluding the RTC, as well as the surpluses in the various Govern-
ment trust funds that are invested in Government securities.

So those are the two factors that are forcing the debt subject to
limit up. Within the deficit are numbers for the RTC, and its
impact on the budget deficit is shown in table 3 on page 11. In the
RTC baseline numbers we have—and this would represent the net
amount of additional Treasury borrowing—$70 billion in 1991; $60
billion in 1992; and $13 billion in 1993.

The reason the RTC outlays come down is that once we get
beyond 1992 they are expected to be through the bulk of the resolu-
tion process and more receipts will be coming in from the sale of
assets. Those numbers are displayed at the top of the table.

So the RTC alone, under these assumptions, is adding something
liked$140 billion over the next 3 years to net Treasury -borrowing
needs.

But I would hasten to add that even though these figures look
very precise, they conceal a great amount of uncertainty as to ex-
actly how this is going to play out in terms of the timing of the
resolution process, and how quickly the assets that are acquired
can in fact be disposed of. These numbers are really just reasonable
guesses at this point, and clearly could be much higher.

Senator DascHLE. What is really stunning in your projections
here is that you estimate in the next 3 years that we could realize
an increase in accumulated debt of almost $1.5 trillion if no deficit
reduction plan were put in place.

Mr. BLum. That is correct.

Senator DAascHLE. And $1 trillion even with optimistic expecta-
tions of a $500 billion deficit reduction package can be agreed
upon? We are still talking about a $1 trillion increase in accumu-
lated debt over the next 3 years?

Mr. Brum. Of the debt subject to limit. The debt held by the
public would not go up as much. That would go up by roughly the
amount of the deficit in the budget. But these are enormous
amounts, yes.

Senator DascHLE. Do you share the view expressed by Secretary
Glauber that the foreign ownership of U.S. Federal debt will prob-
ably decline in that period of time?

Mr. BruM. I don’t have any reason to disagree with that particu-
lar view. We do anticipate under our economic assumptions that
the value of the dollar will fall somewhat over this period of time.
We also are anticipating that interest rates will fall assuming that
a deficit reduction package, a credible deficit reduction package, is
adopted this year.

My guess is, that would affect the amount of the foreign invest-
ment.

Senator DAscHLE. And the amount of foreign ownership of pri-
vately held debt would be—I think the answer you gave me was
around 23 percent. Do you expect it to stay at that level?
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Mr. Brum. Well, again, we haven’t specifically examined that.
But I would not be surprised if that were the outcome.

Senator DascHLE. Let me just go back. You told me just a minute
ago that you expect the cost of the RTC over the next 3 years to
net out at about $140 billion. Is that a correct statement of your
estimate?

Mr. BLuuMm. Yes, and it is a present value calculation in terms of
what the net loss to the Government will be. In other words, if we
could over this period of time resolve everything, then the cost——

Or are you referring only to the cash flows? I guess you are just
referring to the cash flows, aren’t you? ,

Senator DascHLE. That is right.

Mr. BLuM. Yes. That $70 billion and the $60 billion and the $13
billion, we would anticipate those being the amounts reflected in
the budget.

Senator DascHLE. Let me ask you a question related to the ques-
tion I asked in assembling the deficit that we currently have: What
is it besides the cost of interest that you believe will be driving the
explosion of debt in the next 3 years, if it is not RTC?

Mr. BLum. Well obviously we are starting from a very deep hole,
not only with RTC, but with the Federal budget as a whole, with a
deficit as high as $220 billion in the current year; and it just takes
a long period of time to work our way out of that. A first-year defi-
cit reduction effort of say $50 billion only brings the deficit down to
around $180 billion, for example. If we keep on that road, it just
takes time to achieve budgetary balance—say by 1995.

But in the meanwhile we will have accumulated over $400 billion
of additional deficits that will have to be financed.

Senator DascHLE. Mr. Blum, we got into a little bit of a discus-
sion about the effect of taxes on the economy. As we consider our
options, to what degree do you feel that any increase in revenue
could have very negative consequences in the economy, especially
in terms cf economic growth?

M:. BLuM. Again, from a macroeconomic point of view, the im-
portant thing as we would see it is to reduce the deficit in order to
increase national saving. -

How we do that is not as important as just doing it, I think. We
find that from a macroeconomic point of view you can get pretty
much the same benefits whether it is by reducing spending or by
raising revenues. Clearly, when you get down to specific spending
reductions or specific revenue increases, different ways of doing
this can have different economic effects.

Raising revenues through the individual income tax route could
have different economic effects than raising revenues by excise
taxes, for example, in terms of some behavior. But it wouldn’t
make much difference from a macroeconomic point of view.

Senator DascHLE. Can we calculate behavioral differences from
taxes, be they excise or income?

Mr. BLuum. Not to anyone’s satisfaction I think.

Senator DAscHLE. So that really cannot be a factor. Behavior cer-
tainly cannot be a factor in the consideration of our options for rev-
enue, can they?

Mr. BLuMm. Well, I think it can if the name of the game is to in-
crease national saving in order to increase national investment.
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There are certain types of taxes, for example, that might do more
to encourage private saving than others.

Taxing consumption, for example, would be viewed in that
regard as preferable to, say, taxing total income. On the spending
- gside a similar kind of argument could be made, that in cutting
back on Government spending the Government should not cut back
on itshinvestment spending, which could be beneficial to economic
growth.

But these are global strategies that have to be worked out in the
political negotiation process.

Senator DascHLE. Let me just ask you one last question. There
are those who cite debt as a percent of gross national product and
historically relate that to times in our past when, as a percent of
gross national product, the debt has been substantiaily higher. 1
have a chart before me that indicates that during the 1940’s it was
even over 100 percent.

Is there a fair rebuttal for those who may be concerned about the
soaring increase in the debt, the $4 trillion limit we may experi-
ence in the next 3 years? And how concerned should we be with
the fact that right now the estimate is, what? What is the current
estimate as a percent of gross national product?

Mr. BLuMm. Let’s see, at the end of 1989 it was 421 percent. So it
is somewhere in that ball park for the current year, around 42 to
43 percent I would anticipate. That is higher than in 1974 when it
reached a low of 24 percent of GNP.

I think the concern, again from a macroeconomic point of view,
is that that ratio of debt held by the public to GNP should be
stable or falling. If it is rising, then we have a problem in the sense
that interest costs keep growing almost exponentially. And that
clearly affects other spending. It constrains the amount thut can be
spent on other things, investments or transfers or whatever.

To the extent that the debt can be held down as a percentage of
GNP, then those interest payments will be held more in check. If
%ou can reduce the debt as a percentage of GNP, which would

appen if we move toward a balanced budget, then the falling in-
terest costs actually work on your behalf and help lower the deficit
even more, as the size of the debt relative to the economy falls.

Senator DASCHLE. Can we learn anything from history and that?
As I look at the chart, we were at about the same point, as a per-
cent of our gross national product held by the public, in 1962; and
then by 1970 we dropped from about 43 percent, I guess 44.5 per-
cent, all the way down to 28.8 percent. What did we do in those 7
years that generated that dramatic reduction?

Mr. BLum. Well, there were two things. First of all, the GNP
grew fairly rapidly. The 1960’s were a period of very long sustained
growth. And secondly, the Federal budget deficit over that period .
of time was very small. There was really only 1 year in which
there was a deficit above $10 billion. That was in 1968 when the
deficit was $25 billion, which seems small in comparison with the
numbers we are using now.

Senator DascHLE. Well, what was the total budget that year?

Mr. BLum. The total outlays in that year were only $178 billion.

Senator DascHLE. So if the deficit was $25 billion, percentage-
wise you are talking about a fairly significant figure, are you not?
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Mr. BLumM. Well, it was 3 percent of GNP, which at that time was
very high. The highest it got during the 1980’s though was 6.3 in
1983, which is the peak in the post-World War II period.

Senator DascHLE. Are things different? I guess that’s the bottom
line. The question is: Are things different today, as we look at the
deficit, even though as a percent of gross national product there
were times in our past when the percentage was equal to or exceed-
ing the level that we have today? Are things different in some cal-
culable way that would make the debt more onerous today than it
was back then?

Mr. BLuM. Probably not in that kind of global sense. What is dif-
ferent today as compared with the 1960’s is that we are facing a
budget that is badly out of control. We have these very large struc-
tural deficits, which are not related to the economy, but represent
full-employment levels of spending that are not being met by taxes.
Moreover, the deficit as a percentage of GNP is not just 3 percent
in 1 year out of a decade, but has averaged 4 percent annually over
the entire period of the 1980’s. We now have a sustained problem
as opposed to what was essentially a 1-year problem,

Senator DascHLE. Not to belabor the point, but—we get this on
the floor from time to time: Why worry? The fact is that, as a per-
cent of gross national product, we were up in the 80’s, the 100’s,
the 50’s, the 40’s, throughout most of the 1950’s and 1960’s. You are
talking a couple of decades here where, as a percent of gross na-
tional product, the debt was much worse. We pulled out of that and
the country continued to sustain economic growth in the 1960’s, de-
spite its debt so, we ought not worry now. Frankly, that has always
impressed me as a fairly legitimate rebuttal to those of us who
have expressed concern with this soaring debt increase. To be
honest, I have yet to hear a persuasive enough rebuttal to that ar-
gument. That leads me to believe, from a historical context, that
we are still not at a point to bring to the table people who frankly
are not that concerned and who don’t believe we are dealing with a
very serious problem.

Mr. BLuM. You are right, Mr. Chairman. In a sense there is no
immediate crisis. It is not as though the nation is having a heart
attack, for example. It is more like a cancer that grows slowly over
time. The concern over the high deficits really is that the nation as
a whole is not saving enough for the future, to invest in economic
growth. An important reason or a major reason for reducing the
deficit is to eliminate dissaving by the Federal Government in
order to increase saving by the nation as a whole.

With that increased saving will come increased investment. That
in turn should lead to increased productivity and higher growth
over the long run. As I said in my statement, the benefit of deficit
reduction is not immediate or quickly observable. It really comes
over time. But it is very important when we look ahead to see what
kind of standard of living we are passing on to future generations.

I think it is for their sake that we ought to be acting today.

Senator DAsCHLE. Mr. Blum, I have kept you long enough. I ap-
preciate your responsiveness, your testimony, and the information
you have provided. We thank you. The hearing stands adjourned.

[Whereupon, the hearing was adjourned at 12:42 p.m.]
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PREPARED STATEMENT OF JAMES L. BLuM

Mr. Chairman, I am pleased to appear beforz this Subcommittee this morning to
discuss the Federal debt limit. In my statement today I will summarize the Congres-
sional Budget Office’s (CBO’s) new economic forecast and baseline budget projec-
tions. These are elaborated in CBO’s summer report, The Economic and Budget Out-
look: An Update. I will then consider the implications of our projections for the debt
ceiling. Finally, I will focus on the econcmic effects and budgetary treatment of the
savings and loan crisis.

THE BUDGET AND ECONOMI® OUTLOOK

CBO now expects that the fiscal year 1990 deficit v/ill total at least $195 billion,
which is almost $60 billion above the estimate jus: six months ago (see Table 1). In
relation to the size of the economy, the deficit is projected to rise from 2.9 percent of
gross national (froduct (GNP) in 1989 to 3.6 percent of GNP in 1990.

For 1991 and thereafter, the budgetary picture is complicated by the savings and
loan bailout. The Financial Institutions Reform, Recovery, and Enforcement Act of
1989 (FIRREA) assigned the Resolution Trust Corporation (RTC) the task of closing
or subsidizing the sale of hundreds of insolvent thrift institutions. It now appears,
however, that RTC will exhaust its funds early in fiscal year 1991. If RTC were actu-
ally allowed to run out of money, the baseline deficit would fall to $164 billion in
1991 and remain near $160 billion thro:gh 1994. In that event, however, almost 700
insolvent thrifts would be left unresolved; their losser would continue to mount and
raise the government’s eventul cost. -

Clearly, RTC must be given more resources. CBO estimates that additional R’
spending needs, with associated debt service costs, would add $68 billion to the defi-
cit in 1991, $81 billion in 1992, and $33 billion in 1993. Including the additional
spending needs of the RTC, the Federal deficit would reach $232 billion in 1991 and
$239 billion in 1992, before slipping under $200 billion ngain in 1993. These deficit
figures are far above the Balanced Budget Act targets of $64 billion in 1991, $28
billion in 1992, and zero in 1993.

If sequestration were to apply to the 1991 deficit estimates shown in Table 1, the
cuts would boggle the mind. Excluding the additional RTC spending from the calcu-
lation, defense would be cut by 25 percent, and nondefense programs would be
slashed by 38 percent. Including RTC's spending needs, the required cuts would be
42 percent for defense and €4 percent for nondefense programs.

Table 1.—BASELINE BUDGET PROJECTIONS AND UNDERLYING ASS!UMPTIONS

1990 1991 1992 1993 1994 199%

Budget Projections (by fiscal year)

In Billions of Dollars
Revenuss 1044 1123 1,188 1260 1337 1417
Outlays 1,238 1,287 1346 1,422 149 1,559
Deficit ..... 195 164 158 162 160 142
Additional RTC Spending Needs 1 0 68 81 3B -13 -3
Deficit with Additional RTC 195 232 239 194 146 138
Deficit Targe's 100 64 28 0 (3 (%

€3]
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Table 1.—BASELINE BUDGET PROJECTIONS AND UNDERLYING ASSUMPTIONS—Continued

1990 1931 1982 1993 1994 1995

As a Percentage of GNP

191 193 181 180 190 189
26 21 27 S 22 207
36 28 25 24 23 18
36 40 38 29 21 18

Economic Assumptions (By calendar year)
GNP (Billions of current dolars) ...........cccocoorvevenn vevvmemsrcreeerrcsisesesess s sserenionn 5560 5925 6,314 6726 1,166 7,634
Real GNP Growth (Percentage change) .......... 20 25 26 26 26 26
Implicit GNP Defiator (Percentage change) 41 40 39 38 38 38

CPI-U (Percentage change) 3 .........oorrrrivmemmmeominnione covomresssonienios 48 42 42 40 40 40
Civilian Unemployment Rale (Percent) ..o 53 54 54 55 5.5 55
Three-Month Treasury Bill Rate (PErCent)......cc.....cccorvives covvmvevvcrriiiniirenecienineons 76 69 67 62 56 54
Ten-Year Government Note Rate (Percent) ..............ccooooovvveoeriecveciossieeecesiinns 85 18 74 1.2 6.9 6.8

! includes debt service costs resulting from addrtional RTC spending.

* The Balanced Budget Act sets targets through 1993.

3 CPI-U is the consumer price index for afl urban consumers.

SOURCE: Congressional Budget Office.

NOTES: For comparability with the Balanced Budget Act targets, the projections include Social Securty but exclude net outiays of the Postal

RTC = Resolution Trust Corporation.

As dismal as these budget projections appear, they could prove to be optimistic.
At the request of the Congressional budget negotiators, CBO’s budget projections are
based on an economic forecast that assumes significant cuts in the deficit—$40 bil-
lion to $60 billion below the baseline in 1991 and $400 billion to $600 billion over
the 1991-1995 period. The continuation of economic expansion in the face of such
fiscal restraint depends critically on two assumptions. First, the Federal Reserve
must meet the dramatic change in fiscal policy by loosening monetary policy.
Second, the deficit reduction package must be sufficiently credible to convince finan-
cial markets that long-term interest rates will fall.

The assumed deficit reductions affect CBO’s forecast of key economic variables—
chiefly real economic growth and interest rates—in ways that improve the budget
outlook. CBO expects that the U.S. economy will grow by 2.0 percent in 1990 and by
about 2.6 percent a year in 1991 through 1995. The three-month Treasury bill rate is
projected to fall from its current level of 7.8 percent to an average of 6.9 percent in
1991 and 5.4 percent in 1995. If significant deficit reduction measures of the sort

- assumed by CBO are not enacted, interest rates are likely to be higher; moreover,
growth rates in the medium term are likely to be lower than CBO has projected. As
a result, the 1995 deficit could be $40 billion to $50 billion higher than the estimates
in Table 1 suggest.

IMPLICATIONS FOR THE DEBT LIMIT

The CBO baseline budget projections imply large increases in debt subject to the
statutory limit in the next few years. The Congress must address this matter soon:
if the current limit of $3,122.7 billion is not increased before the August Congres-
sional recess, the government will almost certainly run out of cash during the
recess. Among the payments that would be imperiled are Social Security and other
benefits, interest and principal payments on the debt, and paychecks for civilian
and military employees. Even a temporary default—that is, a few days’ delay in the
government'’s ability to pay back its debt holders—could also have serious financial
market consequences, including a permanent increase in Treasury borrowing costs,
a temporary rise in the overall level of U.S. interest rates relative to foreign rates,
and a temporary decline in the value of the dollar.

When the current ceiling was enacted last November, it was expected to suffice
roughly through September or October of this year. Subsequent increases in the def-
icit have accelerated the need for an increase in the debt limit. The chief culprits
are unexpectedly large savings and loan-related outlays in 1990 and lackluster reve-
nues.

Under CBO'’s baseline projections, debt subject to limit would total $3,183 billion
at the end of September—$10 billion above the current limit. (In fact, debt subject to
limit would be even higher in early September, because of the daily patterns of bor-
rowing and trust fund investment.) This estimate is conservative: it is predicated on
CBO’s baseline deficit estimate of $195 billion for fiscal year 1990, which was com-
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leted about a month ago. Since that time, deposit insurance spending and Treasury
rrowing have outstripped our estimates, and the CBO deficit and debt estimates
for the current fiscal year might be as much as $20 billion to $25 billion too low.

In fiscal J'ear 1991, CBO grojects that, without deficit reductions, debt subject to
limit would climb by $363 billion (see Table 2). It may seem perplexing that debt
subject to limit goes up by more than the amount of the deficit. The reason is that
the debt limit applies not just to Treasury borrowing from the public—the familiar
sales of bills, notes, and bonds and of other instruments such as savings bonds—but
also to the holdings of Federal Government trust funds. In fiscal year 1991, frust
fund holdings are expected to grow by about $135 billion, with Social Security alone
accounting for more than half of the increase.

Of course, the Congress and the Administration hope to trim the borrowing needs
of the government by concluding a successful deficit reduction pact. These savings,
however, have yet to be identified and enacted. Even with a hypothetical deficit re-
duction package amounting to $50 billion in 1991 and $500 billion over the 1991-
1995 period, debt subject to limit would continue to grow, as depicted in the bottom
panel of Table 2.

Tabie 2.—CBO PROJECTIONS OF FEDERAL DEBT
[By fiscal year, in billions of dollars]

1830 1891 1992 1893 1994 1395

Under Current Policies
(Including additional RTC spending)
Debt Subject to Limit, Start of Year.................ccccoveemmmrrrrccrisnrerieninn 2830 3,133 3496 3872 4219 4529
Changes in Debt Subject to Limit:
DEFICH......coovevee s ssrisesen s rerssan s stssmases s ess s ssaee 195 232 239 194 146 138
TEUSE N SUIPIUS ..ot sran e 123 138 140 150 163 176

Oher CHANGES 1 ........ovcvresveeveecssseesssssssasssssssssmssssssssnssssenesssssssssssesnas -14 -3 -3 2 12

TOMAl Ch2NR ........covvoceevev v eeeecssresemesasessisnsrs s s 303 363 376 347 311 Ky
Debt Subject to Limit, End OF Year........cccoooiererseremmreressrssesrovrsvvcrsrasensannnn. 3133 3496 3872 4219 4529 4846
Debt Held by the Public, End of Year.....................coiveeremieerrcrereconns 2378 2607 2844 3038 3183 3321
With a $500 Billion Deficit Reduction Pacvage 2
Debt Subject to Limit, Start 0f Year.............ooooovocciivceorecmseremionnnenns 2830 3133 3446 3747 3994 4179
Changes in Debt Subject to Limit:
DEAICIE ... ssscss s mst s e srees e 195 182 164 94 21 ~12
TrUSE fUN SUTDIUS......ocoversennecereeece s evesssss s ssss s s cerseeseens 123 135 140 150 163 176
Other ChaNges ! ..........ccccovemrneecnsnnresrsvessssssssssssmssscsmsesssssmnsressorns — 14 -3 -3 2 1 2
Total change..................

SRV || 313 301 247 186 167
e 3133 3446 3747 3994 4179 4346

Debt Subject to Limit, End of Year....
2318 2557 2719 2813 2853 282

Debt Held by the Public, End of Year

! Primarily changes in cash balances and in interest accrued but not faid,
* Assumes illustrative deficit reductions amounting to $50 billion in 1991 and $500 billion over the 1991-1995 period. For simpiicity, programs
financed by trust funds are assumed to unaffected.

SOURCE: Congressional Budget Office.
NOTE: The current debt fimit is $3,122.7 biflon,

Many analysts view the statutory limit on Federal debt as archaic. Through its
regular budget process, the Congress already has ample opportunity to vote on over-
all revenues, outlays, and deficits (an opportunity that did not exist before the
Budget Act of 1974). Voting separately on the debt is hardly effective as a means of
controlling deficits, since the decisions that necessitate borrowing are made else-
where. By the time the debt ceiling comes up for a vote, it is too late to balk at
paying the government’s bills without incurring drastic consequences. In recent

ears, the debt limit has served mainly as a vehicle for other budgetary and unre--
ated legislation.

Even if there remains a justification for a separate ceiling on Federal debt, many

e that it should not apply to trust fund holdings. Instead, they maintain, the
debt ceiling should focus on debt held by the public—that is, the amount borrowed
to finance deficits. Such borrowing is the chief concern of economists, financial
market participants, and others who worry about the Federal government's de-
mands on credit markets. As Table 2 shows, debt held by the public climbs each
%ear by approximately the amount of the deficit. The President’s Commission on

udget Concepts in 1967 refined the concept of debt held by the public, and urged
that the statutory limit on Federal debt be revised accordingly. More recently,
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Chairman Rostenkowski's plan for reducing the deficit and reforming the budget
process uses debt held by the public as the appropriate measure for statutory ceil-

Ings.
SPENDING RELATED TO SAVINGS AND LOANS

Estimates of deficite and debt are even more uncertain than usual because of
huge and volatile outlays for deposit insurance. No one can say for sure how fast
the Resolution Trust Corporation can resolve failed or failin% institutions, or what
the costs will be. As noted earlier, CBO’s deficit estimate of $195 billion for 1990

redated a surge in RTC spending. Two weeks ago, the Office of Management and
udget predicted that the 1990 deficit would be almost $24 billion higher than
CBO’s forecast, with RTC responsible for virtually all of the difference. These con-
trasting estimates underscore the great uncertainty about RTC spending. OMB
_stam that outlays in individual years might be $30 billion higher or lower than pro-
jected.
Current Projections

The RTC spends money for several purposes, chiefly for insurance losses and
working capital. Insurance losses represent money that will not be recouped by the
government because insured deposits of failed institutions far exceed what can be
recovered by selling the institutions’ assets. In contrast, working capital represents
temporary financing needs: in the course of resolving institutions, the government
holds many assets temporarily pending their disposition. The need for working cap-
ital results in budget outlays when assets are acr];uired and results in receipts (that
is, negative outlays) when the assets are sold. Selling assets may take eight years or
more. Until that time, the expected proceeds are conjectural. Thus, while the dis-
tincttipn between losses and working capital is conceptually clear, it is arbitrary in
practice.

Under FIRREA, the RTC faces several constraints on its spending. One restriction
caps the RTC's total losses at $50 billion; another, more complicated cap acts to re-
strict total outstanding working capital. The resources provided under FIRREA are
insufficient. CBO projects that, unless new legislation is enacted providing the
agency with extra resources, many RTC operations will grind to a halt early in
fiscal year 1991. But new legislation must be passed sooner or later. Deposit insur-
ance outlays are not discretionary; the government is legally required to fulfill its
Fuarantees. CBO estimates that, through 1995, the RTC will need almost $100 bil-
ion more to cover losses than current law grovides. CBO'’s projections of RTC out-
lays, assumingl;hat new resources are provided soon, are depicted in Table 3. Clear-
ly, RTC spending will be a source of great volatility in budget totals for the next
several years, as projected outlays swing from a staggering $70 billion in 1991 and
$60 billion in"1992 to —$30 billion in 1994.

Table 3.—PROJECTIONS FOR THE RESOLUTION TRUST CORPORATION ASSUMING UNLIMITED
RESOURCES

[By fiscal year, in biflions of dollars)

Outiays Actaal | 1900 | doo1 | 1992 | 1993 | o4 | 1995
Insurance Losses............... ettt sssse o 1 3 41 32 28 4 3
Working Capital:
Asset acquisition and repayable advances 10 30 52 52 19 0 0
ReCRiptS frOM 3SSEL SAHS ..vuvvvvvrvveermsirevcrmsessivstennisseenisisssssssssssssessens 0 —1] -8 —24| 34 -3 -2
Repayment of advances 0| —12 0 0 - 0 0 0
Proceeds from Resolution Funding Corporation (REFCORP) .................. 0| —16| —14 0 0 0 0
Payment from Federal Home Loan Banks -1 0 0 0 0 0 0

Subtotal, outlays excluding interest and administrative ex-

penses.......= . 9 36 70 60 13| -30| —18
Interest and Administrative Expenses A ] ] & & ] 3] *
Total 9 36 70 60 13 -30| —18

1 Administrative costs inciuded in the are projected to be $200 miflion to $300 mition a year. Administrative costs associated with
institutions in Resolution Trust Corporation (RTC) are not included. Interest costs reflect only the from the RTC to the Federal
Financing Bank (FFB), 2n intrs lary armangement stemming from the RTC's working capital ag The projections assuming uniimited
%Msmm\h_mum arrangement, and ali debt Service costs are presumed to be borne directly by the Treasury.
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Economic Consequences

There is disagreement over how policymakers should deal with the economic con-
sequences of the savings and loan crisis. Everyone agrees that RTC outlays do not
affect the economy quite like other government spending. Unlike a benefit check,
salary- payment, or a purchase of military hardware, deposit insurance payments do
not represent current income to their recipients. Depositors do not become wealthier
the instant their savings and loan institution is closed or merged by the govern-
ment. They are exactly as well-off as before, undergoing only minor changes in their
banking habits. Thus, the year-to-year outlay fluctuations depicted in CBO’s base-
line paint a seriously misleading picture of the government’s current impact on the
economy.

This conclusion—that RTC spending has little short-run economic impact—is mir-
rored in the financial markets. Currently, a large fraction of Federal borrowing is
done on behalf of the RTC. Nearly all the money that the government raises is di-
rectly recycled in the financial markets, as recipients deposit the funds in new ac-
counts or invest them in other assets. The government’s borrowing does not reduce
the funds available to other borrowers, and there is little reason for it to boost the
level of interest rates.

Because savings and loan-related spending is not like other Federal spending in
its short-run economic impact, many argue that annual spending for this purpose
ought to be excluded from the Balanced Budget Act targets for the Federal deficit.
The spending’s volatility, these advocates argue, could lead to inappropriate swings
in fiscal policy as well as rich opportunities for manipulating the budget estimates.

Of course, over a broader time span, deposit insurance losses have had definite
implications for the economy and for the distribution of resources. The availability
of deposit insurance helped to spur certain types of spending. For much of the past
decade, savings and loan institutions made wasteful loans backed by their ;i:é)osits.
Borrowers and their suppliers benefited; the wealth of depositors was protected from
loss even as many earned unsustainable rates of return; moreover, thrift managers
and owners were subsidized. Thus, the thrift crisis has reduced the nation’s capital
stock as bad loans and fraud diverted the saving of depositors from productive uses.
While the high-flying institutions that now require resolution ivere geographically
clustered, all regions of the country shared these impacts—particularly as nation-
bw;dg capital markets imply that both deposit-taking and lending effectively cross

rders.

Resolution of failed thrifts simply recognizes past financial losses. It does not
repair the damage that the thrift crisis has done to our capital stock. Some argue
that the government should recoup its losses, perhaps with a tax surcharge over sev-
eral years. This approach is the most direct way of replacing the lost capital and the
material well-being that it could have provided. In addition, many observers fear
that unless the nation explicitly taxes itself or otherwise faces up squarely to the
costs of the thrift crisis, it will not make the needed reforms te the regulatory struc-
ture and the deposit insurance system to ensure that such a situation never recurs.
But other analysts, even as they acknowledge the harm to the U.S. capital stock
" done by the crisis, point out that its effect pa%es beside the $1-1/2 trillion in Federal
debt accumulated during the 1980s. The underlying problem, in this view, is the
government’s large overall deficit and accumulated debt; the savings and loan deba-
cle only makes the problem bigger.

CONCLUSIONS

My testimony has pointed to a clear need for Congressional action in three sepa-
rate areas. First, the Congress needs to enact a new statutory debt ceiling before its
August recess. Second, the Congress, in cooperation with the Administration, should
enact a plan to reduce the deficit in 1991 and later years. The payoff to deficit re-
duction is not immediate and dramatic, but long-run aﬁthh in our capital stock and
standard of living should result. And third, policymakers must swiftly provide more
resources to the lution Trust Corporation to enable it to continue its work. Fur-
ther delays will tend only to boost the long-run costs of resolving the savings and

loan crisis.
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[SUBMITTED BY SENATOR TOM DASCHLE]

[Joint Committee on Taxation, July 23, 1930, JCX-21-90]

INCREASING THE PusLic DBt LiMiT

[Scheduled for a Public Hearing before the Subcommittee on Taxation and Debt Management of the Senate
Committee on Finance on July 31, 1990]

PRESENT LAW

The permanent limit on the amount of public debt outstanding is $3,122.7 billion.
This limit was enacted on November 8, 1989. At that time, the newly enacted debt
limit conformed with the budget resolution for fiscal year 1990, and was expected to
provide enough borrowing authority through the fiscal year.

CURRENT SITUATION

As of the close of business on July 19, 1990, the total amount of public debt sub-
{')ect to limit was $3,091.7 billion. The operating cash balance at that time was $23.7
bi}{ion. On the first day of July, the amount of deht subject to limit was $3,077.0

illion.

In testimon;i‘rbefore the Ways and Means Committee on July 11, 1990, Under Sec-
retary of the Treasury for Finance Robert Glauber reported that “it appears likely
that the Treasury will run out of cash and borrowing authority and default on the
government’s debt obligations in mid-August. It is highly likely that default would
occur before Congress returns in September.”

In that testimony, Under Secretary Glauber indicated that without Congressional
action on the debt limit, the Treasury most likely could not honor payments total-
ing e:f)proximately $14 billion scheduled for August 3, 1990 (including aYproximawly
$3 billion of military retirement and salary payments and approximately $11 billion
of payments to social security and supplemental security income recipients, railroad
retirees and veterans). In addition, the Treasury has $20 billion of notes maturing
on August IS and approximately $21 billion of interest payments due on that day.

ADMINISTRATION PROJECTIONS

Under Secretary Glauber indicated increasing the debt limit to the following
amounts would be sufficient to maintain Federal Government operations (including
peak cash flow needs at the beginning of each September):

{In biltions of dollars)
Through Fiscal Year 1991 Through Fiscal Year 1992 Through Fiscal Year 1993
$3,509 $3,831 $4,053

In the Mid-Session Review of the Budget (July 16, 1990), the Office of Manage-
ment and Budget presented the following end-of-fiscal-year estimates of total debt
subject to limit:

{In billions of dollars]

Fiscal Year 1990 Fiscal Year 1391 Fiscal Year 1992 Fiscal Year 1993 Fiscal Year 1934 Fiscal Year 1995

$3,163 $3.479 $3,776 $4,013 $4,187 $4,355

ROLE OF RTC FINANCING

Higher-than-expected interest rates and unanticipated losses in thrift institutions
under the responsibility of the Resolution Trust Corporation (RTC) have caused the
Administration to revise upward the cost of troubled thrift institution case resolu-
tions by approximately $55 billion since January. In its Mid-Session Review of the
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Budget, the Office of Menagement and Budget estimated that RTC net outlays for
fi 1991, for both losses and working capital, would be between $32 billion and

$63 billion.
STATUS OF CONGRESSIONAL BUDGET RESOLUTIONS

The House of Representatives adopted a budget resolution (H. Con. Res. 310) for
fiscal year 1991 which prescribes $3,315.85 billion as the appropriate debt limit
through fiscal year 1991. —

The Senate adopted an amended version of H. Con. Res. 310 for fiscal year 1991
which would increase the public debt limit through the fiscal year to $3,323.4 bil-
lion. The Seriate insisted on its amendment and requested a conference with the
House of Representatives.

PREPARED STATEMENT OF ROBERT R. GLAUBER

I appreciate the opportunity to appear before you today to advise you of the need
for Congressional action to increase the debt limit before the scheduled August Con-

gressional recess.
DEBT LIMIT

Treasury’s current estimates show that the permanent ceiling of $3,122.7 billion
will be sufficient only until mid-August. Without an increase in the debt limit, it
appears highly likely that the Treasury will run out of cash and borrowing author-
ity and default on the Government’s obligations on August 15.

As you know, the limit usually is raised to a new permanent level sufficient to
fund the Government’s needs for the coming fiscal year. We estimate that a debt
limit of $3,509 billion will be sufficient to last through FY 1991. This figure is based
on OMB’s Mid-Session Review estimate of the deficit for FY 1991 of $176 billion.
Since the debt subject to limit is expected to hit a peak level in early September
1991, when the normalized tax transfer to the social security trust funds is invested,
this figure includes a $30 billion allowance above the $3,479 billion of debt subject to
limit estimated by OMB in the Mid-Session Review. I should note that RTC outlays,
which are subject to substantial forecast uncertainty, play a large role in the overall
FY 1991 outlay figure. Depending on actual RTC experience, we could react: the pro-
posed debt limit before or after the end of the fiscal year.

In the spirit of the bipartisan negotiations to reduce Federal budget deficits, it is
appropriate at this time to consider increasing the permanent debt limit in an
amount that is sufficient to accommodate Treasury securities issues over the next
several years. In this connection, we will be glad to discuss with this Committee a
longer-term ‘debt limit that would reflect the work of the bipartisan budget summit.

If Congress were to leave for its August recess without increasing the debt limit,
the Treasury would very likely default on $23 billion of notes maturing on August
15 and be unable to make interest payments totaling an additional $21 billion that

-same day. Also, along with defaulting on numerous other obligations, the Treasury
most likely could not make, on August 31, $3 billion of military retirement and
salary payments, nor could it make payments totaling over $11 billion to social secu-
ntiv and supplemental security income recipients, railroad retirees, and veterans.

want particularly to emphasize that August 13 is the last day on which final

Congressional action could occur in time for the Treasury to auction securities on
August 14 and settle them on August 15. If Congress does wait until August 13 to
act, Treasury’s financing options will be limited and costly.

Treasury would normally announce the terms of the regular mid-August refund-
ing on Au%xlst 1. Under our usual auction schedule, the securities would be auc-
tioned on Tuesday, Wednesday, and Thursday, August 7, 8, and 9. This schedule
allows time between our announcement and the auctions for orderly distribution of
the secr rities by the investment community. However, without the assurance of suf-
ficient debt limit room to settle these new securities on August 15, Treasury’s mid-
August refunding announcement would be conditioned on Congressional action to
increase the debt limit.

Congression action after August 1 would reduce the normal time for distribution,
because distribution of these securities could not begin until Treasury could assure
investors that the securities could be auctioned and settled. Final Congressional
action after August 6 would disrupt the auction schedule itself and introduce an ele-
ment of uncertainty into the Government securities market that, all other things
being equal, would tend to raise the Treasury’s cost of financing.
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I urge Congress to act in a timely manner to increase the debt limit. Defaulting
on Government obligations already incurred—such as the Treasury notes and inter-
est payments that are due on August 15—is very different from halting Government
operations when spending authority is allowed to lapse. In the event of a lapse in
spending authority, such as when appropriations are delayed, the Government
car_lélot incur new obligations. Once an obligation is incurred, however, it must be
paid.

Finally, default would have very serious adverse consequences on domestic and
international confidence and trust in the United States. -

RTC CLEAN UP COSTS

I want to turn now to the financing needs of the RTC. We have attached for your
information Secretary Brady's May 23 testimony before the Senaie Committee on
Banking, Finance, and Urban Affairs, which gives a more complete description of
our estimates of the cost of the thrift clean up.

Original Cost Estimates

The $50 billion provided in the Financial Institutions Reform, Recovery and En-
forcement Act of 1989 (FIRREA) to the RTC for thrift resolution during the 1989-92
period was based on the most credible estimates at the time, prepared by the Feder-
al Deposit Insurance Corporation, the Federal Home Loan Bank Board, and the
General Accounting Office. All three of these agencies estimated that $50 billion
would be sufficient to meet the RTC’s needs. FIRREA also provided an additional
$32 billion for resolutions in the post-RTC period and to fund the Savings Associa-
tion Insurance Fund.

However, as we said during the legislative process, the level of resources needed,
no matter how thoroughly researched or widely agreed upon, was still based only on
estimates. Uncertainties included the level of interest rates and the strength of the
economy, the timing and amount of asset sales, as well as many other factors that
could have a significant impact on the size of the problem.

Revised Estimates .

Actual experience over the past eleven months indicates that RTC losses have in-
creased because: the losses in individual thrifts are larger than expected; marginal
thrifts are likely to fail sooner than expected (becoming the responsibilitf.y of the
RTC, not the Savings Association Insurance Fund) and the total number of project-
ed thrift failures has increased.

A number of factors have contributed to these higher projections:

* The population of thrifts which has become the responsibility of the RTC has
been in worse financial condition than anticipated. Until the RTC was able to get
inside these institutions, it could not make an effective evaluation.

* There has been a sharper than previous!, assumed decline in regional real
estate markets, articularly commercial real estate, in many parts of the country.
Unfortunately, RTC thrifts’ assets are heavily concentrated in real estate, whether
through direct investments, foreclosed property, or real estate loans.

¢ Interest rates, which are now higher than we had projected, have increased op-
erating losses for thrifts in conservatorships and caused softer real estate markets.

* There have been unexpected losses in below-investment grade bonds, sometimes
referred to as “high yield” or “junk” bonds—RTC has $4 billion of junk bonds in its
rortfoho. Again, all of these factors have produced not only higher than expected

peses, but also an increase in the population of savings and loans that will require
attention. -

When Will More Funding Be Needed?

Even though the RTC has spent only about half of the $50 billion provided in
FIRREA to cover losses, if it maintains its agix;issive schedule of case resolutions, it
will exhaust the $50 billion by the end of this calendar year. However, the RTC
faces another important constraint in the form of the obligation limitation included
in FIRREA. This is the provision which limits RTC obligations—most notubly, work-
ing capital borrowings—to the amount of unused REFCORP authority, cash on
hand, and 85 percent of the fajr market value of assets held by the RTC.

_ Based on its current method of calculating the working capital obligation limita-
tion, the RTC will run up against that limitation sooner than it uses the $50 billion
to cover losses--that is, not later than very early in the fourth calendar quarter of
this year. If the RTC cannot-raise additional working capital and the cost of acquir-
ing assets exceeds the amount generated from sales, it cannot proceed with resolu-
tions. To assure that the pace of resolutions is not constrained by the availability of



39

funds, and that the cost to the taxpayer is not increased by the consequent delagi it
is essential that the RTC receive increased funding by the end of the third
guarter—by September 30, 1990.

How Much More Will Be Needed?

There are too many variables to pick a single number of cases, losses on assets,
interest rates, and market conditions, among others. The most responsible course,
we believe, is to consider a range of possible outcomes. :

Taking into account all of the uncertainty and all of the variables, it appears that
the cost, in present value terms, of resolving institutions which are likely to come
g_xi?er the control of the RTC will be in the approximate range of $30 billion to $130

illion. -

Any attempt to convert these present value costs to yearly expenditures must in-
corporate an additional factor, the pace at which the RTC can resolve institutions.
This greatly affects the amount of RTC outlays on a yearly basis, but has relatively
little impact on the overall size of the loss. A representative range of the resources
the RTC may need in fiscal year 1991 to cover losses should be from slightly over
$30 billion to slightly over $50 billion. We estimate that working capital needs
would be from $20 billion to $40 billion.

How Should Additional Funds Be Raised?

The Federal Home Loan Bank System simply does not have the financial capacity
to back substantially more Resolution Funding Corporation (REFCORP) borrowing
than was provided for in FIRREA. Additional resources will have to come from
Treasury funds.

Providing Additional Resources

Congress must act to provide additional resources to the RTC before the end of
the fiscal year to keep the cleanup process going. While, as Secretary Brady said in
his May 23rd testimony, funds will have to come from the Treasury, there are a
number of alternatives from which to choose.

One alternative would be to consider apFro riating an amount sufficient to keep
resolutions going into the beginning of calendar year 1991. At that point, fu~ding
legislation could be considered against the backdrop of the study of Federsl deposit
insurance mandated by FIRREA and which the Treasury has indicated it expects to
submit at the end of this year.

We estimate that an appropriation of $5 billion, combined with a litera! reading
of the obligation limitation, should allow the RTC to continue resolution activity
through January. An appropriation of about $10 billion (and the same reading of
the note cap) should fund resolutions through February.

A second alternative would be to provide the RTC with permanent, indefinite au-
thority to complete the job of resolving failed thrifts. The Government has already
incurred the obligation to insure deposits and has no choice but to provide funding.
Such authority would permit the process to continue uninterrupted by potential
funding del:lys.

A third alternative would be to provide funding in an amount likely to cover
RTC'’s estimated needs for fiscal year 1991 or another intermediate period.

Whatever alternative is chosen, it will be necessary for the Congress to take some
action before adjourning for the year. Moreover, it will be necessary to address the
limitations imposed by the note cap. We cannot afford to let the RTC run out of
money and we must not let the process grind to a halt.

The Treasury and the Oversight Board stand ready to work with the Congress to
develop legislation based on any of the proposals outlined above or to explore addi-
tional options. ‘ :

Mr. Chairman, this completes my formal statement. I will be happy to answer the
Committee’s questions.

Attachments.

Table 1.—ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES

[Biltions of dollars)
. T
Private * Percent
State and Total net

Y Federal 2 Federal of

w Corporate |  Other Total focal ? debt total

1928 ssnsree e 88.9 129 161.8 136 16.5 1919 8.6

1930.....cnrceimrecsie vt 89.3 1.8 161.1 14.7 16.5 1923 8.6

BEST AVAILABLE COPY
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Table 1.—ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES—Continued

(Bifons of doars]
Yex pa Sute 300 | Fogera s | T Pt o
Coporate | Other | Tota toal
1931 83.5 649 1484 16.0 185 | 1829 101
1932 800 | 5.1 | 1371 | 166 | 23 | 1750 | 122
1933 769 | 510 | 1279 | 163 | 243 | 1685 | 144
1934 755 | 498 | 1253 | 159 | 304 | 1706 | 177
1935 748 | 497 | 1245 | 161 | 344 | 1750 | 197
1936, 761 | 506 | 1267 | 1§2 | 317 | 1806 | 209
1937.... 758 511 126.9 16.1 39.2 1822 | 215
1938, 133 | 500 | 1233 | 161 | 405 | 1799 | 225
1939 135 508 | 1243 16.4 426 | 1833 | 232
1940 756 | 530 | 1286 | 164 | 448 | 1898 | 236
1941 834 | 556 | 1390 | 161 | 63 | 2114 | 266
1942 916 | 499 | 1415 | 154 | 1007 . 2586 | 393
1943 gs5 | 488 | 1443 | 145 | 1544 | 3132 | 493
1944 94.1 50.7 1448 139 | 21¢ 3106 | $§1.2
1945 853 | 547 | 1400 | 134 | 2525 | 4059 | 622
1946.....connnincrennissinncn 49.8 66.6 116.4 149 | 2280 | 3593 | 635
1947.... 5.1 | 208 | 1378 | 163 | 2208 | 3749 | 589
1948 633 936 1§6.9 185 | 2151 | 3905 | 861
1948....... 65.2 104.4 169.6 210 | 2177 | 4083 | 533
1950 720 | 1234 | 1954 | 244 | 2165 | 4363 | 496
L) O 804 136.2 216.7 266 | 2161 | 453 | 410
1952 81.6 152.9 2405 30.2 2214 | 4922 | 450
1953t st 918 1678 | 259.6 345 | 2284 | 5225 | 437
1954 96 | 1827 | 2193 | 406 | 2308°| 5507 | 419
1955 1050 | 2117 316.7 45.9 2300 | 5926 | 388
1956.... 115.4 2316 | 3410 495 | 2242 | 6207 36.1
5L 1250 | 2500 | 3750 §3.1 2220 | 6507 | 341
1958....... 1334 | 2676 | 4010 | 592 | 2313 | 6914 | 334
L, 1437 | 3004 | 4451 | 655 | 2383 | 7490 | 318
1960......cooreiienrcnsserasismses s 1837 | 3287 4824 708 | 2363 | 7894 | 299
196 1636 | 355 | 5200 | 759 | 2435 | 8394 | 290
1962 1760 | 3910 | 567.1 812 | 2505 | 8988 | 219
1963...... 1883 | 4381 626.4 86.9 2544 | 9677 263
19B4......cmiscscsmnss s 2009 | 4811 688.0 929 260.7 | 10416 | 250
1965 2198 | 5398 | 7596 | 1003 | 2624 | 11223 | 234
1966 2430 | 5852 | 8283 | 1059 | o661 | 12003 | 222
1967 2681 | 6264 | 8946 | 1137 [ 2791 | 12873 | 217
1968t 2950 | 6906 | 9857 | 1232 | 2926 | 14005 | 209
L 324.0 165.9 | 1090.0 133.1 289.0 § 15121 19.1
1970 3524 | 8229 | 11754 1444 | 3008 | 1620.6 18.6
1971.... na 9114 | 12891 161.8 | 3257 | 1776.6 183
1972 409.2 | 10436 | 14527 1765 | 3408 | 19700 17.3
L U 4674 | 11817 | 1659.0 1912 | 3491 | 21993 159
19%4.... 5178 | 13408 | 1858.6 207.7 | 360.8 | 2427.1 149
1975 532.8 | 14384 | 19712 2238 | 4463 | 26413 169
L1976 rinmicresesssnnnnessesssseeesessesssessen 5102 | 1609.5 | 21797 2395 | 5158 | 29349 17.6
1977 6386 | 18487 | 24874 261.4 5725 | 33213 17.2
1978.. 706.1 | 21684 | 28745 2897 626.2 | 37904 16.5
1979...... 1735 | 25241 | 32917 3201 663.6 | 42813 18.5
1980....ccvvvrccicins s ccnesnseressssseesens s 8284 ' 28059 | 36343 3503 1428 | 47214 157
1981.. " 9254 | 3096.0 | 40214 3153 | 8301 | 5226.8 158
1982.... 966.1 | 3317.6 | 42837 4257 8914 | §7007 174
1983......omriinreirinenncsnnncene 10438 [ 36810 | 47248 4690 | 11779 | 63717 18.5
1984 12169 | 41698 | 5386.8 5200 | 13768 | 72835 189
L 13536 | 47648 | 61124 655.5 | 16004 | 8374.2 19.1
1986.....cornrviemrinnssnnscesirnnes 1556.8 | §5219 | 70778 | 679.1 | 18154 | 96723 | 190
1987 17116 | 61926 | 79043 7132 [ 1960.3 [10§77.8 18.5
1988 1899.4 | 67598 | 8659.2 7598 | 2117.8 | 115368 184
1989 20964 | 73780 | 94744 7852 | 22616 |12527.2 181
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Table 1.—ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES—Continued

(Bilions of dokars)
& 1
Yexr Piate State and | pogerys | Totalpet | (RO
Copoate | Other | ot - tota
Footnotes al end of document.
Table 2.—ESTIMATED PER CAPITA NET GOVERNMENT AND PRIVATE DEBT 8
[in dottars)
Private 1
Year State and Local |  Federal® | Total net debt
Corporate Other Total

1929 126 595 1321 1 135 1567
1930 122 581 1303 119 133 1556
1931 671 521 1192 129 149 1469
1932, e 633 456 1095 133 170 1397
1933... 610 405 1015 129 193 1337
1934..... e 595 393 988 125 240 1353
1935 586 389 975 126 269 1370
1936 592 394 986 126 293 1406
1937 586 395 981 124 303 1409
1938 562 383 945 123 311 1379
1939...... 5517 384 941 124 323 1388
1940 567 398 965 123 336 1424
1941 619 413 1032 120 418 1570
1942, 872 366 1038 113 746 1896
1943 691 353 1044 105 1117 2267
1944 673 363 1036 99 1516 2652
1945 604 387 991 95 1788 2874
1946 47 465 812 104 1590 2506
1947 391 553 944 112 1512 2567
1948. 426 630 1056 124 1448 2628
1949...... 432 690 1122 139 1440 2102
1950 469 803 1272 159 1409 2840
1951...... 515 871 1386 17C 1382 2938
1952 551 962 1513 190 1393 3096
1953 568 1037 1605 213 1413 3232
1954 587 1110 1697 247 1403 3346
1955, creceenersesernens 627 1264 1891 214 1373 3538
1956 677 1357 2034 230 1314 3639
1957 720 1441 2161 309 1279 3750
1958 756 1517 2213 326 1311 3919
1959 801 1680 2481 365 1329 4175
1969...... 843 1803 2646 388 1296 4331
1861 883 1924 2807 403 1314 4531
1962 936 2080 3016 432 1332 4780
1963 988 2297 3285 456 1334 5076
1964 1040 2521 3561 481 1349 5391
1905 1124 2761 3885 513 1342 5740
1966... 1229 2960 4189 536 1346 6070
1967 1342 3135 4717 569 1397 6443
1968 1462 3423 4885 611 1450 6946
1969 1589 3758 5347 653 1418 7418
1970 1707 3986 5693 699 1457 7849
1971 1808 4362 6170 174 1559 8504
1972 1939 4947 6886 837 1615 9337
1973 2195 5596 1791 898 1639 10329
1974 2409 6238 8647 966 1679 11293
1975 2454 6626 9080 1031 2056 12166
1976 2601 1344 9945 1093 2353 13391
1977 2884 8347 11231 1180 2585 14996
1978 3154 9685 12839 1294 2197 16931
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Table 2.—ESTIMATED PER CAPITA NET GOVERNMENT AND PRIVATE DEBT 3—Continued

[ dolars)
Private
Year State and Local | Federal Total net debd
Corporate Other Total
1979 x 3416 11147 14563 1413 2830 18907
1980 3637 12320 15957 1538 3261 20756
1981 4020 13450 17470 1630 3606 22107
1982 4155 14268 18423 1831 4264 24517
1983 4445 15678 20123 1997 5017 21137
1984 5135 17594 22129 2194 5809 30732
1985 5657 19913 25570 2139 6688 34998
1986 6439 22853 29292 2811 7513 39616
1987 7017 25385 32402 2924 8036 43362
1988 m_2 21444 35156 3085 8598 46839
1989 8428 29658 38086 3156 9115 50358
Footnotes at end of document.
Table 3.——NET GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT
Gross (Debt as a percent of gross national product)
Year E&&"ﬁ Private ? State and 1
te 2 otal net
oo | copwate | ove Tota bl | P oo
© 71928 1039 85.6 70.2 155.7 13.1 159 1847
1930.... 91.2 919 187 176.6 16.1 18.1 2109
1931 76.4 109.3 89 194.2 209 24.2 2394
1932 58.5 136.8 97.6 2344 284 364 299.1
1933........ 56.0 1313 911 2284 291 434 3009
1934 65.6 115.1 159 1910 42 46.3 261.6
1935 728 102.7 68.3 1710 2.1 473 2404
1936 83.1 916 60.9 152.5 19.5 454 2173
1937t i 913 83.0 56.0 139.0 17.6 429 199.6
1938 854 85.8 58.5 144 4 18.2 414 2107
1939 913 80.5 55.6 136.1 18.0 46.7 200.8
1940 100.4 78.3 52.8 128.1 163 446 189.0
1941 125.5 66.5 443 110.8 128 449 168.4
1942 159.0 51.6 314 89.0 97 64.0 1626
1943 192.7 49.6 253 749 15 80.1 162.5
1944 2114 445 240 68.5 6.6 100.2 175.3
1945 2134 40.0 256 65.6 6.3 ~118.3 190.2
1946 2124 23.5 314 54.8 1.0 107.4 169.2
1947 235.2 243 343 586 6.9 93.9 159.4
1948........ e errenniineens 261.6 24.2 358 60.0 11 82.2 149.3
1949......oveinne 260.4 2.1 40.1 65.1 81 83.6 156.8
1950 = 288.3 25.0 428 67.8 8.5 75.1 1513
1951 ecsnsts s sairensisnones 3334 4.1 409 65.0 8.0 64.8 1378
1952 J 3516 249 435 684 8.6 63.0 140.0
1953... nse 24.7 4.1 69.9 93 61.5 1406
1954 37125 259 490 15.0 109 62.0 1478
1955 4059 259 52.2 78.0 ni3 56.7 146.0
1956 4282 26.9 54.1 81.0 11.6 524 1449
1967 4510 217 55.4 83.1 119 49.2 1443
1958.....ooeceeeceermss s st e 456.8 29.2 58.6 818 13.0 50.6 1514
1959 495.8 29.0 60.8 898 13.2 481 151.1
1960 5153 298 63.8 93.6 13.7 459 153.2
1961 §33.8 30.6 66.8 974 14.2 456 157.2
1962 5746 30.6 68.1 98.7 141 4356 156.4
1963 606.9 310 122 103.2 143 419 159.5
1964 649.8 308 150 105.9 143 40.1 160.3
1965 705.1 312 76.6 107.7 14.2 3.2 159.2
1966 1120 315 75.8 107.3 137 35 155.5
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Table 3.—NET GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT—

Continued
Gross (Debt as a percent of gross national product)
Year ok Private *
(Bl o Sutednd | pogeras | Totioet
doflars) Corporate Other Total

1967 816.4 328 76.7 109.6 139 342 157.7
1968 892.7 31 174 110.4 138 328 157.0
1969 963.9 336 7195 1131 138 300 1569
1970 1015.5 47 81.0 1157 14.2 29.6 159.6
1971 11027 343 82.7 1169 147 29.5 161.1
1972 12128 337 86.0 119.8 146 28.1 162.4
1973 tsianmmissstssasssessssseseen 1359.3 344 81.7 1221 141 25.7 161.8
1974 14728 35.2 91.0 126.2 141 245 164.8
1975 1598.4 333 90.0 1233 14.0 219 165.2
1976 1782.8 320 90.3 1223 134 289 164.6
1977...... 1990.5 321 929 125.0 131 288 166.9
1978 22497 314 96.4 127.8 129 218 168.5
1979 2508.2 30.8 100.6 1315 128 265 1707
L1 2132.0 30.3 102.7 133.0 12.8 212 173.0
1981 . 3052.6 30.3 1014 131.7 12.3 212 171.2
1982, 3166.0 305 104.8 135.3 134 313 180.1
1983 3405.7 306 108.1 138.7 13.8 3456 187.1
1984 3m.2 323 110.5 142.8 138 36.5 1931
1985 4014.9 337 1187 1524 16.3 399 208.6
1986 4231.6 36.8 130.5 167.3 16.0 429 226.2
1987 4524.3 378 1369 1747 158 433 2338
1988 4880.6 389 1385 1774 15.6 434 236.4
1989 5234.0 40.1 141.0 181.0 15.0 433 239.3

Footnotes at end of document.

Table 4. —ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES

Outstandin il i 3 i 4
g mg&;ﬂ (In billions | Per capital Federal debt 3 (In dotfars) | Real per C?;tsa; m)w {In
Yexr . . | Priatey
Gross & Net 1 m“;’y Gross ¢ Net held ® Gross © Net 2 m‘f’
187 16.5 16.0 153 | 135 131 893 788 764
18.6 165 15.8 150 133 128 901 799 165
20.4 185 1.1 164 149 142 1078 978 935
23.2 213 19.4 185 170 155 1352 1241 1130
26.8 243 219 213 193 174 1636 1483 1337
38.1 304 280 300 240 221 2241 1788 1647
418 344 320 n 269 251 2389 1966 1829
46.2 31 35.3 360 293 215 2587 2111 1977
489 39.2 36.6 378 303 283 2625 2105 1965
518 40.5 318 397 31 291 2817 2203 2061
55.7 426 40.1 422 323 304 3035 2321 2185
59.4 48 426 446 336 320 3184 2401 2283
733 56.3 54.0 544 418 401 3703 2844 2128
119.2 1017 95.5 874 746 700 5362 4575 4296
176.1 1544 1428 | 1275 117 1034 7367 6459 5978
236.6 2119 193.1 | 1693 1516 1382 9618 8614 7850
281.1 252.5 228.2 | 1990 1788 1616 | 11058 9933 8977
261.9 228.0 206.1 | 1826 1590 1437 9366 8155 1371
256.8 220.8 199.1 | 1758 1512 1363 7885 6780 6113
253.6 215.1 1920 | 1707 1448 1292 7082 6007 5362
251.1 2117 197.7 | 1705 1440 1308 7164 6051 5496
251.6 216.5 196.6 | 1677 1408 1280 6958 5847 5310
259.7 216.1 193.1 | 1661 1382 1235 6390 5316 4751
267.8 221.4 196.8 | 1685 1393 1238 6357 5256 4671
215.6 228.4 2000 1 1704 1413 1237 6384 5291 4633
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Table 4.—ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES—Continued

Outstanding Federal debt (in billions
of dollars) (

Ewﬁdfedmldebt' (I doltars)

Real ital Federal debt ¢ (in
N%Mﬂ) (

Year .
Gosss | Nets | oty ) Gos® | Nett s | cosss | dets Pately
230.8 2042 | 1694 1403 1241 6297 5214 4612
230.0 2048 | 1684 1373 1223 6284 5124 4562
224.2 1994 | 1635 1314 1169 6011 4833 4298
2220 1988 | 1617 127¢ 1146 5754 4552 4077
231.3 204.7 | 1625 1311 1160 5624 4535 4014
2383 2148 | 1673 1329 1197 5749 4566 4115
236.3 2124 | 1648 1296 1165 5569 4379 3936
243.5 2178 | 1659 1314 1176 5550 4396 3932
250.5 2228 | 1680 1332 1185 556" 4411 3924
254 4 2239 | 1690 1334 111 552¢ 4361 3838
260.7 2210 | 1721 1349 1175 5551 4352 37190
262.4 2256 | 1722 1342 1154 5466 4261 3663
266.1 2215 | 1788 1346 1151 5519 4153 3551
279.1 231.3 1912 1397 1188 5124 4182 3556
292.6 240.7 | 1915 1450 1193 5503 4168 3429
289.0 2330 | 1874 —| 1418 1143 5107 3863 314
3008 2398 | 1945 1457 1162 5014 3755 2994
325.1 256.5 | 2083 1559 1228 5143 3850 3031
340.8 2718 | 2185 1615 1289 5228 3864 3084
349.1 211.2 | 2257 1639 1274 5084 3692 2869
360.8 280.1 | 2345 1679 1303 4756 3405 2644
446.3 358.1 | 2707 2056 1650 5031 3821 3066
515.8 418.5 | 3033 2353 1910 5331 4136 3356
572.5 469.5 | 3292 2585 2120 5433 4266 3498
626.2 5154 | 3563 2197 2302 5465 4290 3531
663.6 546.0 | 3763 2930 2411 5184 | 4036 3321
1428 621.3 | 4113 3261 2728 4991 3958 3310
830.1 6989 | 4495 . | 3606 3036 4945 3967 3340
991.4 8519 | 5169 4264 3664 5356 4418 3197
11779 | 10260 | 6028 5017 4370 6052 5037 4387
13768 | 12158 | 7036 5809 5130 n 5691 4937
1600.4 14189 | 8151 6688 5930 1575 6216 5511
18154 | 16033 | 9183 1513 6635 8379 6855 6054
1960.3 | 17341 | 9983 8036 7109 8788 7074 6258
2117.8 | 1879.1 |[10992 8598 762¢ 9291 7268 6449
2267.6 | 2039.2 {11961 9115 8197 9646 7351 6611
Table 5.—PRIVATELY HELD FEDERAL DEBT RELATED TO GNP
B (Bikions of dollars) (Percent)
Year . R . !
tely heild Ration Year to
mptomctw il A price charges ?
1929 103.9 16.0 154 0
930, et seseressesessasseesass s eess e seeseeessenene 91.2 158 173 -23
1931 76.4 17.7 23.2 -90
1932 58.5 194 33.2 —-99
1933 56.0 219 39.1 -51
1934 65.6 280 42.1 3t
935 et e se s sene e sase st s sene 128 320 440 2.2
1936... 83.1 353 425 15
1937......... 913 36.6 40.1 36
1938.....ooeersirenee s ssesestseseresee st e ereeast st 854 319 444 -21
L LK T 913 40.1 439 ~14
1940 100.4 426 424 1
1941..... 125.5 540 430 50
1942 159.0 95.5 60.1 109
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Table 5.—PRIVATELY HELD FEDERAL DEBT RELATED TO GNP—Continued

(Bilons of dotars) (Percent)
Year Goss oot | Patay held | Ration of debt | Year to year
product . WGP | price changes 7
1943 1927 1429 742 6.1
LT L 2114 1931 913 17
1945 2134 228.2 1069 23
1946 2124 206.1 97.0 83
1947 235.2 199.1 847 144
1948 2616 192.0 734 8.1
1949 260.4 197.7 159 ~12
1850 288.3 196.6 68.2 1.3
1951 3334 193.1 519 19
1952, 3516 196.8 56.0 19
1953 3N 200.0 538 8
1954 37125 204.2 54.8 7
1955 405.9 204.8 50.5 -4
1956 4282 199.4 4.6 15
1957 451.0 198.8 441 33
1958 456.8 204.7 448 2.8
1959 4958 2148 33 1
1960 515.3 2124 412 1.7
1961 533.8 7.8 40.8 10
1962 574.6 2228 388 10
1963 sairens 606.9 2239 369 13
1964 649.8 221.0 349 13
1965 705.1 225.6 320 16
1966 1720 2215 295 29
1967 oo 816.4 2313 2.1 3l
1968 892.7 240.7 210 42
1969 9639 233.0 24.2 55
1970 e smee e 10155 2398 236 57
1971 1102.7 256.5 233 44
1972....... 12128 27139 224 32
1973 13593 211.2 20.0 6.2
1974 14728 280.1 19.0 11.0
1975 eeeesese s 1598.4 358.1 224 91
1976 1782.8 418.5 235 58
1977 1990.5 469.5 236 6.5
117 T 22497 515.4 229 76
1979 2508.2 546.0 218 113
1980 21320 621.3 227 135
1981 3052.6 698.9 229 103
1982...cooeeeess s sesresres e 3166.0 851.9 269 6.2
1983 3405.7 1026.0 30.1 32
1984 371722 12158 322 43
1985.....oooee ettt ssssssbenes 4014.9 14189 353 36
1986 4231.6 1603.3 319 19
1987 45243 1734.1 383 36
1988 4880.6 1879.1 385 41
1989 5234.0 2039.2 39.0 438
Footnotes at end of docrment.
Table 6.—CHANGES IN PER CAPITA REAL GROSS NATIONAL PRODUCT
. GNP per capital, change from
Yo oup i s o | 7% FEE prevoss yer
1982 dokars
doflars 3 Constant 1982 Parct
dollars

L 7.4 OSSO 703.6 5793 0 0
1930 642.8 5200 —593 -10
1931 588.1 0u —476 -9
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Table 6. —CHANGES IN PER CAPITA REAL GROSS NATIONAL PRODUCT—Continued

. GNP per capital, change from
Yo GNP n bifions of | NP per capta previous year
1382 dolars dotas® | Constant 1982 | pyen
dotars

509.2 4065 —659 ~14

4985 3956 —109 -3

536.7 4230 7 1

580.2 4543 312 7

662.2 5154 612 13

695.3 5376 21 4

664.2 5093 —1282 -5

7166 5427 333 7

7729 5799 33 7

909.4 6753 954 16
1080.3 7922 1168 7
1276.2 9236 1315 7
13806 9878 541 7
13548 9593 — 285 -3
10969 7650 —1943 ~20
1066.7 7304 —346 -5
11087 7462 158 2
1109.0 T 7338 —124 -2
12037 7835 498 7
13282 8497 662 8
1380.0 8681 183 2
1435.3 88771 196 2
1416.2 8605 =272 -3
14949 8924 320 4
15256 8944 20 0
1551.1 8938 -6 0
1539.2 8123 -215 -2
1629.1 9082 358 4
1665.3 9136 54 1
17087 9224 89 1
1799.4 9571 346 4
18733 9825 254 3
19733 10213 388 4
2087.6 10676 464 5
2208.3 11168 492 5
22714 11368 200 2
2365.6 11725 387 3
24233 11888 163 1
2416.2 11703 —185 -2
24848 11894 191 2
2608.5 12363 470 4
2744 12887 524 4
2129.3 12698 —189 -1
2695.0 12414 — 285 -2
2826.7 12897 483 4
2958.6 13358 462 4
3152 13915 556 4
31924 14098 183 1
31811 13993 -108 -1
32488 4114 121 1
3166.0 13616 —498 —4
32191 13966 350 3
3501.4 4T 808 §
36187 15123 350 2
N9 15387 264 2
38537 15798 411 3
40244 16339 541 3
41441 16659 320 2
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-m&mlsmmmmmumummmmmmmlmmmmmmm
Mde Federal debt less Federal Gebt held in US. Government accoonts,

ita is Emmwm‘gmmﬁmammu.&admsldmm.aegim
adjusting per capita debt figures for changes in the level of prices, a3 messured by the Consumer Price Index for af items.
debt [ the Treasury plus debt issued by other Federal agencies.

Federal Reserve hoidings of Federal debt.
Consumer Price Index for all items, year to year basis.

Fu%mwmrmmmnmau,euuudimmm.mmwwmnsawm(nowu

Note: Detall may not add to totals because of rounding.
Office of Market Finance, July 10, 1390,
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CHANGES IN RECEIPTS
(i bislions of dollars)

THE BUDGET FOR FISCAL YEAR 1990

Tox Act of 1981 .........

offect Janwary 1, 1981 1. ...
Administiative action
chan
ity and ¥

Econamic

Receipts under tax rates and structure in

4-18

Enacted

‘
|
R

(]
'

Tl e 1ol

of

Dot e 111

udget Reconcifiation

Tax Compliance Ac

Railroad Retirement Revene Act of 1983.....

mmmmmmmmmmuM) .Jm.m m

Reconciliation Act of 1987 ...
taxable eamings base in-|

1scal Responsibility Act of
Catastrophic  Coverage At 0

evenve Act of 1982 . .

Amendments of 1983 2. .

Employees’ Retirement System Act ¢
Omnibus Budget Reconciliation Act of 1986 3..

1,

l'

jan. 1,

Jan. §,

ective Jan. ]

ective jan. |
legislation and administrative action

Total,

Superfund Amendments and Reauthorization
Technical and Miscellaneous Revenve Act of .

Deficit Reduction Act of 1984 ..................... ..

3 -27°% g SSSSS55658 m 53

2 sZ8g8 = SS33858888S8 UL .

. £> m 2 S8533333888 - $LI550

< m o w - iy . O T - A =
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Tax &

a2l e shown below
porton of employer meckgap msurance that woukd have been
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and administrative
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recsipts
legisiation

posad
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Table D-23. MID-SESSION REVIEW: FEDERAL GOVERNMENT FINANCING AND DEBT

(In billions of dollars)
Actual Estimates
1989 1890 1981 1992 1993 ige4 1995
Financing:

Surplus or deficit (-) ~152.0 ~220.1 -176.3 -1339 —49.2 318 554"
On-budget (-204.7) (-276.0) (-253.1) (~220.3) (~149.7) (-86.1) (-76.8)
Off-budget (62.8) (58.0) (76.8) (884) (100.5) (117.8) (130.9)

Means of financing other than borrowing from the public ,

Decrease or increase (-) in Treasury opernting cash balance 34 110 - - - - -
Increase or decrease (-) in:
Checks outst etc! 8.1 0.1 24 - —_ f— —
* Deposit fund bal 0.7 -12 -0.7 -12 - - —_
Seigniorage on coins 08 06 0.8 08 08 05 05
Proceeds from the sale of loan assets with recourse ?.. . — — — — — -—
Total, means of financing other than borrowing from
the public 129 10.5 1238 ~-0.8 0.6 0.5 0.5
Total, requirements for borrowing from the public....... -139.1 -2096 ~174.1 -1345 -48.7 320 559
" Reclassification of debt ¢ — - — - -24 — -
Change in debt held by the public * 139.1 2096 174.1 134.5 51.1 -320 -556.9
Debt Outstanding, Fnd of Year:

Gross Federal debt:

Debt issued by Treasury ¢ 28420 3,1749 34908 3,7879 4,0253 4,1995 4,366.7
Debt issued by other agenci 4.2 31.2 30.7 30.7 33.1 319 30.6
Total, gross Federal debt ¢ 2.866.2 3,2068.1 3,521.8 3,8186 4,068.5 4,2314 4,3972

Held by:

Government 676.9 807.2 948.4 1,111 1,299.9 1,504.8 1,726.6
The public ¢ ' 2,189.3 2,399.0 2,573.0 2,7078 2,758.6 2,7268 2,670.7
Debt Subject to Statutory Limit, End of Year:

Debt issued by Treasury ¢ 28420 3,1749 3,490.8 3,787.9 40253 4,1995 4,3668.7

Deduct (~): Troasury debt hot bject to limit -15.6 -15.6 -15.6 -15.6 -15.6 -1568 -15.6

Agency debt subject to limit 0.3 05 05 0.5 0.5 (1] 05

" t » d
U::::tizfd discount or premium (-) on Treasury notes an a1 29 29 29 29 29 29
Total, debt subject to statutory Hmit %........corerrveemerierensennnes 28298 3,162.7 34786 3,778.7 4,013.1 4,1873 4,354.5
*$50 million or less. :
! Beaides checks outstanding, includes accrued interest payable on Treasury debt, miscell liability ts, allacations of special drawing rights, and, as an offset,
cash and monetary assets other than the Treasury operating cash balance, miscell asset ts, and profit from the sale of gold.

* Proceeds from the sale of vendee loans with recourse are required by law are to be classified as offsctting collectiont rather than means of financing.

* The Farm Credit System Financial Assistance Corporation is estimated to be reclassified from a Goverament-sponsored enterprise to a Federal agency as of October
1, 1992, and its debt is sccordingly reclassified as Federal agency debt.

¢ Treasury securities held by the public are measured at accrual value (l.e., sales price plus amortized discount or less amortized premiums).

* Consists primarily of Federal Financing Bank debt.
BEST AVAILABLE GOPY

¢ The statutory debt limit is $3,122.7 billion,
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