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PUBLIC DEBT CEILING

MONDAY, NOVEMBER 18, 1963

U.S. SuNATE,
Commrrrenl oN INANCE,
Washington, 1).C,

The committee met, pursuant to notice, at 10 nan,, in room 2221,
New Senate Office Building, Senator Harry F. Byrd (chairman)
presiding,

Presont: Senators Byrd, Douglus, Gore, Talmuadge, McCarthy,
Hartke, Williams, Carlson, and Dirksen,

Also present: Elizaboth B. Springer, chief clerk.
The L‘nMuMAN. The committee will come to order,

The committee has before it todny for consideration ILR. 8969,
to provide for the period ending June 30, 1964, temporary incroases
in the public debt limit set forth in section 21 of the Second Liberty
Bond Act.

(1. R. 8969 follows:)

{H.R. 8000, 88th Cony., st soss.]
AN AC'T 'I'o provide, for the perlod onding Junao 30, 1004, temporary increases in the public debt Himit sot
forth fn section 21 of the Second Liberty Bond Act

Be it enucted by the Senale and House of Representatives of the United States of
America 1n Congress assembled, 'That, during the \wriml beginning on Deeembor 1,
1063, and ending on June 30, 1064, the public debt limit sct forth in the first sen-
tence of section 21 of the Second L{l)ort;\' Bond Act, as amonded (31 U.8.C. 767b),
shall be temporarily inereased to $309,000,000,000. DBecause of variations in tho
timing of revenue receipts, the public debt limit as inerensed by the preceding
gentence is further inereased through Juno 29, 1964, by $6,000,000,000.

Passed the House of Representatives November 7, 1963,

Attest: Ravru R. Roseurs, Clerk.

Thoe Cirairman. We have the Secretary of the Treasury, Mr. Dillon.
Plenso proceed.

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY

Secrotary DinroN. Thank you, Mr. Chairman,

At the end of this month, the second temporary extension in the
debt limit since lnte May of this year will expive, In the absence of
new legislation, the ceiling will revert from $309 Lillion to its perma-
nent level of $285 billion.  This would be more than $23 billion below
our latest estimates of the actual amount of outstunding debt subject
to the limit on November 30,

Consequently, the need to extend the temporary limit promptly is
imperative. Moreover, the limit must also be increased to enable us
to meot our financial obligations during the remuinder of the fiscal
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year,
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These obligntions will require new debt finuncing within the

first few duys of next month— finaneing which will have to be an-
nounced hefore the end of this month,

Our projectad borrowing needs over the remainder of the fiscal year
are illustrated in the following table:

Public debt subject to limitation, fiscal year 19684—Assumes tax cut (effective January
1964—as passed by Iouse)

{In billons)

Operating Normal allow- | ‘Total public
cush halanee | Pablic debt fance to provide | debt limitation
(excluding subjeet to | flexipility in fi- [ required to
free gold) Hmitation  [nancing and for | provide normal
contingencles allownnee
Actual;
1063:
June 12 (low balance for Juno)...... $1.2
June d0. oo . 11
July 15.. 7.7
July 31.. 4.2
Aug. 16, 5.1
Aug. 31 U.1
Sept. 16. 4.4
Sept., 30. 8.9
Oct. 16.. 5.1
[R5 B3¢ ) F 3.7
Estimates bused on projected actual cash
lm]lm}cu:
3.3 07,9 | ceeeaes
4.2 B08.5 |ov i
s based on constunt minimum op-
crating cash balance of $4 billion:
1963:
[ U S 4.0 310.7 3 $313.7
4.0 307.6 3 310.0
106
1.0 310, 4 3 313.4
4.0 300.5 3 312,56
4.0 310. 6 3 313.6
4.0 $10.1 3 313. 1
4.0 312,9 3 315.9
4.0 307.9 3 310.9
4.0 3115 3 314.5
4.0 310.7 3 313.7
4.0 310.8 3 $13.8
4.0 311, 4 3 J14.4
4.0 314,2 3 317.2
4.0 308. 1 3 3111

Secretary Dinnox. The second column shows the estimated size of
the debt at semimonthly intervals, assuming at each date a cash
balance of only $4 billion—well below the amount we normally main.
.tain, and equivalent to less than half of our average monthly expendi-
‘tures.  Actually, we know that our debt cannot be adjusted abruptly
in response to short-lived, but frequently very large, swings in receipts
and expenditures from one dny to the next, or from week to week, as
these estimates assume. Kven with the most careful planning, we
-must frequently carry a substantially larger cash balance. But with-
out any allowance for that contingency, or for other unforeseen
‘developments, our debt will reach successively higher peaks of more
than $310 billion in mid-December, nearly $313 billion in March, and
‘more than $314 billion by June 15.

These figures are consistent with our latest review of the outlook
‘for both receipts und expenditures. 'This review indicates that our
“deficit for the current fiscal year should approximate $9 billion, sub-
stantially less than the $11.9 billiop estimated last January in the
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President’s budget. That decided improvement reflects both higher
receipts and smaller expenditures than originally forescen.

Our current estimates of fiscal year receipts take into account
the impact of the tax program passedyby the House of Representatives
in September and now heing considered by your committee. We
estimate that this program, with the rate reductions becoming effective
on January 1 of next year, would entail a net vevenue loss of $1.8
billion during fiscal 1964 after allowing for the stimulus to the economy
and the larger base of taxable incomes that would result., That
revenue loss from the tax program is $900 million smaller than the
$2.7 billion estimated in January, when the program was proposed,
because the rate reductions in the House bilf are scheduled to take
effect 6 months lnter than originally anticipated.

I should point out that the tax program, because it affects revenues
only with a lag, has very little bearing upon the amnount of our cash
needs through mid-March, when borrowing needs are seasonally
high. It would add approximately $1.6 billion to our needs by June
15, when the debt wnlf reach its peak for the year. The prinar
effect of the tax bill on fiscal year 1964 revenues would come through
the proposed reduction in withholding rates.

’l‘}lc revenue outlook has also been improved because economic
activity, profits, and personal income wih clearly be significantly
higher in calendar 1963 than we anticipated at the time of the Presi-
dent’s budget message. These factors are the principal determinants
of fiscal 1964 revenues, and we expect the result will be an additional
$1 billion in receipts. Consequently, total receipts are now projected.
atl $88.8 billion-—$1.9 billion higher than estimated in January.

Meanwhile, the reductions in appropriations by the Congress,
together with the continuing, intense efforts of the administration to
achieve every practicable economy within the framework of congres-
sional authorizations, are being reflected in a significantly lower rate
of spending than originally estimated. Sizable savings are spread
through & number of programs. These suvings will more than offset
increased costs in two areas—for interest on the public debt and for
farm price support programs—uwhich are expected to exceed earlier
estimates. As the Director of the Budget will outline in greater
detail, our expenditure estimules in some respects must still be
considered tentative, largely because the Congress has not yet taken
final action on some appropriation bills. But, there is a clear })rospecb
that total si)ending in fiscal 1964 can be held to $97.8 billion, or
approximately $1 billion below the figure estimated in January.

The resulting budgetary deficit of $9 billion would actually be less
than the $9.2 billion estimated last January in the absence of any
tax reduction.

The debt limit legislation passed by the ITouse on November 7 and
now before your committee provides for an increase in the temporary
ceiling to $315 billion through June 29, 1964. The bill then provides
that the limit would return to $309 billion for 1 day—June 30—
before expiring.  As indicated by the table, this authorization to issue
additional debt will meet our calculated needs through the remainder
of the fiscal year only on the assumption that the cash balance can be
maintained at $4 billion, and only by cutting deeply into the customary
and high{{ desirable margin for contingencies and flexibility during
our period of peak needs in March and June.
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T must point out that, over the past 10 vears, the final estimates of
both revenues and expenditures contained in the January budget
document for the fiseal year which is then more than half completed
have cach had an average ervor of $1% billion.  "T'he comparable ervor
in the estimates of the net deficit ov surplus has averaged $1.3 billion,
Therefore, T believe that the $315 billion limit provided by the Houso
bill is the very minimum that ean be aceepted.

It must be recognized that a ceiling so elose to our projected needs
entails definite risks, particularly at the time of our peak requivements
nest June. Those risks can be pradently aceepted only beenuso
experience duving the first quarter of next year, particularly in con-
neetion with the usual heavy March corporate profits {ax paymonts,
will provide a basis for reappraising our needs in ample time to enact,
appropriate new legislation, if that should become necessary,  Of
courge, if the tax program were not to be enacted by January 1 and
its impact on revenues delayed, the allowanee for contingencies would
then be somewhat larger.  Towever, during the middle of June, the
period of peak need, the allowance would still be below what has
always been considered normal in the past.

I must also point out that, because of th: extremelv large receipts
that flow into the Treasury during the latter half of June, it will be
impracticable to reduce the cash balance on June 30 to less than $5
billion, which would be necessary to stay within a $309 billion debt
ceiling on that day assuming a budgetary deficit of $9 billion, as
presently estimated.

Including allowance for the usual retirement of tax anticipation
bills during that period, that is, during the last. 2 weeks of June, income
substantially exceeds current cash needs. These surplus funds are,
however, quickly required to meet our obligations in enrly July, when
receipts are seasonully very low. This recurrent pattern means that
cash balance must temporarily rise over the end of the fiscal year, to
something like $7 billion, if we are to avoid changes in the outstanding
debt so large and abrupt as to be seriously disturbed to the market.
Under these eircumstances, the debt limit of $309 billion provided in
the House bill for June 30 will not be adequate unless the budgetary
deficit is reduced substantially below the $9 billion figure presently
foreseen,

With this caveat, T believe that the House bill provides an accept-
able debt ceiling for the remainder of the fiscal year. It is certainly
fully expressive of the compelling need and desire, shared by the
Congress and the administration, to maintain restraints on expendi-
tures. In so doing, it does entail risks in imparing the usual margin
for unforeseen contingencies and floxibility.

Experience has shown us the extra and highly undesirable costs and
difliculties of managing a debt when it is pressing closely against the
ceiling. It is essential that we maintain a margin for financing flexi-
bility, not only to make it possible to take advantage of favorable
financing opportunities when they present themselves, but also to
permit us to allow for a normal range of uncertainty in gauging the
response of the market to our necessarily huge financing operations,
In recent years, tho necessity to maintain a reasonable equilibrium
between the lovel of short-term rates in our market and markets

]
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abroad to minimize disturbing capital flows between countries has
sometimes required a substantial inerease in our sales of short-term
securities on short notice, ndding to the need for operating flexibility.
And, whenever the debt rises very close to the ceiling, and our fi-
nancing flexibility is thus exhausted, the danger arises that planning
and execubing uequisitions of Treasury debt for the Federal trust
funds, as required by our trustee function, will he adversely aflected
by our inability to issue additional debt to them.

Tor these reasons, T could not contemplate discharging my respon-
sibilities for managing the finances of our Government prudently and
cconomieally within a debt ceiling any lower than that provided in
the [louse bill. With the understanding that present estimates
indicate the likelihood that it will be necessary to make the fiscal
yeur 1965 legislation effective next June 30 rather than July 1, I
recommend enactment of this bill in its existing form.  You may be
assured that the executive branch will strive in every practicable
way to realize o budgetary outcome that will enable us to maintain
our debt within this tight ceiling.

Thank you, Mr. Chairman.

The Cramaan. Thank you, Mr. Secretary.

Mr. Secretary, how often have you asked for an increase in the
debt ceiling since you have been Secretary?

Secrotary Dinton. I would have to refer to the records for that.
It has increased overy year, but a number of times tho Congress felt
it ndvisable to mako only semiannual time authority increases, so the
number of times 1 havoe had to ask for an increase has been more than
two times what would otherwise be normal., This is the fifth time,
Senator, that we have asked for an increase.

Wo havo had six requests; we have already had five actual debt
coiling bills, but the one, as you recall, last August did not ask for an
incronge. It asked moroly for tho continuatior of the previous limit,
so this would be the fifth time we have asked for an increase.

The Cuamman., How many months have you been in offico?

Sccrotary Dinvon. I have been in office for not quite 34 months,

Tho CuairMaN. So you have asked for an increase in the debt
ceiling on an average of once every 6 months.

Secrotary DinLoN. A little less than that. Actually wo asked, if
our original requests had boen accopted by the Congroess, this would
only be the third time that I would have nsked for an increase; so it
would have beon once a year, which is tho sume as has happened in
the past. But since the Congress chose to make smaller increases
on two occasions, it has added two times.

The CnnairMaN. To what extent has the sale of securities in the past
fiscal yoar increased tho receipts?

Secretary Dinnon. Our receipts which affect expenditures in the
last fiscal year ending 1963 were something just over $1 billion. I
can supply the exactl figure. We estimate something approximatoly
similar for 1964. '

26-6062~—68 ——2
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(The following material was supplied for the record:)

Sales of mortyages and other financial asscts
[In milllons of dollars}

Flscal year 1063 Flscal year 1061
Agoney and program
Lstimated Estimated Revised
in January Actuals in Junuary estimato
budget budget October 1963
Housing and Iome Finance Agency:
[ 1T 1 e s $50 $20
FFNMA speeiul assistanco and other. $50 $308 100 200
Publie facllty 10818, oo oo eecicnencc]oceiiacnnccee]aecncncoccnenafoannrarcanannn 30
Federal Housing Administration. . ocooooifovmenioiaiiifirverennanaas 60 60
Voterans' Administration:
Direct loun program 18 180 18 160
Loan gusranteo roiram (vepdeo loans) 160 270 147 150
Export-Import Bonk......._.. 336 540 £H10
Small Business Admintstration.ceceenenen e iiiie 8 7
Federal Home Loan Bank Board: Federal
Bavings and Loan Insurance Corporation
108N e eeannn feeceeeseemeececnameseneennn 3 [ . P
7 P 287 1,114 ©oL,021 1,187

8ource: Ofilce of the Beerotary of the Treasury, Oflice of Deobt Analysis, Nov, 10, 1063,

The Cuamn iy, Ta this a customary practice?

Secretary Diron. No. This is somewhat larger, L would sny,
than has been usual, although we have done that in the past. That
increase comes from a policy decision, reached after careful roview
last winter, to allow private credit to finance all needs to the maximum
extent possible. This is particularly true in the housing field, where
wo have been trying to sell extran mortgages to the private area and
to avoid ﬁnmming them through the Government to the maximum
extent possible. 'That is tho reason for the large increase.

The Cuarnman. When was the last fiseal yoar that you sold as
much as $1 billion of securities?

Secrotary Dinnon. 1 would have to look into that and supply that
for the record.

(The following material was supplied for the record:)

Complete data on sales of mortgages and other financial assets prior to fiscal
year 1963, arc not readily available, Iowever, it would appear that the highest

pﬁyioue sales of such assets oceurred in fiscal year 1954, and were less than $1
tion. .

The Ciairman. It has not happened often, has it?

Sceretary Dinron. I actually do not recall. I know that the
Government sold a considerable number of securities, and there were
certain other operations which aro not quite parallel which took place
in the past where, for instance, when the debt limit was very close,
they had to borrow on FNMA coliateral in 1957, and 1958, and
FNMA reimbursed the Government, which was similar, because it
was the sale of an obligation of a subsidiary organization.

The Crairman. Now, you state that when the budget was presented
the expenditure figure was $98.8 billjon, is that correct?

Sceretary Dinvon. That is correct.

The CnairMaN. You say for fiscal year 1964 it will be reduced by
approximately $1 billion?
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Sceretary Dinnon. That is right. o

The Crarrman, Is that due to the fact that many approprintion
bills have not been enacted and, therefore, the agencies have been
working under continuing resolutions?

Sceretary Dinnon. 1 think only to a very small extent. The
Director of the Budgot will be able when ho testifies to give you more
detailed information on that, but he hus informed me that the amount
of savings in fiscal year 19¢4 by holding up enactment of bills has not
actually been very large so far because most of the things that are
held up, most of the increases that nro boing held up, ure die to longer
range expenditure programs that do not affect 1964 but would more
]ikc’]". affect 1965 und 1966.

The Camvan. So it is not due then to any action of Congress.

Secretury DinLoN. Oh, yes. We are estimating that total action
of the Congress in reducing appropriations will—and that includes
those that arve already cnacte(i where, of course, there was a sub-
stantial reduction in the defense budget—will reduce oxpenditures
this vear by $1,300 million.

The Ciameman. You asked for now obligational authority this
veur of $107-plus billion, i3 that correct? '

Secretary DinnoN, The exact figure recommended in the budget
wag $107.9 billion plus.

The Cramman. Thoen there is $87 billion of unexpended balances?

Secretary Dinron. That is the figure I think is correct.

The Cuamman. So if the Congress gave you the $108 billion of
new obligational authority in your original requests you would actually
have about $195 billion available for expenditures.

Sccrotary DinnoN. Yes. But I would like to make two comments
on that, Mr. Chairman.
In the first place, the indications, according to the chairman of .th
Ilouse Appropriations Committee—who is the best authority I know—,
are that this new obligational authority will be reduced something

over $5 billion, so I figure it is $190 billion instead of $195 billion.

Secondly, that lag—that cannot all be spent in 1 year by any means
because, as I pointed out, a great many of these appropriations are
for items that take a number of years to spend. :

Actually in fiscal year 1964 expenditures that we are going to make
in fiscal year 1964, only shout half of them will flow from the money
that is being appropriated this year. ‘The other half will flow from
moneys that were appropriated in past years or from continuing res-
ghlxt‘ions, such as the resolution for payment of interest on the public

ebt.

The CrnarrmMan. Tt may be confusing to some people to find that-
the sale of certain securities is carried on your books as deductions in
oxpenditures, It would be natural to think that the proceeds from
such sales should be shown as receipts.

Secretary DiLLoN. Well, these particular bookkeeping transactions
have been handled for many years in this way, and the reason they
have been handled in this way is that when loans are made they are
counted as expenditures, and when they are repaid counted as a de-
crease in expenditures. It is similar to the Post Office function where’
siilar things are done,

There are certain types of assets when they are sold that, of course, .
are counted as receipts. It is sales of certain mortgages and certain

$ AR G ST VN B AT G O VA e] €20 W e TN T LA NI G A oy g
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sales of assets by the Export-Iinport Bank that reduee the need for
the organizations concerned to call on the T'reasury for new money
or which actually reimburse the Treasury and that are counted as
reductions of expenditures. This has been in accordunce with
accounting policy of the Government for many, many years.

The CuairmMaN. You sell some securities and show the income as
reduction in the expenditures. Does this account for the reduction
in ex;‘)enditures which you mentioned where you estimate that you
would spend $1 billion less?

Secretary Dinron. Oh, no. 1 do not think that bears on that
because the estimate for the sale of securities, the current estunate for
the sale of securities, in fiscal 1964, is only about $200 million higher
today than it was last January.

Wo estimated, 1 think it was, about $1 billion last January, and
now we estimate about $1.2 billion because we did a little better in
the first quarter.

The CuammanN, What amount of securities do you have on hand
that you could sell to show deductions in expenditures when actually
you have an increase in agency receipts?

Secretary DirLon. Well, we are required to do this under normal
accounting principles. I think it may even bein thelaw. If Congress
wished to change the law as to how a budget is cavried, that, of course, is
the prerogative of the Congress after consideration of the matter.

We have on hand a very large amount. Iigures were furnished to
this committee in great detail at the last hearings, and they are in
reports and in the records of this committee. There are actually
readily available, as I recall, somewhere between $20 and $30 billion,
but that could not be sold in any quick time, Mr. Chairman. It
could only be sold bit by bit, and 1 think the sales that we have esti-
mated are somewhere around $1.2 billion for this year, which is about
as high ag one can go.

The CrairmMaN. Did you say that you are required to do it by law?

Secretary DirLon. That is the accouating principle, possibly in the
laws, yes sir, for these particular things.

The CaairmManN. When you sell these securities it is recorded as
a reduction in expenditures?

Secrotary DirroN. That is right.

The CHairmaN. And then when you purchase these securities how
do you handle that?

Secretary Diuron. That is an expenditure.

The CramrmMaN. That is an expenditure. :

Secretary DiLLon. Actually, although we have an asset it is still
called a straight expenditure, and the asset is not counted.

The CHAIRMAN. %Vns this system of accounting inaugurated by
the Treasury Departinent? :

Secretary Dinion. I think that is part of the law, but at least it
was the policy established when these original housing institutions—
that is where most of it occurs, Mr. Chairman-—were set up and
method of financing them was established.

The Cuamtman., When the money goes out for these programs, it
is shown as an expenditure, is it not?

Secretary Diunon. When we make the expenditures they are an
expenditure, and they increase our expenditures, 80 our expenditures
are high. ) - : :

'
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The C'namman. When the money comes back in as vou sell the
securities, the proceeds ave shown as an expenditure reduction?

Secretary DinLon. Our expenditures would end.

The Cyiairman. Expenditures are affected twice—butl no effect
on receipts is shown?

Sceretary DinLon. No, they are added to expenditures when the
Government originally pays out the money and receives, in return, a
mortgage; and they are deducted from expenditures when that mort-
gage is sold to private individuals, so what happens is that the money
flows out of the I'reasury, and when it does, it is called an expenditure,
even though the Government has an equivalent asset on hand, and
then when that asset is sold it is called a receipt.

T'he Cuatrman. When you put up money in these programs, that
is cash out of the T'reasury, is it not?

Secretary DiuLon. That comes out of Treasury’s cash and is an
expenditure.

The CuarrmMaN. So you treat that as an expenditure.

Secretary DitLon. Oh, yes, we do.

The CuarrMaN. Then when it comes back you treat it as expendi-
ture reduction in some other year—not as a receipt? -

Secretary DiLLoN. As o receipt when it comes back. It is an
expenditure when it goes out, as anything else is when money goes out.
It is a receipt when money comes in.

The Cuarrman. But it is not shown as a receipt.

Secretary Dinron. It is a receipt that reduces expenditures.

The CuairmMan. It is a receipt, but it is not carried in the budget
o n recelpt.

Secretary Dinnon. No, because it is an offset.

The CaairMAN. It is carried on your books as an expenditure item
when it comes back.

Secretary DiLon. No, it is carried on our books as a reduction in
expenditures.

The Cuairman, It is taken off the expenditures, is it not? :

Secretary DitLoN. It .comes off expenditures as a reduction in
expenditures, yes.

The Cuarrman. That is what I said.

Secretary DiLLon. Well, it is always on the expenditure side either
as a plus or a‘minus item, that is quite correct. It is a plus item when
it comes in, it is & minus item when it goes out.

The Cuairman. This is a new—that is an unusual—system of
bookkeeping.

Secretary DinLon. Oh, no;it isnot a new system. It has been the
U.S. Government system for at least 20 or 30 years.

Tha CHAIRMAN. It may be that a corporation could handle it like
thal as a capital outlay. Has the Government done this?

Secretary DiLLoN. They have done that, and this is not new at all.

The CrAIRMAN. It is certainly an expenditure when it is paid out,
is it not? :

Secretary DiuLon. It could be. We do consider it as that, and it is
considered an expenditure when the FNMA gets money from the
Government and uges that money to buy mortgages, yes.

The CHAIRMAN. It ordinarily would be a receipt, and I must say,
that I have always regarded this as peculiar bookkeeping.
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Secretary Dinon. All I would like to emphasize is that this is
nothing new. 'This has been Government policy for some 20 years
or more.

1The CurairMaN. But that does not necessarily make it right, or
clear.

Secretary DiLLoN. No, it may not be. We do the same thing in
the Post Office Department, Mr. Chairman.

The CrarrmaN. There are many things in this Government that
could be changed for the better.

Secretary DinLon. That is the reason why the President empha-
gized in his budget last January, and why we like to emphasize the
cash budget of the Government rather than the administrative budget
because that cash budget shows all outflows and receipts and makes
it very clear what is happening, and does not lead to any of the types
of confusion that might surround this particular transaction.

The CusirMaN. I have just one more question. Is it true that
the more of these securities you sell the less the expenditures appear
to be on the books?

Secretary DiLLon. That is correct. '

The CuairMaN. I want to ask you this question: What do you
estimate the budget in the next fiscal year—to be presented in
January—to be?

Secretary Dirron. That has not been determined yet. The
President has to determine that, and he has not made his determina-
tion. I do not think any of the individual departmental budgets
have yeot been presented to him.

The Director of the Budget will be in a position to answer that
question again, in detail, tomorrow, because he has been working on
this at full speed for the last 2 months, but I do not think he has com-

leted any of his departmnental budget requests, and he has told me
ge has not submitted any of them yet to the President, although, in
the coming month, they will all be considered by the President and
finally determined.

The CuairMaN. Didn’t you make a statement, a little while back,
or you were quoted as making it, that the expenditure budget would
be in excess of $100 billion? . ~

Secretary DiLLon. I would like to explain that. That statement
arose from, or that understanding arose {rom, a colloquy I had durin
_the executive sessions of the House Ways and Means Committee wit
Congressman Byrnes, in which he took our present rate of expendi-
tures for this year and added to it what he deemed to be reasonable,
‘based on expenditure increases in the past. . SR

He tqokxg/h', Stans’—Maurice Stans’-—projection just because of
‘natural growth the budget would have to go up $2}% to $3 billion a
year, and he came out with a figure somewhere between $101 and
-$102 billion as & minimum budget for next year by doing that, and
he 'asked me if his computations were correct, and 1 said, yes, his
computations were generally correct.

But I did not prophesy any particular figure. In fact, I made very
clear that I thought that $102 billion, figure was the top figure, an
outside figure, and we would probably be under that. : ,

.+ The CrAalrRMAN. But you were quoted to that effect, were you not?

Secretary DrLron. I just stated that if this, the increases next
year, were held to the minimum normal increase, I think, at that time,
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we were estimating expenditures this year somewhat higher than they
n()ﬁv seen to be, and the figure would fall between $101 and $102
billion,

The CrairmaNn. The present administration has brought in two
budgets. )

Secretary DinLoN. Yes. Complete budgets; they brought in the
budget for fiscal 1963 and for fiscal 1964.

The Cuairman. How much increase occurred in expenditures
under those two budgets?

Secretary DiLLon. The total expenditures for fiscal 1961 were $81.5
billion, and estimated expenditures for 1964, which is 3 years later,
as I just said, were $97.8 billion, which is an increase of $16.3 billion
roughly, of which $12 billion comes in national defense, space, and
interest on the debt, and $3.8 billion in all other functions, and $350
million contingency allowances that have not yet been distributed.

The CratrMaN. That was not exactly what I asked you. I want
to know the amount of your expenditure budget for each of the
2 years in which you have been responsible for the spending level;
how much was the increase each year?

Secretary DiLron. The 1963 budget, which was brought in, when it
came in, showed an increase of $4.8 billion in actual expenditures over
1962; and 1964 was estimated to be $6.2 billion over actual 1963, and
now that has been reduced by $1 billion.

The CuarrmaN. How much higher were expenditures in 1963 than
they were in 1962? . v

Secretary DinroN. Actual expenditures for 1962 were $87.8 billion,
and estimated expenditures brought in in 1963 were $92.5 billion, and
the actual expenditures when we were finished with the year were
$92.6 billion.

The CaairMAN. How much of an increase did you have between——

Secretary DiLron. That was $4.7 billion increase in estimate, and
$4.8 billion actually in expenditures when the year was finished.

This year our estimate, as I said, was $98.8 billion originally, which
was for an increase of $6.2 billion over the actual, and $6.3 billion over
our original estimate. : ‘ -

The CuairmMaN. Are you willing to venture a guess as to whether
you will make the customary increase in the budget—which, as I
understand, has been from $4 to $6 billion—in this coming year?

Secretary Dinron. Well, by “customary” we were not referring to
an increase in that amount, because I think that these increases have
been far more than customary because they included this very sharp
buildup of defense and space expenditures. .

The customary increase that I was referring to was something
more on the order of $3 billion. - It was the amount of increase that,
as I say, the Director of the Budget, Mr. Stans, estimated just before
his departure, was roughly what would happen through the ordinary
growth of Government without new programs. :

,’ljhg CHrairMAN. When do you predict the budget will be balanced
again L

Secretary DrLLon. If the tax bill is promptly enacted, we predict
that it should be balanced by 1967 or 1968,

Senator WiLLiams. When do you predict it will be balanced, if
you do not get the tax bill?
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Secretary Dinron. T would not make a predietion, because I
cannot foresee its being balanced without enactment of the tax bill,

The Cratrman. That is o sharp change from the day that the
President brought in his first budget. He said he was proud of the
fact that he was submitting a budget with a $500 million surplus.

Secretary Dinron. e was.  We were under the fimpression then
that the economy had enough strength in it to recover from the
previous recession uuder its own steam, and reach relatively full
employment and full capacity operation. That proved to be an
erroneous assumption, and it has proved to be necessary to take
other action, and that is why we have recommended the tax reduction,

The CuairMan. We have already had 3 deficit years in succession,
have we not?

Secretary Dirnron. That is correct.

The CuarMAN. And you predict 3 or 4 more?

Secretary Dinron. Well, T predict 1964, which we are already in,
and 1965 and 1966. On the other hand, 1967 might be either balanced
or very slightly out of balance, and 1968 should definitely be balanced
on the basis I say, of passing the tax bill relatively promptly.

The Cuamrman. Don’t you think it is a little cﬁ;ngerous to predict
deficits or surpluses that far in advance? I recall that you predicted
the $500 million surplus, and in Qctober—just 9 montﬁs later—you
gave out a statement that you had an $8 biilion deficit.

Secretary DiLLoN. That is what I say

The Cuamman. You are trying to perceive what is going to happen
4 or 5 years from now. As I understand your position, it is that if
there were a tax reduction it may be balanced in 19677

Secretary DinLon. That is correct.

The Cuamrman. You are not certain; but it may be.

Secretary Dinron. That is correct.

The CuarmMaN. We will add 1 more year. That would be 7 years.
of consecutive deficits, which has never happened before in the history
of the country, except in depression followed by world war.

Secretary DiLLoN. We have never been in a

The CrairmaN. If we do not have a tax reduction, do I understand
you to say, you feel that we would never balance the budget again?

Secretary DinroN, Well, I say I do not foresee how we will.

The CrairMAN. You cannot foresee it.

~In your opinion we cannot ever have a balanced budget unless
taxes are cut? ‘ )

Secretary DiLron. Well, things can happen. We can have a
change in the international situation. I sorts of things could
happen that could change the present situation.

e CHAIRMAN. But it i8 your honest conviction that if we do not
add $11 billion in expenditures or tax reduction to the public debt
we won’t have a balanced budget again? : B

Secretary DinrLon. No, I did not say “add to the expenditures,’
but unless we reduce taxes substantially by approximately $11 billion,
and provide that stimulus to our economy so it will reach, have an
opf)ort,unity to reach, relatively full capacity and full employment,.
I doubt very much whether ws can achieve a balance. It is possible,
presumably, to do it once by very drastic action, which would involve
throwing the country into a recession which would then create a .
much larger deficit the following ryear than would otherwise be the:
case. !
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But except for some such action of that sort, which would not be
wise because it would involve larger deficjts than would otherwise
he the case, and unnecessary unemplovment, I do not see how we
can balance the budget if we do not operate our economy at full.
employment,.

The Crnamman, Is it a fact that you and the President have been
predicting that there might be a recession if this tax bill is not passed?
It is a very dangerous thing for the head of a government, to predict
a recession.

Secretary Dinnon. I am not predicting

The Cuairman. Wait @ minute. And we have not got a recession.
We have got the highest employment we have ever had in the history
of the Nation, as you know. 'The profits of the corporations and the
%?SS national product have gone up higher than they have ever been

efore.

While you have been predicting a recession if the tax bill is not
passed you must admit you haye ﬁot prosperity now without g tax
reduction. It is hard for me to follow that kind of reasoning, but I
will not take up any more time.

Secretary DinLoy. Mr. Chairman, we have to have the highest
employment, every year in history if we are going to absorb over a
million new people who enter the work force every year just to stay
even and maintain the present vnacceptable level of unemployment.

1 do not think that 1 have ever prophesied a recession. The
President has merely warned, and 1 said the same thing, that based
on past history, unless something unusual is done, we will be making
entirely new records if our economy keeps on rising after next April.

1 think there has been some additional information which has been
very interesting, which has come in recently, The overall {forecasts
by many business economists at the University of Michigan forecast-
ing conference, which arve now available for the first time, show an
average of some $604 billion for next Kear’s gross national product
without a tax cut. McGraw-Hill, which is a very good organization,
made a similar estimate. - These figures can only be achieyed with a
definite recession in the second half of next year. It is impossible to
achieve s figure that low without that.

The Cuammman. And your plan to relieve unemployment is to
reduce taxes?

Secretary DiLron. That is correct.

The Cuamrman. Mr. Meany does not agree with you.

Secretary DirLoN. Mr. Meany does agree. He says the most
important ,

The CuairmaN. Wait 1 minute now. Mr. Meany, in New York
last weck, at the same time the President spoke, said that auto-
mation was becoming a curse to society, and that could lead to a
national catastrophy,

Secretary Diun,oN. That is correct.

The Cuairmay, That is pretty strong language.

Secretary DiLLoN. Mr. Meany also said the one thing that would
help unemployment more than anything else would be if (‘ongress
would actually reduce taxes as recommeded by the President, and
I(x)ci Said that many times, and that is the official position of the AFL:—

25-562--03——3
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The CHairMaN. To what extent did the 7-percent credit, which
you insisted that we pass in the last session, increase nutomation?

Seceretary Diunon. I think that that increases the modernization
of equipment. To the extent that it does so it increases automation,
and that is something which I think we have to aceept beeause I
think we have to be for progress.  We just have to have our economy
move ahead fast enough to take carc of not only of the new people
coming into the labor force, but also those who are displaced through
automation.

\ The CnairMan. In other words, you do not agree with Mr. Meany
then?

Sceretary Dinnon. No, T think in that area the administration,
and certainly I, would not agree with Mr. Meany’s characterization
of automation. We do realizo that automation is & very real problem
and requires attention of the Government, of industry, and of States
and localities to take care of it.

One of the things that the Federal Government can do is to reduce
the tax burden on the general economy and thereby stimulato it so as
to help overcome that probleimn,

The CuairMaNn. Please understand me, T am not opposing automa-
tion. 1 did oppose a tax credit for new machinery, and so forth,
beeause 1 thought automation should come by the natural conditions
in many businesses, and not alone by Government incentives. But
the administration, led by you, made a great camipaign to adopt the
7-percent credit.  Mr. Meany, and apparently a great many other
people, think that was an incentive to automation beyond the ordinary
course of business, and that together with increased depreciation, has
cost, the Treasury about $23 billion; is that not correct?

Secretary DinLoN. Including increased depreciation which, of
course, is something different from investinent credit.

We, as you know, Senator, favored the investment credit to put our
industry on a par with that of our competitors abroad, all of whom
have such special incentives. We think it is vitally necessary if we
are going to maintain ourselves in competition with the rest of the
world, both against imports coming into this country and in the export
markets, to allow our industry to have the same incentives to modernize
as those of their competitors abroad. That is why we supported that,
and that is why we still support it, and 1 think it now has the general
support. of industry.

The Cuarryan. Well, you reduced taxes last year $23 billion,
which were added to the public debt; and now you propose to reduce
taxes again by $11 billion and add it to a pubf{c debt.  This means
that in 3 vears you would increase the Federal debt by $13.5 billion
for tnx reduction,

I have nothing further. Senator Douglas. : ]

Senator Dovanas. Thank you, Mr. Chairman. As you know,
Mzr. Dillon, I have a good deal of sympathy with the Treasury Depart-
ment for the difficulties you have under the debt limit which Congress
places upon you, and 1 also have felt that Congress by extending the
debt limit for short periods of time plays cat and mouse with you and
compels you to come up here constantly, and makes your lot more
difficult, even more difficult than it otherwise would be. )

I would like to ask this question: You say you are willing to accept
}1 $315 billion limit up to June 29. How much did you originally ask
or? ’ oo
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Secretary DiLLoN. From the House, after consultation with the
chairman of the Ways and Means Comunittee, we asked for $315
billion throughout the whole year. But I would have normally, in
view of the need for {{2xibility, asked for something slightly higher in
order to give adequute, or give the usual, flexibility on June 15, But
after consultation with the chaiviman of the committee, who felt that
the committee and the House would not be disposed to go that high,
we recommended $3!5 billion.

L 1.?‘enutor Dovucras. But you would have preferred $317 or $318
illion?

Secretary DinroN. Well, $317 billion would have given the usual
$3 billion normal contingency, and that would have been more normal
and more confortable.

Senator Douaras. What is the significance of this June 29 date to
get $315 billion up to and through June 29, and then you go back to
$309 billion? Ts that because June 30 will bring in large payments?

Secretury DiLLoN. Senator, no, but there are very large payments
that come in during the period beginning on the 15th of June and
running through June 29 or 30. During that period the Government
runs regularly the largest surplus that it runs at any time of the year
because it is the time of our heaviest tax receipts in the whole year;
and, therefore, we generally receive many biﬁions of dollars, over
$6 billion more than we spend during that period. That is the reason
for the House’s action, 1 suppose, in reducing the debt limit by $6
billion on June 30. It throws light on the fact that we actually will
run a surplus during that period of about $6 billion or more.

For de{)t management purposes, however, it is not possible to use
that entire surplus in paying off debt during that 2-week period,
although we do always seil and plan to retire during that period an
amount of tax anticipation bills running around $2% billion, something
of that order.

To go beyond that would disrupt the markets, and we would have
to raise immediately the money and meet our bills in July. So the
Government has a relatively high cash balance at the end of June.

Senator Douaras. Would you feel more comfortable if we replaced
the date of June 29 with June 30?

Secretary DiLLoN. I would, as I said, and the chairman of the Ways
and Means Committee made clear, both in his report and in talking
on the floor, the $309 billion figure is not practicable if the deficit is
going to be ns large as $9 billion. It would l‘luve to be a smaller deficit,
something like $7 billion to become a practicable figure. The chair-
man of the committee indicated that he was recommending this
because he felt both that our revenues might be somewhat larger than
we expected, and also because he felt that maybe Congress, in handling
the remaining appropriation bills, would reduce appropriations some-
what more than the Bureau of the Budget estimated, with the result
that it might be possible that wo would have a deficit of only something
around $7 billion instead of $9 billion. '

It is our best estimate to show $309 billion, but he has good infor-
mation, and on that basis he acted. .

Senator Doucras. Do I understand this is the third time since
last May you have been up here becnuse you were compelled to ask
for an increase in the debt limit? '
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Secretary DinroN. Yes. It is beeause that was the wish of the
Congress and, particularly, of the House which originated each of
these bills. I might say that in his initial exposition to the House,
the chairman of the Ways and Means Committee this time apologized
to the House und said he wished to apologize for having made them
do this three times this year, and he said it was certainly his intention
next year to try to so manage things that there was only need for
one consideration,

Senator DouGras. Suppose the deficit is $9 hillion for the yewr
1964. Will you be compelled to come up here for a fourth time
prior to June 30?

Secretary Dinron. No, I would not expect so becnuse the Congress
would normally have to pass new legislation prior to June 30 to
tako care of the sityation on July 1 when the regular $285 billion
ceiling becomes effective. All that would be necessary would be
for that action to be completed 1 day earlier than the final day of the
fiseal yonr, But I think that the Congress often does that, does coimn-
plete it, a week or so ahead of time; so they could follow really a
normal procedure and get the bill to the President so he could sign it
some time during the Inst week in June and have an effective datein
it of June 30 instond of July 1. That is all that would have to happen.

Senator Dougras. Mr. Secretary, while I am not an enthusiast
for public debt as a value in itsclf, it seems to me that Congress,
through its control over appropriations, on the one hand, and revenue,
on the other, is the ultimate determinant of governmental surpluses
or deficits, and that we should provide for the debt limit in the light
of those circumstances rather than using the debt limit as an added
club to force you into certain policies.

It reminds me of the man in Maine—I hope no one takes offense
in this—near the lown of Bucksport, which is 18 miles from Bangor.
Bangor was a wide-open town when Maine had prohibition laws.
He was walking down a rural road lookinﬁ very miserable, and some-
one said, “Why do you look so bad?” He said, “Gosh, I am going
down to Bangor to get drunk and, gosh, how I do hate it.”

Sometimes the actions of Congress on these debt limits impresses
me the same way. So I have o great deal of sympathy with you, Mr.
Secretary, and I do not think we ought tp keep you on as tight a rein
so far gs the debt limit is concerned. o :

Now, having sajd that, may I question you about a situation which
you did not create in any sense but which you have inherited ; namely,
the cash balances which I notice you say are going to run about $4
billion in the months ahead. ' '

Secrefary DiLton, Well, no.

First, I would like to comment briefly on what you originally said.
I am very familiar myself with that part of the country and with
Bucksport, jn particular, and I think that is a good statement.

T must say that it is my feeling that what you said was correct, and
T further add to that that I do not think that the debt limit is an
effective club to make the exccutive reduce expenditures, becauge they
do not really have adequate authority there after appropriations have
once heon voted and approved by the Congress. This is the spme

osition that has been t'aKon by every Secretary of the Treasury who
ﬁns appoared before the various committees of Congress.

2
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Now, as to the cash balance, T want to make very clear that we do
not prognosticate a cash balance of $4 billion, a constant balance, 1
tried to make that elear in my statement. The cash balance has to be
the accordion that gives and moves, shrinks and enlarges, as revenues
flow in and out.

It is not practicable to make, to change, other things, so we actually
vary our cash, but for purposes of these hearings in the pust we hive
assumed a $4 billion constant cash balance, and that is what e are
assuming now.

Senator Dovucras. Well, T notite that your table runs from a
minimumn ] ]

The Crarrman. Will the Senator yield at that point?

Sonator Douanas. Yes. _

The CuairMaN. The Chair would like to recall the fact that the
debt ceiling was substituted for the requirement that you get a special
act for overy increase in Federal indebtedness before you could sell
the bonds. Would you prefer the debt limit getting an act of Congress
every time you increased the debt?

_ Secrotary DinLon, I think the answer to that is obvious, Mr.
Chgirman, a debt limit. .

However, tho debt lithit was first enacted during World War I, the
Second Liberty Bond Act; when it becaine obvious that the debt was
growing so high that it was impracticable to have an ehactnient of-
Congress for every debt transaction,

But it vas shortly after World War 1T that it was attempted to be
used as a method of trying to control expenditures or to throw light
on the geiteral fiscal situation of the Government. Before that there
had alwiys béen lump-sum increases that ieré meant to last for a
good humber of yeais. ,

The Cuairman, That would require legislation.

Secrotary DiuLon, Yes, each tithe. But it was only very occa-
sional, and it would be very substantial increiises which were meant
to last for a nuniber of years,

The Cuamman. 1 thank the Senator.

Senator Dovucras. If we may come back to these cash balances, I
notice that in these past months during the current fiscal year they
have ranged between a minimum of $3.3 billion on the 16th of No-
vember to a maximum of $11.1 billion on the 30th of June, and it
would seem that the average for the year is somewhere botweon $4
and $5 billion, perhaps $4.56 billion, probably nearer $5 billion than
$4,500 million; isn’t that true?

Seceretary DitLon. I think it would eordinarily be somewhere
between $5 and $6 billion rather than between $4 and $5 billion.

Senator DoucLas. Between $5 and $6 billion. These cash balances
are doposited in private barks?

Secretary Dinnon: $1 billion of it roughly or a little less, is depos-
ited in the Federal Regerve, and the rest in private banks,

Senator Douaras. The remainder in private banks.

Secretary Divnon. Yes.

. Senator DovarLas. Aiid these deposits draw no interest?

Secretary Dinnon. No.

Senator Dovarnas. And the banks, in turn, probably use the moiey
to invest in short-term governments?

Secretary Divrox. They may do so.
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Senator Dovaras. Isn’t that probably where they put the money?

Secretary DinnLoN. Yes.

Senator Dovcaras. The short-term governments now draw 3%
percent interest approximately, as an average?

Secretary Dinrnon. Actually at the moment, Senator, thoy are a
little higher than that, about 34 perceut.

Senator Douaras. So that assuming that they put, say, $4.5 billion
securities, this would mean about $150 million of interest which they
draw on the interest-free deposits of the Federal Government.

Secretary Dinron. That would be correct.

Senator Dovaras. Both the chairman and I in times past have
crusaded on this matter when other men have been Secretary of
the Treasury; and I do not want to make you, I will not say, a culprit,
but you certainly are not the initiator of tilis policy. This 1s a subsidy
to the banking system of the country. What happens is the Federal

overnment gives to the private banks this money, and then they
lend to the Government and get interest for it, and it is said to be
necessary in order to get flexibility. But

Secretary Dinron. Well, no. 1 think there is another item that
is always in there, and that is that the banks perform a great many
services for the Government on a cost-free basis. The question is
whether this is too much compensation for the services they perform.
There have been a number of studies made by the Fiscal Service of
the Treasury, and they have regularly come up with the conclusion
that the banks are not overcompensated. Certainly with the present
interest rate that compensation is somewhat higher than it has been
in the past, and maybe it is worth having a new stady on that basis.

Senator Dovgras. Well, of course, during the war when they were
helping in the flotation of savings bonds, they did perform a lot of
public service.

Secretary DinLon. They worked on savings bonds very much.

Senator Dougras. They also helped by creating monetary pur-
chasing power with which they bought bonds themselves.

Secretary DiLron. That is right.

Senator Doucrnas. And hence could get compensation on the right
hand to balance expenditures which they might have with the left.

Secretary Druron. That is right.

Senator Doucras. But now their services in the sale of savings
bonds are by no means as great as they once were; isn’t that true?

Secretary DinLoN. They are not as great as they were during the
war. They do have substantial services, both in sale and also in
cashing them—which they do free of charge; and, of course, there is
a larger amount to be cashed in now because there are larger amounts
outstanding than there ever have been in the past. So that aspect
of what they are doing is probably larger than what it was in the past.

They do a number of other services also in handling Government
accounts and Government checks and selling bonds for the Govern-
ment, ‘

Senator Douguas. Why couldn’t some of these Government funds
be made time deposits rather than demand deposits, and hence give
some interest in return to the Government?

Secretary DinroN, That would be a question of having deposits

that were absolutely firm, that we knew would never be withdrawn.
'
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Certainly we would have to have a great deal of more flexibility than
we now have under the debt ceiling, I think, to be certain of doing
that, sinee we would have to maintain larger cash balances. That
would be a question also of fairness to the banking system, whether
they were being overcompensated or whether compensation was
adequate,

Certainly, I do not think they should be overcompensated, and
since the last study on this matter was 2 or 3 years ago, we will be
perfectly glad to have another full veview of the matter.

Senator Doucras. Why not split this $4 billion two ways. Have
half on time deposits, and that would save approximately $70 million
a year; and let the banks have $2 billion on demand deposits, and they
could then get $70 million for their services. Wouldn’t this be a tidy
way to increase the revenues of the Federal Government?

Secretary DiLLoN. Of coursy; the actual increase of revenues pre-
sumably would be only half that amount because presumably we now
get back maybe a little over half back from the banks. In the case
of the large banks, we do get 50 percent of the profits back in taxes.
In the case of smaller banks we get somewhat less because they come
under the special provisions where the rute is lower for tax.

Senator Doucras. That can be used as an argument against any
effort to save money for the Government, to say if we spend lavishly
we get half of it back and, therefore, not to make any effort to get the
original 50 percent.

Secretary DiLLoN. I want to make myself clear. This is not any
argument against making any effort. We should make whatever
effort is necessary.

Senator Doucras. Being an old-fashioned man, $35 million seems
a very tidy sum to me.

Secretary DinLown. It seems a very tidy sum to me, too, Senator,

Senator Dovucras. I wish you would pay some attention to that.
This is one of the issues that the chairman and I have been very close
together on, and I take it he still is of the same feeling.

" Secretary DiLLoN. We will be ‘glad to take another complete
review and complete look at it. There has not been a complete
‘review in my administration.

Senator Doucras, Do not turn the review over to the bankers,
because I am sure they will solemnly say their costs are equal to the
full $150 million.

Secretary Dinron. The last review was undertaken during the
preceding administration, so I think it is probably a good idea to have
another one now, and I think we will do that.

Senator Doucras. It all depends on whom you ask to make the
review,

Secretary Dinox. We will do it ourselves.

Senator Dovcras. Good.

Well, thank you very much.

Thank you, Mr. Chairman.

The CuainMaN. I am very glad, always glad, when the Senator
from Illinois calls attention to those times when we agreed.

Senator Doucras. There are more than you may think, Mr.
Chairman,

The Cuammman. We certainly agree on the matter you were just
discussing.
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I note here that on one day you had $11 billion on hand.

Secretary DinnoN. Yes. We had that which we discussed earlier,
~and we snid that was much higher than unual for two reasons: Ior
one, we had raised $2 billion extra in June trying to anticipate July
‘needs. Secondly, our financial situation turned out in the last 2
.weeks in June to be about $2 billion better than we had expected.
“While we had originally expected it to be something around $¢ billion
or 4 little léss, it turned out we had $11.1 billion.

Actually, looking back on it, it now turns out that our financing in

"June was probably very advantageous for the Government because
it could not have been done on a similar basis, if at all, at a later date,
_because it was longer term financing. After the change in discount
réite in July, it would have been impractical.

The CuaiiMAN. Senator Williams,

Senator WiLiiams. I will yield to Senator Dirksen who has to go
to the floor. 4

" Senator Dinksen. Mr. Sécretary, I havé beeén intrigued with the
- continuing use of the word “temporary” in connection with the public
debt. 1 went back to look at the budget summary the other day,
and I noticed in 1900 our debt was $1.2 billion; in 1920 it was $25
~billion; in 1930 it réceded to $16 billion; ih 1940 it went back to $42
billion; in 1943 it was $136 billion, and that is the first time the debt
went over $100 billion.
~In 1944, because of the war, it went to $201 billion, so that is the
first, time it was over $200 billion, ,

Then siiccessively it went to $275 billion in 1950, $286 billion in
1960, and $289 billion in 1961, to $298 billion in 1962, $304 billion in
1963, ind now the request is before us for $315 billion.

So in each decade, or 5-year period, the debt has moved to a new
and higher platéau.

Now, 1 notice in thé House réport that we started using the words

“"temporaty increase’”’ on August 28, 1954. Then the word “tem-
Eornry” was iricluded in the act of July 9, 1956, February 26, 1958,
September 2, 1958, June 30, 1959, June 30, 1960, June 30, 1961,
Mareh 13, 1962, and then again in July and in September of this year.

So now we use the word “temporary” sgain, and in the House bill,

as T read it, it is & temporary increase of a temporary ceiling. Would
' th_:i"t. b‘(; an accurate deseription: a temmpoary increase of a fempomry
ceilling? ,

Secretaiy Ditron. This particular House bill that you have before
you does involve thdt because of this return to a ceiling, on June 30,
of $309 billion which happéns to bé the present temporary ceiling.
They so worded the bill that théy would carry that through June 30,
and then added a temporary increase on that temporary ceiling of $6
villion. You are quite cofrect.

Senator Dirksex. Well, as T observe the accomplishments of a
new plateau every generation, and these temporiry increases, I am

_reminded of an incident in the old play “Adam and Eva.” You may
recall it ‘Wwas written by Guy Bolton and George Middleton. I do not
know whether this uncle lived in Bucksport or in Bangor, but in any
event he came to stay for a weekend and stayed for 17 years.

So “temporary” has been with us now 10 years, to my certain
knowlédge, and T am wondering how much longer we are going to
operate in the temporary field; because it occurs to me that with the
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1964 deficit, and vour estimate of tie 1965 deficit, and when you were
here as the initial witness on the tax bill, you anticipated a 1966
deficit of unknown dimensions, the only thing I see is that the debt
ceiling will temporarily inerease in 1965 and in 1966 and maybe in
subsequent years.

I am wondering when we are going to get back to the $285 billion
limit, the permanent ceiling?

Secretary Dinvon., Well, T think, as you probably agree, that there
is not much prospeet in any near or reasonably foreseeable future of
reducing the debt to that particular level.

The Congress originally chose, 1 think, to finance the debt ceiling
on this temporary basis—I know there were some requests by the
previous administration in the 1950’s for permanent ceilings—and
Congress made some increases in those, but preferred to give the rest
of it in the form of temporary increases, and go it has been ever since.

Senator DirkseN., But since the permanent ceiling is at the $285
billion level, and you look at all these prospective deficits, plus the
temporary ceiling, actually that permanent ceiling is something of u
semantic illusion; is it not?

Secretary DinLoN. It does not have much bearing on the present
operations of the Government. The Treasury has to operate under
a ceiling, whether it is called teraporary or permanent, which will
give it aciequate flexibility to manage the public debt that is required
to meet the obligations of the Government. What the permanecnt
level may be does not really have much bearing on that. 'Aslong as.
there is an adequate temporary or permanent figure we can operate
equally well under either. We have continued to ask for increases in
the temporary ceiling because that has seemed to be, so far, the will
of the Congress. i

Senator DirkseN. Now, this is an unpleasant and $64 question, but
do you foresee u time in the future when revenues and expenditures .
will reach that degree of balance that wo shall ever again see a $285
billion permanent ceiling on the basis of the way we are spending money
and with the budget going up? .

Secretary DiLLoN. W.el%, I would say, as I said earlier, that would be
a long way off. If we reach a balance in 1967 or 1968, as I haye felt
we would, and then at full emgloyment move into some sort of moder- .
ate surplus, I think that the chances are that these surpluses would be
very moderate. They would have to go on for very many years and
ﬁpﬂpn continuously before we ever got back to a figure such as $285

illion.

Senator DirkseN. Actually on the basis of expenditures, as we
measure them today, it would seem to me it will take 25, 30 years to
ever get back to a $285 billion debt ceiling. ‘

Secretary Dinnon. I would think that would be a reasonable
estimate.

Senator DirkseN. I have one other question. I notice you spegk
about financing rather substantial sums by the end of this month. T
do not suppose that is & classified figure, is it——

Secretary Dirron. No.

Senator DirkseN. As to what you have to refinance.

Secretary DuLon. While it has not been announced, we will need
extra funds during the first week in December. What we have or-
dinarily been doing so far this fiscal year is putting what have been up

25-503—63—4 ’
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to this time quarterly issues of 1-year bills on a monthly basis. There
were quarterly issues of about $2) billion, and we arve retiring them as
they come due, and substituting a monthly 1-year bill of $1 billion,
which seems to be moie acceptable and a better tool for the market
than the larger issue coming only four times a year. We would expect
to make an offering of that type, and we would have to get the money
early in December. We will have to make an announcement before
that, presumably even before this legislation is acted on, so we will
have to say in this announcement that we are offering these securities
for sale subject to the approval by the end of this month of adequate,
of new, debt authorization or a now debt ceiling, because if it 1s not
done we obviously could not sell the bonds.

Senator DirkstN., Assuming your deficit in 1964, 1965, 1966 in the
range of what you anticipate, what kind ol a ceiling would you have
to request, let us say, after the date of June 29 next year and June 30,
1965, and June 30, 19667 Obviously, it is an estimate for each year.

Secretary DiLnoN. That is right.  You can take a high figure that
you are estimating here of $314.2 billion on June 15 for the debt and
for computing purposes, call that $314 billion. The President has
pledged a number of times that, if the tax bill is enacted as scheduled,
he would bring in a budget that would have a deficit of less than the
$9.2 billion that had been estimated earlier for this year without the
tax bill. So let us assume for the maximum amount $9 billion. You
would add that to $314 billion, and you would get $323 bhillion, but
that would give no allowance for contingencies whatsoever. So if you
added the normal $3 billion for contingencies, you would get a figure
of $326 billion for next June for the following year.

Now, it is not an estimate but just based on our estimates for this
fiscal year, and what the President has said, and our normal balance
for the flexibility the Congress has always given us when they made
a debt ceiling as far ahead as a year. So that would be normal. .

Now, for beyond that, for 1966, it is too difficult to estimate. The
increase would naturally be much less for two reasons: both hecause
we would have a full contingency allowance of $3 billion built in
already, and also the deficit would be much less. - It would only be
the size of the deficit. Assuming the deficit was maybe half the size -
what it had been before, it would be something like $330 billion.

Senator DirkseN. So for 1966, assuming a deficit one-half of that
estimated for 1964 and 1965——

Secretary DinLon. Yes.

Senator DirksEN (continuing). The debt ceiling could conceivably
rise to $330 billion.

Secretary DiLLox. It could conceivably for 1966; yes.

The Cuamman. Mr. Secretary, in line with the questioning of
Senator Dirksen, I would like to put in the record at an appropriate
place, an estimate of the rate of interest to be paid, and an estimate
of the interest payments for those years that he mentioned. '

Secretary DintonN. Yes, we will be glad to do that.
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(The information referred to follows:)

Interest payments on the public debt and interest rates as of selecled years

{Dollar amounts in millions)

Interest on Interest Interest on Interest
Fiscal year the public rate 2 Fiscal year the public rate 2

deht s (percent) debt ! (pereent)
$40 3.278 $5, 760 2.200
1,020 4,225 9, 180 3.207
659 3.807 8, 957 3.072
1,041 2,583 9,120 3.239
1,808 1.979 0,801 3.360

2,609 1.929

! Before 1955, interest was reported on an actual payments basis; since 1955, interest has heen reported
on an acerual basis,

2 Before 1916, the interest rate was com’)utcd by dividing the annual {nterest charge by the par amount
of the loansoutstanding. Since 1916, the Interest rate has been caleulated by dividing the computed annual
interest charge for the total issues by the corresponding princi%m] amount, The computed annual interest
charge represents the amount of interest that would be pald if each interest-bearing fssue outstanding at
the end of the year should reruain outstanding for a year at the applicable annual rate of interest, “The
charge is computed for each issue by applying the appropriate annual interest rate to the amount outstand-
ling on tln\lt date, Theaggregate charge for all interest-bearing issues constitutes the total computed annual

nterest charge,

The CnairMan, Senator Talmadge?

Senator TaLmapcr. Mr. Secretary, to what extent is our national
debt reflected in our monetary system?

Seceretary DinLoN. The Federal Reserve banks own some $32
billion, T think it is, based on the latest figures of our Federal debt.
There is also o substantial amount owned by our commercial banks.
But I would think that you refer to the Federal Reserve holdings,
which would be $32 billion.

Senator Taumapce. Has that gone up in recent years?

Secretary DiLLon. It has increased somewhat, several billions.
We will give you those exact figures.

Senator Tarmapce. What happens to the monetary system when
the Federal Reserve bank buys additional Government bonds?

Secretary DiLron. If 1.anay first give you the figures, in June of
of 1961 the holdings were—it probably would be better to use the
end of the year because they are higher then-—in December of 1960
they were $27.4 billion; in December of 1961 they were $28.9 billion,
the Ifederal Reserve. They went up $1} billion that year. The
next year they were $30.8 billion. They went up $1.9 billion in that
year; and so far this year they are about 832} billion. They have
gone up about $13 billion.

Senator TaLMapce. What hu{)pens when the Federal Reserve
System buys an additional $1 billion in bonds, what happens to our
monetary system? :

Secretary Dinnon. This gives a similar reserve credit to our banking
system, which provides th2 base for substantial additional amounts
of loans and deposits, up to something like 10 times the amount,
depending on the type of bank and type of deposit.

gena,tor TALMADGE. Approximately 10 times?

Secretary DinnoN. Yes.

Senator TaLmangr. In other words, each additional $1 billion
owned by the Federal Reserve Systemn will reflect $10 billion worth
of additional credit in our monetary system.

Secretary DiLLoN. Up to something of that order, yes.
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Senator Tanyance. Is that limited solely to the Federal Reserve
bank or other banking systems involved in a similar situation?

Secretary  Dinnon, T think this multiple expansion process is

rimarily applicable to the Federal Reserve bank purchases.  Actually,
wwever, the holdings of our commercial banks of Government honds
have not gone up. They have actually, if anything, decreased since
the end of 1960, so the entirve increase thus far has been in the Federal
Reserve.

Senator Tanmavce. What the commercial banks have sold then
the Fedoral Reserve System has bought, is that correct?

Secretary DiLLow, ""he commercial bunks have steyed about level
or a little bit less, and the Federal Reserve has bought more than that
amount. However, most of the increase in the Federal debt has
gone to the other private sources.

denator Tarmapce. What happens to our monetary system if a
commercial bank buys $1 billion worth of bonds? Of course, that is
o vory large sum, Make it $1 million.

Secretary Dinvon. Well, if they buy $1 million worth of bonds from
the Treasury, they may get an added deposit on their books of $1
million when these bonds are bought if they have the reserves, and
they then have this $1 million, of added deposits.

Senator T'aumapee. How much could they lend then on that $1
million?

Secretary Dirron. I would have to refer you to a Federal Reserve
expert to get the full analysis,

Senator TaLmapae. It would not be as high as 10 to 1?

Secretary Dinron. No.

Senator TarMapae. You do not know what the figure would be?

Secretary DiLLoN. The net effect of their operations would depend
on the reserve ratio—I am told there would not be any base for further
loan expansion,

Senator TaLManae. Nothing at all?

Secretary DiLuoN. No. :

Senator TauMADGE. In other words, he could lend $1 million on it,
I presume, but not in excess thereof. .

Secretary DiLLoN. No, nothing in excess of the initial $1 million
bond purchase.

Senator TaLMapGE. So the national debt, [ take it from your
response, would he inflationary only as it is reflected in the Federal
Reserve System; would that be an accurate statement or not?

Secretary DinLon. Noj because it is also—it can be looked upon as
inflationary or expansionary under some conditions to the extent that
commercial banks purchase Government bonds by creating new
deposits without using savings of their depositors.

his is-rather complex, because they have both demuand deposits
and savings deposits. If they use, which is perfectly proper and which
they all do, if they use the savings deposits and time deposits of their
depositors to purchase Government bonds, that would not ordinarily
be inflationary. But if they merely bought Government bonds from
the Government by creating deposits to the account of the Govern-
ment, that would tend to be inflationary in some circumstances.

So, generally, it is looked on as potentially inflationary if the
commercial banks buy Government securities—but not to the same
extent as the Federal Reserve. It is generally looked upon as being

'



PUBLIC DEBT CEILING 2b

best, if you are going to avoid inflation, to avoid too rapid an increase
in holdings of Government bonds by the commercial banking system
as well as by the Federal Reserve, and that is why it ig important and
significant. that in the last 2} years the commercial banking system
has not increased their holdings.

I think you could say that they have made some investments in
Government bonds which is true.  They have lengthened their hold-
ings. They have bought some longer bonds which, gresunmbly, were
offset against their savings and time deposits, and they have reduced
their holdings of shorter or more liquid type of Government bonds,
which would be potentially the moro inflationary type.

So T think your earlier statement that as far as inflationary aspects
aro concerned, that they have, in effect, liquidated, and the Federal
Reserve has bought, which is probably an accurate picture.

Senator TanmMance. Why have the commercial banks reduced
their holdings? Is it because they can make better investments
clsewhere?

Secretary Divnon. That is correct. The big change, 1 think,
océurred at the time some 2 years ago whon the Federal Reserve
Systéni revised their regulation Q to permit banks to compete more
effectively with other savings institutions for savings accounts and
t,im(la deposits, at that time the banks began to compete very aggres-
sively.

There has been a very substantial rise in their deposits of this
nature, which required them to pay substantial intérest, so, to covet
the eariiings for this they have incréased, their activity in buying
mortgages and in buying municipal bonds and, to a moderate extent,
in buying slightly longer Treasury bonds. I think the reason, as you
said, is thdt they could get higher interest reéturns by investing in
mortgages and municipal bonds. 8o they went that way more than
they have done in the past bécause they needed it to support the
requirements of paying interest on these savings and time deposits.

ow, savirigs and time deposits are more permahent, so it is all
right ip to a point for a bank to niakeé the longer term investment to
- Sendtoir Tarmabar, To what degree do you think tho increasd in
the nationdl debt in the last 30 years, which has gone froni about $16
billion, I believe, to $3156 billion has contributed to the erosion in-
‘lvo%{\%ed i that same peiiod of time which reduced in value tiore than
1alf?

Secrétary DinnoN. Well, T think it wdd clear that the great incréase
thit we had in ot debt during World War II wag inflationary, al-
though the inflationary impact was fraintained or contained during
the wartime by controls on prices. But when they were taken o
after the war, the price level responded very rapidly in the next few
years, and again as a result of stimulation during the Koreun war, and
whilé té were still working out of World War I1 up through 1057.
Sitice tlien, increases have not beeh inflationary because the écoriomy
hds béen opetrating below capacity, and there has as a result been no
charige in price level and iio inflationiary iripact. '

But' during that period between 1940 and 1956 or 1957 the dubt,
primarily that incurred during World War I1, did have a very marked
mflationary effect.
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Senator Tanmance. T draw the conclusion then that tho national
debt is inflationary only if it is reflected in the Federal Reserve System.

Secretary Drurox. I think that is largely the case. Also to some
extent it is in commercial banks as [ mentioned carlier. But to the
extent that our national debt is sold outside, it is not likely to be in-
flationary, and it is not likely to be inflationary at all when the econ-
omy is operating below capacity, below full employment. That has
been the record in the last few years.

Of course, if we were operating at anywhere near full capacity and
had deficits with resulting increases in the debt, such as we are now
having, they would be very inflationary.

The reason that we contemplate, ns we move back toward full
employment, coming into balance and even a_moderate surplus, is
that it is absolutely necessary or you would be in an inflationary
situntion.

Senator Tanmaper. Thank you, Mr. Secretary.

1 have no further questions,

The Cuairman. Senator Williams?

Senator Winniams. Mr. Secretary, you just answered the Semator
from Georgia and suggested you may later recommend a surplus, if
necessary, to contain inflation. Are there not other reasons to- balance
the budget?

Secretary Dinvoxn. T did not say that at all. Of course there are
other reasons. As I said, we expect to come back to a balance in either
1967 or 1968, as I explained earlier.

Senator Winniams. Now, if I recall correctly, this is the third time
that you have been before the committee asking for an extension in
the debt ceiling in the past 6 months; is that correct?

‘Secretary DinLoN. That is quite correct, and I probably deplore
that frequency just as much as you do, Senator.

We did meke a request originally which, if it had been accepted,
would have avoided this extra time,

Senator WiLniams, Well, yes and no. You made the request, but
you changed your mind and backed away from it, did you net, because
when the House extended it for 60 days, after your request of June 30,
and it came over to this committee, and I sponsored the amendment
which would have e xde this a full 1-year extension. Some of us felt
that was proper on the basis that we thought it was an imposition
upon your time to come before the committee every 60 or 90 days
for an extension. .

At first, you went along with it, and then you changed your mind
and exerted all the pressure the administration could bring to bear to
have this full-year extension reversed on the floor of the Senate; is
that not correct?

Secretary Divron. That is correct.

There was one overriding reason for that, and that was that we were
within a day or two of running over the then existing debt ceiling, and
the leadership of the House advised there simply was no time to have
a different type of debt ceiling voted in the Senate and go to conference
and get this thing reported prior to—actually signed and enacted

rior to—the 1st of June. We would have been in very grave trouble

ecause, even as it was, we went over the ceiling that we had had on
the 31st of May, which was the day that the President signed the new
-debt ceiling legislation. So that was the reason.
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Senator Winniams. Well, it still gets back to the point though that
the Treasury Departiment will have to assume its part of the responsi-
bility for these irresponsible 60-day extensions. There is no way that
cither one of us knows whether or not the House would have accepted
that suggestion had it passed.

But anyway, the Senate itsclf

Seeretary Dinnon, We know because the leadership of the House
stated that they did not want to do it.

Senator Winniams. Well, we often do things we do not want to do.

Sccretary Divron. Well, they said they would not.

Senator Winniams., Do you accept their suggestions as final always?

Sceretary Dinnon. No, not always. But under this circumstance
there just was not any time to go through the conference procedure.
The Senate was quite right to feel that this was an unfair thing at
that titne, and later in the extension in August, and again this time
they have acted more promptly to give the Senate more time, and I
think the House felt that they had been a little remiss in delaying
their action as late as they had in May as far as the prerogatives of
the Senate were concerned.

Senator Winniams. Do you think it is realistic to talk about going
back to $285 billion after June 30 or do you think this bill should be
amended to at least bring the permanent debt ceiling up to say,
$300 billion, and let the rest of the increase be on a temporary basis?

Secretary DinLon. 1 would have no objection to that at all. I
have been asked that question a number of times in the Ways and
Means Committee, and I think here I have said as long as I have an
adequate debt ceiling to operate under, with enough flexibility, how
much of it is labeled as temporary and how much is labeled as per-
manent is a matter for the Congress to decide and is not material
to actual management of the debt. We would have no objection.
In fact, it would be fine if Congress decided to make it $300 billion
permanently. ‘

Senator Wirniams, If this committee decided to raise the permanent
to $300 billion, which would be more realistic, and then to make the
extension above that amount temporary, whether it be $312 or $315
billion, but to make it on a temporary basis, you would go along
with such a suggestion; is that correct?

Secretary DiLLon. I would have no objection. 1 would hope if
the committee wanted to do that they would act very promptly and
bring this bill very promptly to the floor of the Senate so there would
be adequate time, which there would have to be, for a conference.

We will have the same problems we have had before, even though
there seems to be more time. But in view of the schedule that has
been announced by the leadership of the Senate that the Senate
intends to adjourn for recess next Wednesday prior to Thanksgiving,
that means t{w time is not as long as it otherwiso would be. The
Congress will not be up here on Friday the 29th, so this bill would
have to be completed and enacted by next week to meet the Senate
schedule.

Senator Wirriams, Ho'v much of this $315 billion is to take care of
the recommended tax cut in the next fiscal year?

Secretary DinLon. Well, as I pointed out, you could say either $1.8
billion or none of it, the reason being that we have accepted a ceiling
of $315 billion for June 15, which is only $800 million over our estimate.




28 PUBLIC DEBT CEILING

'Thig is an inadequateé allowance for contingencies in view of the fuct,
as I pointed out, that the average error of estimates made as late as
Janudry when the budget goes up, which is about 2 months later than
now, has been $1.3 billion.

Therefore, if the tax bill were not enacted at all we would have
increased the allowance on that particular day, by about $1.6 billion.
It is $1.8 billion for the Prcm', but only $1.6 billion comes up by that
time. So if you added that to the $800 million, you would have $2.4
billion as an allowance for contingencies, which is less, as I pointed
out, than the normal $3 billion.

Now, of course, if the Congress does enact the tax bill, ag seems to
be indicated, and I hope very much they do, but if the enactment does
not take place prior to January 1, and takes place sometime in the
first. 3 months of the year, then the withholding rates will not go into
effect until a later date then revenues would be increased, depending
on when this happened, by something less than the $1.6 billion.

So our contingency allowance would be increased by something less
than that, and would be probably less than $2 billion.

Senator Wirriams. Would you have any objection to the committee
taking that portion of the debt ceiling which would relate to financing
the tax cut and subtract it from this bill and then add as a new
amendment on to the tax bill to raise the debt ceiling enough to finance
the tax cut and lét each ride on its own merits?

Secretary Diuton, Well, let me see where we stand,

Senator WiLniams, In other words, pull a couple of billion off
this extension, and when the tax bill goes through, let us have a
new section to add the necessary amount to finance the tax cut.
It would show the American people a little more clearly what you
are doing, that is, raising the debt so that you can borrow the money
to finance the tax cut, and it would be all in one package. I am
sure that would be your desire to make it clear to the people.

Secretary Dinron. I would have no objection to that.

I would only point out, as I made clear in my statement, that the

_tax cut, as we have cstiinated it, would have very little effect on the
peak which comes in March 15. The prithary effect is to increase the
June 15 peak over the March 15 peak. We would need $313 billion

. to meet the March 15 poeak, iithout a tax éit—in fact that would
only givé us $100 nillion flexibility, which is clearly inadequate,

I wou%d 80y, ‘ ' ' :

So I would say that unléss the Coh’%réss wanted to start increasing
the debt in aniotints of less than $1 billion, which I would not think
would be the case, then if they wanted to follow. youir suggestion,
the maximum they could reduce our request would be to $314 billion.

his would give us a $}] billion leeway.

Senstor WiLitams. That is on the assuinption that the tax bill
will be passed duriiig this calendar year. ‘
 Secietary DiLLoN, No. 1 say éven if it is not passed, we will
have thé same need of approximdtely $313 billion on March 15.

‘Even if it is passed in this calendar year and became effective for

“withholding purposes oii the first of tHe yea¥, there is a lag of & month
or more before the Treasury beging to receive those receipts. So

it would not have much effect. It would be about 1 month’s effect

by March '15, which is very low.
: 0 W i
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Senator Winnrams, But il it is not passed until next year, the
withholding more than likely would not go into effect hefore Anril 1,
is that not correct?

Secretary Dinron. If if went into effect on April 1 it would hs ve,
as T say, an effect of some kind. We have those figures readily avail-
able, 1f it went into effect on April 1, our net increase in revenues
would be, for the vear, about $1.1 billion. But none of that would
take effect, practically none of it, to meet this March peak. Tt would
all affect the June 15 peak which then would be identical with the
Mareh peak instead of being higher.

Senator WiLiams. If we add it in as an amendment to the tax
bill, it could be provided ,

Secretary Dinron. That would take care of the June peak, but it
is about $1 billion rather than $2 billion. That is the point 1 wanted
to make. ‘

Senator WiLLiams. Do you think there is a Chinaman’s chance of
this tax bill being passed this calendar year? ‘

Secretary DinLox. Enacted into law? T would have to say from
my experience with legislation that T think it highly unlikely, at the
present date, that consideration by this committee would be completed
and the bill could be debated on the floor of the Senate and carried
through conference and all done before December 20.

Senator Wintzams, That was my opinion, and I thought we might
i'ust as well get that clear, beenuse I think it is no more than right to
et the American people know that all this talk about getting a bill
through at this session of the Congress or even trying to do it is just
wishful thinking, and not something that anyone who is aware of the
situation even thinks is remo.ely possible.

Secretary DinLon. Well, T think that the President was asked a
similar question at his news conference, the last one, and I think he
indicated at that time that he agreed that it was unlikely that the
bill could be passed during the course of this calendar year and enacted
into the law. : , :

Senator WiLrtams. I think you answered this questioh earlier, but
T am not sure. Do you have any idea as to what the next vear’s
budget is going to be? S ‘

Secretary DinLon. No, I have no idea.. All I can say-is what the
President pointed out, the commitment he made, which was that he
would send up a budget with a deficit of less than $9.2 billion, provided
a tax bill was enacted into law as provided in the House bill. )

Senator WiLLiams. Well, this is approaching the 1st of December.
If we do not have an idea as to what next year's budget is going to
be, how can you be so certain onhow much of a debt ceiling you are
going to be needing by June 30?

Secretary DiLLon. By June 30? : : ~

Senator Winriams. Next year. You are projecting your needs,
your expenditures, and your income until next June and your deficits
until 1968, : . ’

"Secretary DirLon. That is right. - )

Senator Witniams. I do not see how you can project those estimates
unless you have some idea as to the budget for next year and the
expenditures. : -

.. Secretary DiLon. Well, the budget. for, next year has nothing. t6
do at all with any expenditures we would make prior to June 30. It
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would merely appropriate moneys to be spent after June 30, so
naturally
Senator WrrLiams. That is true. But it would govern to some
extent your rate of expenditures in the succeeding year. If you arve
going to reduce the budget next year, you would more than likely
start putting the brakes on carlier, If you were going to accelerate
you would start expanding,
Sceretary Dinron. 1 think the point there that has been made, and
it has been made very clearly and in great detail by the chairman of
the House Ways and Means Committee in his presentation of this
bill to the House, and with many tables which are in the Congressional
Record. In his opening statement he showed how many programs of
the Government are dependent on financing through appropriations
that were made a long time before, were of relatively unchangeable
character by law, such as tpny scales, pensions, grants to States that
are matching, and things of that nature. So that what is controllable
by the executive after moneys have once been appropriated is very
little except in the defense area where, of course, the President has,
as Comvmander in Chief, full freedom to cut any expenditure that he
considers under the circumstances to be unwise. But I doubt if
the Congress and the people would feel that there should be any
substantial changes made in the defense picture.
So the flexibility in the rest of the budget for the President to change
congressional appropriations is really very small, and T have tried to
point that out in & nwber of statements I have made. Really the
most important budget control is in what the Congress appropriates
because that is the only place expenditures can come from, and if
those appropriations are held relatively level, spending will become
relatively level a year or two later. There is that much lag in
expending over appropriations.
Senator WiLLiams, Approximately how much is the interest on
the national debt for the past year?
Secretary DiLLoN. For the past year it was about, just under $10
billion, and it is estimated this year at between $10.5 and $10.6
billion, somewhere in there.
Senator WiLLiams. And this additional $500 to $600 million is to
pay the interest on the additional debt, that has been created or is it
as a result of higher interest rates?
Secretary DinLoN. Well, T would say it is largely as a result of
higher interest rates. The short-term interest rates were increased
and did increase substantially as a result of the change in the Federal
Reserve rediscount ceiling last July. That is substantially the major
reason, substantially the entire reason, for the error in our January
estimate—where we thought it would be just over $10 billion, and 1t
turns out to be $10.5 billion. .
Senator WiLLiams. What was the interest in the preceding year,
1962? ' :

ll?e(‘,retary Dirron. The interest expenditure in 1962 was $9.1
billion. :

Senator Wirurams. How much was it in 1961? ,

Secretary DiLron. In 1961 it was $9 billion, and in 1960 it was
$9.2 billion. . ‘ '

Senator WirLiams. And this yegr it is approximately $10 billion;
and next year? o
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Secretary Dirvon. $9.9 for 1963, and now it is estimated at $10.5
billion for 1964. i

Senator WinLLiams. As a comparison it is interesting to note that
the total expenditures of the Government in the year 1940 which,
by the way, was an alltime high except in World War I, were only.
$9,055 million, but our interest on the national debt today exceeds
the total expenditures during any of the vears in the 1930’s and early
1940’s; is that correct?

Secretary Dinnon. I think that is—I do not know ahout the
early forties, but certainly right up to World War II.

Senator WiLLiams., But prior to World War II?

Seceretury DinLoN. Yes.

Senscor WiLniams, You say that is largely, a substantial part of
this interest, at least a part of it, would be as the result of increased
interest rates.

Secretary Dinnon. This year there was a very substantial differ-
ence. Naarly half a billion dollar difference which flows from the fact
that short-term interest rates, which means everything up to a year
or 18 months, increased or have been increased by something over a
half of 1 percent as a result of the IFederal Reserve rediscount change.

Senator WinrLiams, Do you have there handy the interest rates of
all of the Government obligations for the years 1961, 1962, and 1963?

Secretary Dinnon. Yes, I do,

The total interest-bearing debt average, I have it both by months
and by ends of the fiseal year ‘

Senator Wirrniams., By vears. .

Seeretary Dinnon. The end of fiscal year 1960, the totul interest-
bearing debt as of June 30, 1960, averagad 3.3 percent; in 1961 because
we had entered a period of recession, and interest, short-term interest,
rates were drastically reduced, that average dropped to 3.07. In
1962 it increased by the end of June to 3.24. Now, 1963, it was,
this last June it was, 3.36, and as of the end of October, 2 weeks ago,
it was 3.46 percent. N

Senator WiLLiams., Then it could be safely assumed that some of
those who had been complaining so much about high interest rates
under the preceding administration have come around to the conclu-
sion that money is a commodity and, as you borrow more of it, and
as the Government has these large deficits to finance, you have to
pag the going rate in the market; is that not true?

ecretary DiLon. We certainly have to pay the going rate in the
market. But I think that certainly the Ifederal Reserve, by its
olicy, on credit, can help to influence the rate and, as you know, we
Eave, for balance-of-payments reasons have, concentrated on the
ghort-term area. This change in the rediscount rate was unique in
that for the first time it was made for balance-of-payments reasons
rimarily, rather than for internal U.S. inflation or credit reasons.
hat has actually happened is that interest rates on short-term debt
have gone up very drastically, whereas the rates on longer terms
have not increased.

Actually the rates on mortgages, FHA mortgages, have continued
to decrease, and reached a new low in September, which they main-
tained in October, and the ounly place wgere the increase has been
substantial has been in the short-term area,
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So actually, as of the end of October, as compared to the lowest
level of the last recession, which was February 1961, mortgage rates
were nearly half of 1 percent lower. Corporate bonds and municipal
bonds were essentially the same; long-term Treasury bonds were
one-quarter of 1 percent higher, and short-term bills were about
1Y% percent higher.

Senator Wirniams, Well now, 1960 and 1961 you had some out-
standing 5 percent bonds and 47%.

Secretary Divroxn. The 5 percents are still outstanding. They are
due next year. Some 4% we were able to retire.

Senator Winniams. Retirved this year.

Secretary DinLon. Retired this month, just last Friday,

Senator WiLLiams. That is correct. To that extent they would
pull the average down.

Secretary DiLLon. Yes, just last Friday. They were vetired by
3% notes.

Senator WiLLiaMs, Yes.

That is all.

The Cuamrmax. Senator McCarthy?

Senator McCarray. 1 do not have any questions.

The Cuairman. Senator Hartke?

Senator Harrke. Mr. Secretary, all I can say is that with your
usval patient, good nature, intelligent presentation, without attempt-
inF to mislead anyone, I want to commend you for making these
pilgrimages up here to Capitol Hill. I only hope that we can some
day understand that this debt limit has no real relation whatsoever
to the debt itself.

First, I want to be really effective in cutting the debt, which prob-
ably the best way would be just to vote against appropriation bills;
isn’t that right?

Secretary DinLon. That is correct.

Senator Harrxe. Thank you, sir.

. Secretary DirLon, Thank you.
- 'The CuairMaN. Thank you very much, Mr. Secretary.

The meeting will recess until 10 tomorrow morning.

Secretary DinroN. Thank you, sir.

(Whereupon, at 12:40 p.n,, the committee was recessed, to recon-
vene at 10 a.m., Tuesday, November 19, 1963.) .
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TUESDAY, NOVEMBER 19, 1063

U.S. SENATE,
CommirTEE ON IFINANCE,
Washington, D.C.
The committee met, pursuant to recess, at 10:13 a.m., in room 2221,
New Senate Office Building, Senator Harry F. Byrd, (chairman)
presiding.
Present: Senators Byrd, Smathers, Talmadge, Mc¢Carthy, Ribicoff,
Williams, Carlson, Bennett, Curtis, and Morton.
Also present: Efizabeth B. Springer, chiel clerk.
The Crairman. The committee will come to order.
The first witness this morning is Mr. Kermit Gordon, Director of
the Bureau of the Budget.
Mzr. Gordon, you may proceed.

STATEMENT OF KERMIT GORDON, DIRECTOR, BUREAU OF THE
BUDGET, ACCOMPANIED BY CHARLES L. SCHULTZE, ASSISTANT
DIRECTOR, AND SAMUEL M, COHN, OFFICE OF BUDGET
REVIEW .

Mr. Gorvon. Thank you very much, Mr. Chairman.

I have a brief statement here which I will be happy to read if you
would like me to. :

The purpose of my testimony today is to support the Treasury’s
request for approval of a debt limit of $315 billjon for the remainder
of fiscal year 1964. To aid in your appraisal of that request, I will
review the current expenditure situation and outlook and outline some
of the policies being followed by the administration to maintain strict
(',ontvrolpof expenditures.

The January budget for fiscal year 1964.—In the budget submitted
last January, expenditures for fiscal 1964 were estimated at $98.8
billion. Apart from outlays on defense, space, and unavoidable
interest charges, that budget proposed lower expenditures than during
the prior year. Since a tight budget does not imply an equal degree of
restrictiveness in all programs, regardless of merit, some increases
were provided fov prograins of particular importance to a growing
economy—education, manpower retraining, public health and re-
search are examples. Other increnses in outlays had to be provided to
take care of the rising workloads which accompany a growing popula-
tion and income-—between 1962 and 1964, for example, visitors to our
national parks will increase by 5} percent, the number of patents
granted will rise by 17 percent, the volume of mail will grow 6.4 per-

83



34 PUBLIC DEBT CEILING

cent, the number of people receiving veterans’ pensions will rvise by 11
pereent, and passports issued will inerease by 27 percent.  Accommo-
dating these increases within a civilian agency expenditure total
lower than 1963 required a very tight screening ol agency budget
requests.  As a result of that screening, some $6 billion was cut
from those requests before the budget document was submitted to
Congress.

Ourrent estimate of fiscal 1964 expenditures.—Our latest evaluation
of the 1964 budgetary outlook foresees expenditures of $97.8 billion—
$1 billion lower than the January budget estimate. Of the total
reduction, more than half occurs in civilian prograns, Taking this
latest estimate into account, it turns out that Federal expenditures,
outside of defense, space, and interest, will have risen by only $3.8
billion over the entire 3-year period from 1961 to 1964, compared to
a rigse of $5 billion over the preceding 3 years.

As you know, around this time of the year, the Bureau of the
Budget would normally have prepared revised estimates of current-
year expenditures in some detnil—estimates based on final con-
gressional nction, However, congressional action on 1964 appropria-
tions is still incomplete. As of today, only 4 of the 12 regular
appropriation bills have been enacted by Congress. 'T'wo others have
been passed by both Houses and are now in conference.

In addition, there is still before the Congress some substantive
legislation which may be enacted this session. Accordingly, the

-expenditure estimates I am presenting today cannot be regarded as
precise. Undoubtedly, before we finish preparing the 1965 budget
document, there will be a number of changes—both up and down—in
the components of 1964 expenditures. Nevertheless, 1 believe that
the shape of events is now clear enough to enable a reasonable overall
expenditure estimate for the fiscal year to be made. While the specific
figure.which I have given is inevitably uncertain, T am confident that
the probable range of error around that figure is relatively small. It
is within the normal range of uncertainty for which a contingency
allowance must be provided in establishing a debt limit.

The major aren of uncertainty relates to future action by the
Congress on appropriation bills. Taking into account actions to
date, and remembering that for the long leadtime items, which bulk
so heavy in many large programs, appropriation action in 1964 affects
mainly expenditures of later years, we hove been able to make a reason-
able estimate of fiscal 1964 expeunditures.

The lower level of expenditures which we are now projecting seems
likely despite some unforeseen increases, and takes into account the
effects of amendments to the 1964 budget thus far submitted by the
President, reductions already madeé by the Congress, and possible
further reductions, as well as other factors.

The following table, which was also supplied to the committee in
my statement on the tax program, summarizes the main elements of
the change since January in the estimate of administrative budget
expenditures in 1964, :

" The table 1eferred to follows.
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Changes in outlook for 1964 administrative budget ex penditures

{Billions of dollars)

Expenditures as estimated in January_ oo .. ... 8. 8
Change since January:
Presidential budget amendments. - o __..... —-0. 2
Expected effect of congressional action on appropriations. .. ________ ~1.3

Additional reductions in Department of Defense, exeluding those

resulting from appropriation cuts_ . . . .___ —-0. 4
Additional snles of mortgages and other finaneial assets_ .. _____ —0. 2
Commodity Credit Corporation farm price support program, reesti-

mate based on later information. .. _____ +0. 4
Interest on the publie debt . - o __ +0.5
ANl other, neb . o e et e e +0. 2

Net Chinge - o oo e —- 1.0
Current expenditure estimate . L _____.___ 07. 8

Since January, the President has sent to the Clongress several amend-
ments to the 1964 budget which reduced the requests for new obliga-
tional authority $620 million below the budget estimates. ‘T'hese are
estimated to reduce 1964 expenditures by about $200 million.

The expenditure effect of congressional reductions in the fouwr ap-
propriation bills thus far enacted and the possible effect of future con-
gressional action is tentatively estimnte({ to amount to about $1.3
billion in 1964. There are several factors which explain why expendi-
ture reductions in 1964 will be substantially less than the total cut in
appropriations:

First, some programs have a long leadtime between obligations and
expenditures, and a reduction in appropriations for such programs in
one fiscal year often does not result in a reduction in expenditures
unti! luter fiscal years. For example, most of the expenditure effect
of appropriation reductions in foreign aid, in NASA, and in defense
procurement and research and development would occur after fiscal
1964. : :

Second, some reductions in appropriations will not directly affect
spending at all. For example, a $100 million reduction by the Senate
for reimbursement of net losses already realized by the Commodity
Credit Corporation will have no impact on expenditures. .

Third, some reductions in appropriations represent a difference of
opinion between the Congress and the administration on the probable
cost of programs which are mandatory under the law. For example,
it appears that a large part of the $175 million reduction in the ap-
propriation for State grants for public assistance will be needed and
will have to be restored next year.

Other changes in the expenditure outlook stem from a number of
factors. IExpenditure reductions in the Defense Departinent, over
and above tlllose due to appropriation action, are estimated to.total
an additional $0.4 billion. Moreover, it now appears that sales of
mortgages and other financial assets in fiscal vear 1964 inay total
$0.2 billion more than estimated in January, and net budget expendi-
tures will thereby be reduced by this amount. The increased sales
now foreseen would be primarily by the Veterans’ Administration
from its direct loan portfolio. : .

On the other hand, expenditure estimates have been mmereased n
two areas because of developments simnce January. The interest cost
on the public debt is estimated to be up by $0.5 billion, mainly reflect-
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ing a higher average level of short-term interest rates. The latest
information from the Department of Agriculture on crops and related
data indicate that the cost of the farm price support program may also
be $0.4 billion more than had been estimated in January. These
higher outlays reflect larger-than-anticipated expenditures on cotton
and feed grains, partly oftfset by larger commodity sales abroad.

Consideration of ihe uncertainties in this estimate-—as in all such
estimates—along with those related to revenues as estimaied by the
Tressury, would argue strongly for a debt limit which provides for a
significant margin against unforeseen developiments during the fiscal

enr as well as for flexible debt management. As Secretary Dillon
Kus noted, the Treasury’s calculations of its revenues and cash bal-
ances indicate that the contingency allowance provided for by the
House bill is exceedingly thin. A ceiling of $315 billion will therefore
require continued tight control over spending and a smaller-than-
customary margin for contingencies and flexibility. Accordingly,
I believe a debt limit of $315 billion for the remainder of the fiscal
vear 1964 is as low as prudence will allow.

Budgetary policies.—Before concluding, T should like to spend a
few moments in outlining some of the more important general policies
which we have been applying, and shall continue to apply, in for-
mulating our budget proposals. Our basic policy-—particularly in
the context of the tax program now before your committee—-continues
to be that only those expenditures will be proposed which meet strict
criteria of satisfying pressing national needs.

We are continually exploring the possibilities of getting the private
sector to undertnke needed activities which it can appropriately
carry out, or to participate more fully in Federal programs. [n the
arep. of Government lending, for example, over $1 billion of Federal
finnncinl assets was sold to private holders in fiscal 1963, and we
expecl to increase this mmount in 1964. The President has also

roposed legislation for a new program of mortgage insurance on
arm and rural homes, which will replace a large part of the direct
lour's now made by the Federal Government with private insured
lending, and, at the same time, substantially expand the availability
of mortgage credit to our rural citizens.

Our efforts to increase private participation are not confined to
the credit field alone. TFor example, the Civil Aeronautics Board
has prepared a report, now being reviewed, which sets forth a program
for gradually reducing Federal operating subsidies to local service
airlines. Private industry is carrying an increasing percentage of
our national outlays directed toward civilian use of atomic energy,
with a corresponding decrease in Federal involvement.

We have also been guided by the belief that, to a greater extent
than is now the case, the costs of programs which provide special
benefits or privileges should be borne by the particular individuals or
groups receiving the benecfits, rather than by the general taxpayer.
In the 1964 budget, for example, the President recommended a series
of user charges for commercial and general aviation and for trans-
portation on inland waterways, so that passengers and shippers would
bear a more equitable share of the costs of the services provided by
the Federal Government. He has also recommended an increase in
patent fees. We shall be recommending further new or revised user
charges as justified. 4
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In his budget message in January, the President said:

We shall maintain pressure on cach department and ageney to improve its
productivity and efficieney. Through improved management techniques, installa-
tion of modern equipment, and better coordination of ageney programs, important
productivity gains have already been realized, and further advances will be
forthcoming. I mean to insure that in cach of the various Federal programs,
objectives are achieved at the lowest possible cost,

Sustained and effective efforts are being made throughout the
executive branch to improve management, control Federal civilian
cmplovinent, and reduce costs. The most dramatic of these, of
course, is Secretary McNamara’s cost-reduction program in the
Defense Department. This program resulted in savings of more than
$1 billion during fiscal vear 1963, and the Secretary estimates that
actions planned for 1964 and 1965 will ultimately bring savings to
almost $4 billion a vear. Although the efforts in Defense are the
most widely known, many improvements have also been made by
other agencies to increase efficiency and save money. For example,
in the Treasury Department, the number of man-hours needed to
issue a given volume of checks and bonds is only one-third as great as
10 years ago. In the Bureau of Old-Age and Survivors Insurance,
an ncrease of 5.5 percent in the output per worker was achieved in
fiseal 1963, thereby substantially reducing the number of new em-
ployees needed to handle rising workloads. Because ol greater
productivity, the Post Office Department was able to reduc? the
number of its employees by 1,300 in fiscal 1963, although postal
volume rose by 1.2 percent. These are only a few of numerous exam-
ples which can be cited.

Control over Federal civilinn employment has been made a matter
of major concern within each executive department and agency. In
QOctober 1962, the President announced a 5-point program to control
and improve the use of manpower throughout the executive branch.”
Employment is being held substantially below the levels estimated in
the January budget. TIndeed, in the last year, Federal employment
in the executive hranch declined by 242 persons. Strate-locai)employ—
ment, meanwhils, has been growing by roughly 300,000 per year.

The President has recently reiterated his determination to hold
Federal employment to the lowest possible level. In a statement to
the Clabinet on September 23, the President said:

In the present fiseal year, and the next, I ask every Cabinet member and
every agency head to make certain that there is no slackening in our efforts to
improve the control and utilization of manpower. In view of last year’s achieve-
ment, the year-end employment estimates for the present fiscal year which appear
in the January budget are already obsolete. I have asked the Budget Director
to take the lead in developing new and tighter employment targets for the end of
the present fiscal year, and to set them at levels which cannot be realized except
through the introduction of further improvements in manpower management.

Lower employvment targets are now being worked out with the
agencies.

We attach great importance to cost reduction and greater efficiency
throughout the Government. The Government should lead, net
lag, in the development and udoption of better management tech-
niques. And the savings that are realized are needed to finamce the
expanded public services which are demanded by a nation growing
constantly in population and living standards.

25-562—63——6
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The ('uairman, Thank you very much, Mr. Gordon.

Senator Clurtis has another engagement, another committee meeting
of importance, and he is very desirous of asking some questions.
Unless there is some objection on the part of the committee, the
Chair recognizes Senator Curtis.

Senator C'urtis. I thank you, Mr. Chairman, and 1 will try to be
as brief as possible.

T do have some figures here which T would like to have reconciled,
Mr. Director.  The Seeretary of the Treasury has testified in these
hearings that there was a deficit of $3.9 billion in fiscal 1961, a deficit
of $6.4 billion in the fiscl year 1962, a deficit of $6.2 billion in fiscal
1963, and that there will be a deficit of some $9 billion in fiscal 1964
with the proposed tax cut.

Mr. Gorpox. Those figures are correct.

Senator Curris. And another deficit in the ovder of $9 billion in
the fiseal vear 1965, and there will certainly be another deficit in
1966, fiscal 1966, and another deficit is likely in 1967.

Do you agree with the Secretary’s figures, past, present, and future?

Mr. Gorpox. T would certainly agree that the past figures which
you gave, Senator, are correct. The deficit for this year as you say,
1s estimated at about $9 billion, assuming enact:nent ol the tax cut.
On the basis of a Presidential letter to the chairman of the House
Ways and Means Comnmittee, it ean be said that the defieit in fiscal
1965 will not exceed vhis year’s currently estimated deficit. Tt may
be lower,

Senator Curris. That is u goal.

Mr. Gorpox. That is a goal, correct.

Senator Curris. You do anticipate o deficit in fiscal 1966 and 1967,
do you not?

Mr. Gornon. [ would think a deficit is highly likely in fiscal 1966.
Fiscal 1967 scemns to me to be the first possible vear when we can
reasonably hope to get the deficit down to a very modest figure, and
perhaps with good fortune even to achieve a balanced budget.

Senator Cunris. No surplus and maybe a small deficit is what
your ——

" Mr. Gorvox. Well, here I think I would agree it is very dangerous,
of course, to try to forecast such difficult matters this far ahead.

Senator Curris. 1 agree with that.

Mr. Gornoxn. Because T would agree with the Secretary of the
Treasury’s view, which is that we can reasonably look forward to
the achievement of balance in the Federal budget in the fiscal years
1967 or 1968, more likely in the latter but possible in the former.

Senator Curris. Now, you were quoted in the Washington Post
on January 30, this year, as telling the Joint Economic Committee,
and T quote from that article:

A balanced budget would lead to increased unemployment, higher taxes, and
a general economie decline.

Are these your views now?

Mr.,GorooN. They were not my, views then, Senator. That was
an emoncous newspaper story. It differed not only from other
newspaper stories which were written to cover the same testimony,
it also differed with the record of the Joint Economic Committee, and
I would be very happy to submit for this record the actual transeript

P
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of what I said at the Joint Economic Committee. This is quite an
erroneous quotation. It was not a direct quotation, by the way.
It was a paraphrase and I am afraid the reporter misunderstood what
I was saying.

Senator Curris. Concisely c¢an you state what was your correct
statement?

Mr. Gorpon. Yes, I will be happy to. I was being questioned
by a member of the Joint Economic Committee who wanted to know
my estimate of the sinount by which taxes would have to be increased
in fiscal 1964 to achieve a balanced budget in fiscal year 1964. This
is a very diflicult estimate to make. It involves a number of judg-
ments about the effects of the increase in taxes on the level of eco-
nomic activity and on the size of the tax base. I made a rough
estimate which I think on later reflection was not too far off, but I
estimated that—we were then estimating, as I remember, an $11.9
billion deficit in the budget for fiscal 1964—1 estimated at the time
that the amount of the tax increase which would have to be enacted
in order to achieve a balanced budget in fiscal 1964 would have to
be considerably larger than that because, of course, the effect of the
tax increase would have been to curtail the level of spending and
economie activity and create o smaller tax base from which these
increased taxes would have to be derived.

Senator Curris. Now, of course, there are two ways to balance
the budget, aren’t there?

Mr. Gorpon. I am not sure T follow you, Senator.

Senator Currrs. What [ mean, you can increase taxes but vou
can also reduce expenditures. '

Mr. Gorpon, Yes. And this was a part of the question that was
addressed to me. The question was also——

Senator Curtis. Are you saying, then, to do either one would
create unemployment?

Mr. Gorpox. My answer, and this is an answer which T would still
affirm, would be that either to increase taxes sufficiently in 1964 to
achiecve a balanced budget in 1964 or to reduce expenditures suffi-
ciently in 1964 to achieve a balanced budget in 1964, would have had
the effect of reducing the level of econornic activity, yes, indeed.  That
was the nature of my response.

What T was saying, if T may summarize briefly, Senator, was what
T had already stated, incidentally, in my testimony at the Joint
Economic Committee, that T favored a balanced budget and felt that
the soundest way to achieve a balanced budget was to gencrate an
expansion in economic activity which would yield the revenues
necessary to balance expenditures, and this, of course, is a basic
part of the rationale of the tax cut.

Senator Curris. Well, we are all short of time. 1 have always
noticed that this expansion of the country’s economic growth is always
surpassed by an expansion of Government to that '

Mr. Gorpox. I don’t think that is a correct statement, Senator.

Senator Curmis. Well, T think it is. T think it is.

Mr. Gorpnon. Tf you look at the relation today between expendi-
tures in the administrative budget and the gross national product, it is
almost exactly where it was 7 or 8 years ago. o

Senator Curtis. T realize that, but you also realize, do you not,
that in initiating new programs, and there are many of them pending,
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there is a big lag between the outflow of money from the Treasury and
the initiating of that program, isn’t there?

Mr. Gornox. Oh, yes, this is true of many new programs.

Senator Cuvrris. The first year or two doesn’t amount to anything.
It dribbles along and many programs hit their peak of spending 5 to 7
years afterward and in case of a social program, tied to social security,
it is apt to be 20 or 30 years.

Mr. Gornox. [ would certainly agree that with respect to most
new programs, the major expenditure impact is not felt the first year.
In some it will be the second year and in others it will be later.

Senator Curris. When the Secretary of the Treasury appeared
before this committee in 1961 requesting an increase in the statutory
debt limit, he expounded at length, and this is on page 4 of the hear-
ings of June 27, 1961, on the theory of balancing the budget over the
years of a business evele. He quoted at length from the President’s
speech of Mareh 26, 1961, on the sume subject and the Secvetary con-
cluded by saying, and | quote:

This statement by the President which was on balaneing the budget over a
evele clearly outlines our budgetary poliey fromm which we have not wavered.

Your predecessor, Mr. David Bell, as Director of the Budget
repeatedly promised a balanced budget over the years of a business
cycle. We l[mve alrendy had Federal deficits in consecutive years since
1960. We have them planned as a basis for this bill until 1967, or
according to you at least 1966.

What do you regard as the number of years in a business cycle?

Mr. Gorovox. The number of years in a business cycle, Senator,
is a subject on which you can always generate a lively argument among
economists.

Senator Curris. Well, we won’t argue. Just what do you think?
What do you think?

Mr. Gorvox. A simple way to answer your question is to take an
arithmetic average of business cycles in past experience. It seems
to me, however, that the central point to be made here is this. Tradi-
tionally in thinking about the business cycle—here 1T am veferring to
economic and business thinking that goes back for 50 years—it has
always been assumed that the top of a cycle is a period characterized
at least by full employment and reasonably full utilization of capacity.
Often it has been cﬂamcterized by more than that. It has been
characterized by inflation,

Now, we have come into a period since 1957 in which we are dealin
with quite different phenomena. We are dealing with a so-calle
business c¢ycle which terminated in 1960 at a level substantially short
of full employment and full capacity utilization, so that T am not sure
whether you would date the cycle, the submerged peak in 1960, as the
end of a business cycle or not. It is not a normal period—we didn’t
reach full employment and full utilization.

Now, T would much rather associate, and [ think historically
this bears up, T would much rather associate the achievement of a
balanced budget and even a surplus not with the top of a business
cycle but with the achievement of full employment and reasonably
full utilization of capacity, and I think if you look back over recent
genrs you will find that the years in which we achiaved a balanced

udget are precisely those peacetimg years in which we do have full
employment and reasonably full utilization of capacity.
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Senator C'urris. Now, on that point we then would balance our
budget in peak years and add to the debt in less than peuk years.
When would we ever pay any of the debt?

Mr. Gorpon. Well, as I said, in the past a balanced budget, or
even better, a surplus, has been assocated with years of full employ-
ment. Now, you see, Senator, to talk of peak years suggests that
inevitably after we reach full employment and full utihzation, we
are going to have a decline. 1 don’t think there is anything inevitable
about such a pattern of economic activity. The Europeans have licked
it. Since the war the European economy by and large has not been
subject to the kind of periodic fluctuations in economic activity that
we have. [ think there is nothing inevitable about it, and 1 think
we need not look forward to circumstances in which every time we
reach full employment, full utilization, the economy will then tail off.

“Senator Curtris. Coming back to my question, what do you regard
as the number of years in a business cycle? Is it your answer that
there is no such thing? A
- Mr. Gorpboxn. I would say that my own opinion, Senator, is that
there is no standard period for a business cycle. You can take arith-
metic averages of past periods and sy this is the average, but I don’t
think this is very

Senator Curris. Give me a maximum and a minimumn in your
opinion, .

Mr. Gorvox. Well, we have had expansions that have run, ob,
for 40 months, perhaps as much as 45 months. We have had on the
other hand expansions which terminated within 25 months. This
aguin is just a matter of historical averages.

Senator Curris. T'wo to four years.

Mr. Gorpon. What is that?

Senator CurTis. TI'wo to four years.

Mr. Gorpon. So:aething like this.

Senator CurTis. Apparently the theory of balancing the budget
over the period of a business cycle was abandoned some time ago.
The Bureau of the Budget shifted gears somewhat over a ycar ago to
place emphasis on three budgets instead of one. The regular adminis-
trative budget, the cash bugget, and another arrangement of figures
called the Tederal sector of national income accounts.

Even with all the confusion caused by three budgets for the current
fiscal year, you show a deficit in all three of these budgets, do you not?

Mr. Gorpon. In the current fiscal year?

Senator Curtis. Yes.

Mr. Gonpon. Yes, sir.

Senator Curtis. The President in his September 10 speech in
Earagraph 23 talked about another kind of budget balance. He said,

o repeated his pledge to “achieve a balanced Federal budget in a
balanced full employment economy.”

What is a balanced full employment economy?

Mr. Gorpon. I would say, Senator, it is an economy characterized
by sufficient job opportunities to provide productive employment for
our labor force, an economy in which we are utilizing at a high rate
our productive capacity, and an economy which is otherwise charac-
terized by stable prosperity. . :

Senator Curtis. And it is your policy that until we reach that, we
should increase the debt. '
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Mr. Gorpox. 1 would not describe it as a policy, Senator. I
would point out that recent history supports the view that it is only
in such an economy that we tend to generate a sufficient level of
revenues to balance the budget. If you look at the years in which
we have balanced the budget since the war, they have with but a
single exception, and that is very close, been years of this kind of
economy.

Senator CurTtis. Why confine it to recent history? Why not take
the history of our Republic? It has been a rather successful venture.

Mr. GorpoN. The same generalization might go back a good deal
further than the yearssince the war. 1 just happened to have checked
this through in the years since the war. In the 1920’s, for example,
the Federal budget was, I think, in every year in balance or surplus
and this was a pericd of prosperity and reasonably full employment.

Senator Curris. Now, the President’s term, a balanced full
employment economy, have we ever had one? .

Mr. Gorpbon. Yes. [ am not sure that we have ever had an
elclonomic climate which I would describe as perfect, but certainly in
the.

Senator Curtis. Well, have we had one?

Mr. Gorpon. For example, in the years prior to 1958 I. think
our

Senator Curris, Pick out a year when we had a balanced full
employment economy. '

1\’{1‘. Goroovn. The years 1955 and 1956 would come pretty close
to that.

Senator Curris. Well, when can we expect one in the future?

Mr. Gorpox. This, Senator, I think relates to the discussion we
had & moment ago. With the enactment of the tax bill, T think we
can look forward with a reasonable amount of confidence to the
achievement of this kind of economy in calendar year 1966. And on
the basis of that economy we believe that the economy will generate
sufficient revenues to achieve balance or surplus in the budget in
1967 or 1968. .

Senator Curris. Well, now, are you going to say that we will have
a balanced full time economy in fiscal 1966?

Mr. Gorpow.. A full employment economy?

Senator Curtis. No. The President said a balanced full employ-
ment economy. .

Mr. Gorpon. It is certainly our hope, Senator, and I think there
are good grounds for some optimism here, that the enactment of the
tax bill which is now before your committee will help us to reach such
an economy by calendar 1966.

- Senator.Curtis. Do you mean by this termn, a balanced full em-
ployment economy, that there is no one unemployed? A

Mr. Goroox. No. We will never reach that. We didn’t reach
that even during the most difficult periods of the Second World War,

Senator Curtis. Is it desirable to reach it? :

Mr. Gorpon. It is impossible to reach it.

Senator Currrs. Is it desirable?

Mr. Goroon. This is a question I have never really thought of
before. I usually don’t feel that something that is impossiblo is really
subject to a debate about desirability. ‘There must always be a
certain volume of frictional unemplgyment, people between jobs. As
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I say, in the tightest period of the Second World War we had one to
one and a half percent unemployment, and T doubt if we will ever go
below that level. T would hope

Senator Curris. In other words, there has to be some unemploy-
ment to accommodate individual and family plans of workers and there
has to be some unemployment to accommodate changes in our
economy often which mean progress, isn’t that right?

Mzr. Gorpon. That is correct.

Senator Curtis. And we must face the fact that we have got some
unemployables, haven't we?

Mr. Gorpox. | am sure there are hard core unemployables, Senator,
although what people call unemployable tends to vary.

Senator Curris. I do notmean thatin a cold disinterested view

Mr. Gonnon. I understand.

Senator Curtis. That we shouldn't be thinking about them and
how they could become employable, but we have some people that in
the modern operation of our economy aren't very employable, isn’t
that true?

Mr. Goroon. I am sure there arve always some people who are in
your sense, Senator, unemployable, but I think that you will find that
the kind of level of skill and intelligence which is regarded as unemploy-
able tends to vary a good deal with the state of the economy. People
whom some might now regard as unemployable would not have been
regarded as unemployable at the peak of the Second World War. 1
think this depends on the state of the labor market, but nevertheless
‘I conecede that——

Senator Curris. When jobs are plentiful, the fellow that is just a
little below the mark can get a job and when jobs are rather scarce,
the more capable are apt to work.

Mr. Gorpoxn. I think it is awfully important to distinguish what
you would ca'l unemployability based on fundamental deficiencies in
intelligence and adaptability fromn deficiencies based on inadequasy of
education and training, [ think there are a good many people in our
economy today who, with further education and training, could be
moved out of the category which some would now describe as unem-
ployable into a fully employed group.

Senator Cuntts. I recall having read Will Rogers as saying that in
the army of the unemployed there were a lot of volunteers.

Would you agrec with Mr. Rogers? .

Mr. GorpoxN. It is a big country, Senator. There are all kinds of
people in it. T am sure that there are such people,

On the other hand, I think the way we try to collect our unemploy-
ment statistics is designed to minimize the inclusion among the
unemployed of those who really don’t want to work. The enumerators
seek to ascertain whether the person in question who professes to he
unemployed and looking for a job has actually made any tangible or
concrete effort to find a job. And if there is no evidence of any effort
to look for a job, I don’t think that person would be classified as
unemployed. »

Senator Curtis. I think if we wait to balance our budget until
unemployment has substantially disappeared, we are in a sense making
the statement we do not ever expect to balance the budget.

Mr. Gorvon. We are not talking, Senator, about unemployment
substantially disappearing by 1966. I don’t think it will. We are
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talking about an unemployment level in 1966 which would he asso-
ciated with a much higher level of economic activity generally—an
unemployment rate of about 4 percent. Now, 4 percent, I think, is
too high but we are at least associating a 4-percent level ol unemploy-
ment with a much more prosperous state of the economy.

Senator Curris. I was puzzled about the President’s choice of
words. He said a balanced [ull employment economy. He didn’t
say a high employment economy. He said a full employment
economy, and full is pretty full.

Mr. Gorpox. The difterence between these two words is rather an
ancient dispute, Senator. They were involved, as you know, in the
congressional debates over the enactment of the Employment Act of
1946, as to whether it was to be called full employment. [ don’t
think it is really a very meaningful debate. I don’t think anyone
argues that we can ever achieve a situation in which everyone has
a job. There are always, in a complex economy such as ours, circum-
stances which will produce some level of unemployment. The ques-
tion really is what should Government policy be both with respect to
the general level of demand in the economy and with respect to the
adaptability of the work force and training and that sort of thing, to
achieve the lowest possible level of unemployment. I would think
that the 4-percent goal that we have been talking about is a reasonable
interim goal and I think it can be reached without generating any
significant inflationary pressures. :

Senator Curtis. Well, I voted against the act of 1946. [ felt it
shifted the responsibility from the individual to the Government. As
u matter of fact, our unemployment situation is worse now than when
we enacted the law, isn’t it? Lt has been.

Mr. Gorvon. It was enacted in 1946. I suspect unemployment is
higher now, unlesg.there was some high interim unemployment because
of the reconversion at that particular time.

Senator Curris. On September 10, 1963, also the President made
a speech to the so-called Conference of Business Committee For Tax
Reduction in 1963 which was held here in Washington. That speech
was inserted in the Congressional Record. It is found at pages
85724 to 85726 of the same date.

This was a speech dealing with the Nation’s fiscal affairs and the
state of the economy. It contained many figures and statements
which should be examined closely. I wish to take up a few of them
with you.

One of these statements is contained in the 20th paragraph of the
speech. It reads as follows:

Last January—

the President snid—
I submitted a budget which except for unavoidable defense, space, and interest
charges on the national debt was lower than the prior year.

First it should be noted that the President excludes from his com-
parison the expenditures for defense, space, and interest, And this
1s done almost invariably by administration spokesinen these days.

This committee is considering a bill to raise the revenue to meet
the costs of the Federal Government. Would you agree with the
statement that the basic reason for Federal taxes is to meet Federal
expenditures? ;



PUBLIC DEBT CEILING 45

Mr. Gorpox. I am not sure 1 follow that, Senator. The basic
reason? .

Senator Curris. For Federal taxes is to meet Federal expenditures.

Mr. Gorpox. Obviously, Senator, there has to be a close relation-
;hilp I)letween the level of taxation and the level of expenditures. But

think:

Senator Curris. But you would concede that is the reason for their
existence, not for some social reason.

Mr. Gorpon. Well, I was going on to say that although there is a
close and important and vital relationship here, there are also conse-
quences and effects of tax policy which spread out through the economy
as a whole and don’t directly relate to this single relationship between
taxation and expenditures.

Senator Curris. I realize it has a widespread effect, but you would
agree that the reason for taxes is to meet expenditures.

Mr. Gornon. Well, T suppose if you mean historically in the sense
of why we have taxes, I am sure the reason historically is that, of
course, taxes were a means of raising revenues in order to finance
expenditures. That is correct.

Senator Curris. You say “historically.” Has it changed?

Myr. Gorvon. Well, it is a more complicated issue than that. I
think there are matters involved in tax policy other than the simple
one-to-one relationship to expenditures, although this is an important

art.
P Senator Curris. What is another reason for taxes?

Mzr. Gorpon. The other, of course, is the effect of tax policy on the
level of economic activity and the rate of growth, and these are I
believe very important consequences of tax policy.

Senator Curris. Now,.the cost of defense, space, and debt—they
are major Federal expenditures, are they not? ,

Mr. Gorpon. Indeed they are.

Senator Curtis. You do not think these items can be excluded
from consideration of the requirements for revenue, do you?

Mr. Gorobon. No. I don’t think it was the President’s intention
to imply that they should. I think what he was doing was analyzing
the composition of the budget and showing that the major increases
in the budget in this administration have been in the category of de-
fense, space, and interest—actually more than 70 percent of the
increases—and he was calling attention to the rest of the budget,
sometimes called the civilian or welfare program, on which so much
interest focuses. He was focusing on the fact that in that area he
was actually asking for less than he did for 1963. o

Senator Curris. Well, T will come to that. ,

" When you read what was said in-that statement, it is easy to be
misled. On close reading you find that the President was comparing
his expenditure estimates for the current fiscal year 1964 with his
éstimates of last January for fiscal year 1963 which ended June 30.
I am referring to the September 10 speech. The fact is that this
speech was made on September 10 and on that date the actual spend-
ing figures for fiscal year 1963 had been available for 2 months. If
the President had compaied his spending estimates for the fiscal year
1964 with the actual figures for fiscal 1963, which were available to
him, the picture would have been different. The facts are as com-

AR ]
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pared with actual figures for fiscal year 1963, the President’s estimates
of expenditures for the current fiscal year 1964 show an increase of
$6.2 billion in the total, an increase of $4.4 billion for defense, space,
and interest; an increase of $1.9 billion in items other than defense,
space, and interest.

Mr. Gorboxn. Now, you are comparing that, aren’t you, Senator,
with the 1964 expenditure estimates which were contained in the
budget submitted to the Congress in January of 1963, not with the
revised figures which I have presented here today and presented
previously to this committee.

Senator Curris. When were they presented?

Mr. Gorbon. They were presented in the statement which I filed
for the record on the tax bill.

Senator Curtis. When? As of today?

Mr. Gorpon. October 21.

Senator Curtis. Yes. But I am talking about what the President
said on September 10 that the only increases would be in defense,
space, and interest. Well, if you would compare his “then’” budget
expenditure estimates with what was actually spent, there was an
increase of $6.2 billion, almost $2 billion of which had nothing to do
with defense, space, and interest.

Mr. GorboN. Because through reductions in expenditures which we
achieved in fiscal 1963, the comparison you are making deals with a
lower 1963 base. Thut i3 correct. As you know, we managed to
reduce expenditures in 1963 some $1.7 billion below the figure which
we estimated last January, and so that changed the base for your
comparison. But I must say, Senator, that the essentinl point that
the President was making there was fully accurate. It not only
describes what his plan for the 1964 budget was at the time he sub-
mitted the 1964 budget, but if you look at it over a longer period, over
the whole period of .this administration from 1961 to 1964, and based
on our present 1964 estimates, you will find that the total increase in
expenditures on everything in the budget other than defense, space,
and interest is up $3.9 billion over the 3-year period. This compares
with an increase in that category of $5 billion in the preceding 3 years,
1958-61.

Senator SMaTHERS. You said $3.8 in your statement,.

Mr. Gorpon. I am sorry; $3.8 is correct.

Senator Curtis. But I can’t get away from this basic fact, Mr.
Gordon. Regardless of how we pick out this year or that year and
compare it, when we enlmge the Government it costs more money.
The President has advanced one of the most ambitious programs that
any President has ever advanced. There are many different aspects
of it. And there are people who agree with him. But the fact re-
mains it is going to increase the cost of Government, isn’t that right?

Mr. Gorpon. No question about it, Senator. I think, apart from
basic changes in our international relations which can have a funda-
mental effect on our defense budget, that the likelihood

Senator Curtis. And whenever we move from a doctrine of
balancing the budget now to balancing the budget sometime, whether
it is a business cycle or as the President said a balanced full employ-
ment, and in the interim when we follow the second course, we in-
crease the debt. Every time we increase the debt by a billion dollars
we have to raise about $33,360,000 for interest, and that goes on and
on and on.

.
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Mr. Gorpon. That is correct.

Senator C'urris. Mr. Chairman, I will submit these not as the
witness’ figures but just about three lines of breakdown of the figures
that I gave here. 1 would like to have it printed in the record at this
point,

The Cusirman., Without objection.

(The document referred to follows:)

{In millions)

1964 cstimate compared
with—

January Actual, January

Category estimate, | flscal year | cstimate, :
fiscal year 1963 fiscal year | January Actua),
1063 1064 estimate, | fiscal year
fiscal year 1063
1963

Total. e $94, 311 $92, 590 398, 802 +$4, 461 +$6,212
Defense, space, and interest. ... ... 65, 020 65, 161 69, 520 44, 500 +4-4,359
Other than de{enso, space, and interest. .. 29, 201 27,429 29,282 -9 -+1,853

Senator Cunris. Now, Mr. Gordon, I will hurry on.

In his September speech before the businessmen, the President,
among other things, talked about civilian employment in the executive
branch of the Federal Government. He spoke in terms of last year.
I take it he was talking about the past fiseal year which ended——

Mr. Gorpon. What was the date of that speech, Senator?

Senator Curris, September 10,

Mr. Gorpoox. Well, it he said in the last year, T suspeet he was
speaking about the last year; that is, the change from August 1962
to August 1963.

Senator Curris. August? :

Mr. Goroon. Yes. That was probably the last month available
at the time he gave the speech.  As you noticed, the figure I gave—the
comparable figure I gave, in my statement today—also refers to the
last year. The latest data we now have are September. And I have
compared September of 1962 with September of 1963,

Senator Curris. Well, T don’t know what he is talking about but
moving it back 2 months to the first of July—here is what it amounts
to. He said:

Last year if the Federal civilian employment had increased at the same rate as
populati(cim growth, it would have increased by 42,000 employees. It actually
mereased— N

the President said—
by only 5,600.

Mr. Gorpon. That refers to fiscal year 1963.

Senator Curris. Now, the monthly report of the Federal employ-
ment by the U.S. Civil Service Commission for June 30, 1962, shows
the executive branch employment as of that date totaled 2,484,654.
A year later the same report showed 2,497,706. These official reports
by the Civil Service Comnission show an increase during the year
referred to by the President of 13,052.

Mr. Goroon. T will have to verify those figures. I am sure the
figures the President used were accurate. I think the question
probably is the inclusion or exclusion of special direct Federal em-
ployees on accelerated public works projects.
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Senator Curris. I am coming to that. Now, this is the Civil
Service report which I do not think includes those.

My, Gorpox. The Civil Service report, I think, does include them,
Senator. If 1 am wrong, [ will correct that for the record, but 1
think it does include special Federal employees working on accelerated
public works projects. .

Senator Curris. Well, now, the Civil Service Commission report
shows that 7,411 persons were employed in Federal agency projects
under the accelerated public works program as of June 30, 1963.

Mr. Gorbon. That is correct.

Senator Curris. If these 7,411 employees were added to the
President’s increase figure, the total would be 13,011.

Mr. Gorpon. I think this is about correct, Senator.

Senator Curris. As compared to the Civil Service increase figure of
13,052. It comes out that close, the two methods of computation.

Mr. Gorpon. Yes.

Senator Curtris. It appesrs that the President did not choose to
count Federal ageney employment paid for with accelerated public
works funds when he used the figure 5,600; isn’t that correct?

Mr. Gorpon. That is right, yes.

Senator Cunrris. The President spoke about civilian employment
in the exccutive branch again on September 19 in a nationwide
broadeast. Near the end ol that address in the promotion of his tax
bill the President said:

Those who were opposed to this bill talk about skyrocketing Federal employ-
ment when in fact we have steadily reduced the number of Federal employees
serving every 1,000 pecple in the eountry.

In fact, he said there were fewer Federal civilian employees than
thece were 10 years ago.

This statement merits some examination and all the figures I shall
use are taken directly from official published reports of the U.S. Civil
Service Comunission. You have no reason to dispute such a source.

Mr. Goroon. No. They are very good figures, Senator.

Senator Curtis. On June 30, 1953, which was 10 years ago, for
the purpose of the President’s comparison—that was approximately
the date of the end of the Korean war, wasn’t it?-

Mr. Gorpon. Yes. Very close to that.

Senator Curtis. Now, on June 30, 1950, before the ctart of the
Korean war, Federal civilian employment in the executive branch
totaled 1,934,040. On June 30, 1953, at the end of the Korean war,
the total was 2,532,150, 'This was an increase of 598,110, which was
a wartime employment and apparently what the President used in
comparing what happened 10 years ago because

Mr, Gorpon. If I may comment, Senator, the basic point that the
President made in that speech was wholly correct. He was pointing
to a trend, a downward trend, in the relationship of Federal employ-
meit to the U.S. population. In 1953 there were about 16 Federal
workers for each 1,000 people. By 1957 this was down to about 14.
By 1963 it was down to 13. So this is not a comparison of one point
in time with another point in time. It is a trend.

Senator Curtis. Well, his 10-year growth figure was a wartime
figure. And I also remind you and wish to make it at this point in
the record, that éarlier in our COllO(]l'ly we were both agreed that when

3
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new programs are instigated, there is a lag before they really start to
cost money.

Mr. Gorpon. For most programs that is correct.

Senator Curtis. Now, the Eisenhower administration had been in
office 6 months on June 30, 1953. On January 31, 1961, when the
Eisenhower administration left office, civilian employment in the
executive branch totaled 2,341,084,

Tn these 7% years between June 30, 1953, and January 31, 1961,
the civilian employment was decreased by 191,06¢.

Mr. Gorpoxn. Isn’t that the same coinparison you weére objecting
to just & moment ago, Senator?

éenator Curris. Yes.

Mr. Gornon. With a base that happened to be a wartime period?

Senator Curris. Yes. That is right. As of June 30, 1963,
civilian employment in the executive branch—that is June 30 this
year—totaled 2,497,706. Between January 1961, When the Kennedy
administration came to power, and June 30, 1963, civilian employment
in the executive branch increased then by 156,622,

Would you agree to that?

Mr, Gordon.  That is about right, Senator. I wasn’t able to follow
your numbers exactly as you went along.

Senator Curris. On the basis of the figures already cited, it is clear
that in order for President Kennedy to make his statement there were
fewer employees on June 30, 1963, than 10 years before, he had not
only to go back to the Korean war period but he also had to take
eredit for whatever reductions were made in the Eisenhower admini-
stration, Isn’t that correct?

Mr. Gorpon. If he covered a 10-year period, this covered both the
Eisenhower administration and, of course, the Kennedy administration.

Senator Curris. Now take these figures one step further, still using
Civil Service Conmumission reports. : .

On January 31, 1961, when the present administration came to
office, civilian employmeént in the Department of Defense totaled
1,032,835, On June 30, ‘1963, civilian employment in the Defense

" Department totaled 1,050,007. This was an increase in civilian
elrnployment in the Defense Department during this administration
of 17,172. : A

Mr. Gorbon. I think if I may say so, Senator, that is a very good
example of the excellent manageinent job that Secretary McNamara
has been doing in the Defense Department.

Senator BennEtr. In other words, it should have been 50,000
instead of 17,0007 ' : .

Mr. Gorvon. There has been a very substantial increase, Senator,
in defense expenditures, in the defensé program. I think this increase
'has becn in the order of some $8 billion over the period: Such a small
increase in employment, I think, is testimony to the excelléent manage-
ment job which is being done in thé Defense Department today.

Senator Curtis. Well, our total military contingency has beén
reduced, hasn’t it? In personnel? :

Mr. GorpoN. You are talking about members of the armed services?

Senator Curris. Yes.

Mr. Gorpon. No. It has been increased very substantially,. We
have many more members in the active Armed IForces today than we
did in January 1961.
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Senator Curtis. Do you know whether this figure includes the
selective service?

Mr. Gomvon. No. That would not include selective service.
That is not a part of the Defense Department.

Senator BENNETT. Yours are civilian.

Senator Curtis.” Yes.

On January 31, 1961, when the present administration came into
office, civilian employment agencies other than the Defense Depart-
ment totaled 1,308,249, On June 30, 1963, civilian employment in
agencies other than the Defense Department totuled 1,447,699. So
the increase in civilian employment in Federal agencies other than the
Defense Department during this administration or a part thereof
increased by 139,450.

Mr. Gorpon. I think that number, Senator, might well be com-
pared with the fact that the population of the United States from
January 1961 to the end of this fiscal year will have increased by 10
million people.

Senator Wintiams. Does that mean there will never be a reduction
in Federal employees? "There will be a continuous increase in years
to come?

Mr. Gorpon. No; it doesn’t, Senator. As I said a moment ago,
so much depends on what happens to the defense program. The
defense program, as you know, is more than half the budget. And
you can conceive of circumstances in which, if there is a sharp decline
in defense expenditures, this undoubtedly will be reflected in defense
employment.

Senator WiLLiams. But these increases are largely in civil employ-
ment, I mean of these civilian agencies, not defense.

Mr. Gorpon. I can tell you, Senator, of one period in which we
have had a decline in civilian employment—the last 12 months. As
I said in my statement, employment has declined by 242 persons in
the 12 months ending September 1963.

Senator Curris. The point is that while there has been great em-
phasis on the military program, the number of new people hired in
the nonmilitary category are eight or nine times the increases in the
military.

Mr. Gorpon. That is perfectly correct, Senator. "There is no
secret about the composition of Federal employment. We have
about 23 million Federal emnployees. One million of those are civilian
employees in the Defense Department.

Senator Curtis. But the new Kennedy program hasn’t even been
enacted and it will take several years to get it in motion.

Mr. GorpoN. 1 million of those

Senator Curtis. And what I am saying here is that if the program
and policy is adopted, it is going to be a tremendous increase in govern-
ment employment.

Mr. Gonpon. I don’t think that is so, Senator. I think that we
have shown in the last year that the tighter manpower controls are
having an effect on the level of employment, and I think that on the
basis of the clear orders we have from the President on limitation of
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manpower increases in the future, we can hold increases in Federal
employment to a very modest level.

We have made a good record in the last year. T think we will come
out this year with an equally good record.

Senator C'unrris. When we come to the President’s statement in
his September 19 speech:

We have steadily reduced Federal employment serving every 1,000 people.

And the Civil Service Commission and the Census Bureau figures
are interesting. The fact is that the President was relying more on
increase in population than he was a decrease in Federal employment.
Federal employment in the year between June 30, 1962, and June 30,
1963, increased by 13,052 people. The population increased by more
than 2.5 million. Ou this basis Federal civilian employment in the
executive branch per 1,000 people averaged 13.32 on June 30, 1962,
as compared to 13.20 on June 30, 1963. This is a reduction of twelve-
one hundredths, or about one-eighth of an employee.

Do you regard this as a reduction that the President of the United
States should make & nationwide broadcast about?

Mr. Gorpon. It certainly shows movement in a desirable direction.

Senator Curris. And again I remind you that these fewer em-
ployees is before any of these programs are ever set in motion. The
Federal employment figures for the years reported by the Civil
Service Commission and the population figures are in a table and,
Mr. Chairman, I ask unanimous consent without inferring any
answers on the witness concerning them but they relate to the figures
I used. I request that this be inserted at this point in the record.

The CrairmMan. Without objection.

(The table referred to follows:)

Federal employment figures for the year, as reported by the Civil Service Commission,
and population figures, as reported by the Census Bureau

June 30, 1962 | June 30, 1963 Change

Federal employment. ..o oo oo camaoiiaaaaaas 2,484, 654 2,497, 706 -+13,052
Population. .. ool - 186, 591, 000 189, 278, 000 -2, 687, 000
Federakemplpyees per 1,000 papulation. .. coaeaean.o. 13.32 13.20 —0.12

Senator Curtis. And, Mr. Chairman, I thank you for taking me
out of order. I do apprecinte it.

Senator WiLriams., If T may, Mr. Chairman, I would like to ask
that page 48 of the budget estimate as submitted for 1964 outlining
the employment records for fiscal years 1962, 1963, and the estimate
for 1964 be printed at this point in the record.

The CrarrmMaN. Without objection.
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('The material referred to follows:)

Civilian employment in the executive branch

AS of June 30
Description
1962 nctual | 1063 estimate | 1064 estimate
Executive Office of the President. .. ... oovouociooiianae 1,073 1,681 1,769
Department of Agriculture 110, 511 116, 268 121,583
Department of COMMIETCR. - o cmemiiaae i eieeececeaes 31,417 32,802 36, 229
Department of Defense:
Military functions. .o e 1,034,186 1,029,247 1,019,111
Military assistance.. - 3,048 3,492 3, 501
Civil functions . ... . 31, 32, 260 32,553
Department of Tealch, E 83, 306 89, 237
Department of the interfor 70,721 74,720
Department of Justice 32,607 33,372
Department of Labor. 9, 620 10, 013
Post Otlice Department.. . 598, 600 608, 259
Department of State. .o ... 24,033 25,
Ageney for International Development. - 16, 588 10, 540
Peace Corps. o oo 1,051 1,251
Treasury Department . ... . 87,494 91, 643
Atomic Energy Commission._. . 7,152 7.
Federal Aviation Agency........ . 48,040 48, 666
General Services Administration. 34,319 37, 557
IHousinz and Hotne Finance Apency.. 14,235 15,037
Natlonal Aeronantics and Space Adm 20,147 33,100
Vetorans Administration....__._. 176,881 177,29
Other independent agencles:
Tennessee Valley Authority . 18,600 | . 17,962 17,554
The Panama Canal.......... - 14, 501 14, 858 14, 832
1.8, Information Agency........ 11,132 11, 838 12, 524
Miscellancous independent agencies. ... ... 36, 658 39, 200 40, 524
X 12 | PSR 2,484,654 | 22,531,081 12,570,533

t Exlnploi\)'ul)cnt of the Panama Canal and the U.S. Soldiers’ ITome is included under * Other independent
agencies’” below.

2 Kxcludes project employees for the public works ucceleration program which are estimated to total
approximately 35,000 by June 1963, and are estimated to be nominal by June 1964, under the existing program

Nore.—Although most ot the employees shown here are pald from administrative budget funds, some are
ald from trust funds; and in the case of some agencies, the table includes employees who are paid Iroin other
unds outside the scope of the budget document, 'The flgures include tentative estimates for employment
under apl)roprlations proposed for later transmittal. In accordsnce with definitions of the Civil Service
Commission, the figures cover those employces who are working on June 30, and also part-time and inter-
mittent employees who work at any time during the month of June.

Mr. GorpoN. May I point out, Senator, that those employment
figures, of course, would not be correct either for the fiscal year 1963
or 1964.

Senator WiLLiams. They may not be correct but they were sub-
ntitted to the Congress by your Depattinent.

Mr. GorpoN. We have done much better, ‘

G Senator WiLrLiams. I hope you do do better, but thésé are your
gures. ) ‘

Mr. Gorpon. May I also, Mr. Chairman, submit at this point the
actual figures for fiscal year 1963 which, of course, are corrections of
figures which appear ‘ S

Senator WiLLiams. Those are already in the record. But I too
would like for them to be put in for each of the agencies. Will those
be for fiscal year 19637 And will you submit for the record the
budget estimutes for the various departments, that is, the expendi-
tures for fiscal year 1963 and your budget request for fiscal year 1964
to show the increases or decreases in each of the agencies? FEach of
the departiments?

Mr. GorpoN. Do you want us to compare 1963 appropriations with
1964 appropriation requests? !
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Senator Winnrams. No.  You will now have 1963 expenditures.

Mr. Goroon. 1963 exponditures with the

Senator WiLnrams., With your request

Mr. Gorpox. With the 1964 expenditure implications of our
appropriation request?

Senator WiLniams. With your requests as submitted to the Congress
at the beginning of this year.

Mr. Gorpox. Of course, we don’t request expenditures. We re-
quest appropriations and they have to be translated into expenditures.

Senator Winnrams., That 1s what I am speaking about.

Mr. Goroon. We would be happy to submit a comparison of the
- expenditures in the 2 years.

Senator WiLLiams. Now, 1 didn’t ask for that.

Mr. Gorpon. Then I am afraid, Senator, I haven’t followed you.

Senator WiLLiams. In your budget message you subniitted an esti-
mate for 1963 and an estimate for 1964, Now, at this date you could
convert the 1963 estimate to actual expenditures. '

Mr. Gorbox. Yes.

Senator Winniams. Very properly.:

Mr. Gorpon. That is correct.

Senator WiLLiams. You cannot convert the 1964 estimates to ex-
penditures. Therefore, I am suggesting that you use the 1963
exBendituros and then use as opposite that your 1964 request as
submitted to the Congress in January.

Mr. Gorpon. We could do that, Senator, but, of course, the figures
would be completely misleading. You would be comparing expendi-
tures in one year with appropriation requests in the next year. These
are two different—-—

Senator WiLniams. II' you prefer, you can put estimates in both
cases.

Mr. Gorpox. We do have, of course, expenditure estimates which
2o with our appropriation requests,

Senator WiLniams. They are still estimates and these are your
estimates for fiseal year 1964 submitted to this Congress and thpt is
what I would like to put in. If they are incorrect or inaccurate,
they are your figures and you submitted them.

Mr. Gorpon. I am not suggesting they are innccurate. I am sug-
gesting you are comparing peanches and apples when you compare
expenditures in one year with appropriation requests in another year.

Senator WiLLiams. I agree, but they both came out of your orchard,
so you put them all in the record.

Senator Smatuers, I think everybody understands that you make
an estimate, Mr. Chairman, if I may say so, as to what your expendi-
tures are going to be one year and then as you live through that year,
frequently they are changed, are they not, by actual experience.

Mr. Gorpon. Well, of course, they are changed, Senator. It hap-
pens that the 1964 budget request was for $107.9 billion of appropri-
ations but only $98.8 billjon of expenditures. These are quits differ-
ent figures.snd if we compared 1963 actual expenditures with 1964
appropriation requests, as I say, we would be comparing incommen-
surables. 4 ‘ : S

Senator Wirnrams. You can put angther peach in there if you want
to and use 1963 expenditures, use¢ your estimated 1964 expenditures,
and then your budget request for 1964 as submitted to Congress.
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Mr. Gorpon. That would be fine.
Senator WiLtianms. And submit all for the record.
tion to that, but I do want the three of them together.
Mr. Gorpon. That would be fine.
('The matier referred to follows:)

I have no objec-

Administrative budget: New obligational authority and erpenditures, by agency
(In millions of dollars}

New obligational authority Expenditures
1963 1964 1963 1964
January Actual January January Actual January
budget (prelimi- budget budget (prelimi- budget
nary) nary)
Legislative brancho..__._.___. 161 160 149 159 147 155
The judiciary._....._........ 66 63 69 65 62 69
Executive Ollice of the Presi-
dent o 24 24 33 25 23 31
Funds appropristed to the
President. .o ooeovoo . 7,038 6, 088 5,189 4,359 3, 48 4,375
Department of Agriculture.... 6,753 7,192 8, 144 7,493 7,763 6, 665
Department of Commerce.. .. 809 813 981 745 667 895
Department of Defense:
Military functions.. 49, 961 49, 794 52,181 48, 300 48,249 51,000
Civil functions - 1,093 ,001 1,144 1,106 1,128 1,140
Department of Health, Edu-
cation, and Welfare._....... 5,393 5,340 7,158 5,048 4,904 5,742
Department of the Interior.._ 1,130 1,134 1,279 1,054 1,028 1,185
Department of Justice........ 318 319 355 317 317 337
Department of Lahor. 351 364 527 239 253 433
Post Office Departmen! 806 907 565 892 765 554
Denartment of State 427 423 374 457 405 36t
Treasury Departmen 10, 821 11,048 11,207 10, 811 11,024 11,232
Atomic Energy Commission.. 3,135 3,135 2,893 2, 870 , 758 , 850
Federal Aviation Ageney.._.. 756 755 810 791 726 801
General Services Administra-
L7107 R 631 625 659 532 465 594
Housing and lome Fiance
AZENCY . n oo oo 798 785 829 1,088 400 695
National Aeronatucis and
Space Administration....._. 3,673 3,673 5,712 2,400 2,552 4, 200
Veterans’ Administration..... 5, 695 b, 534 5, 580 5,532 5,173 5,470
Other independent agencies.. . 3,296 1,288 1,481 607 291 355
District of Columbia.......... 60 70 67 83 (] 86
Allowances, undistributed:
Comparability pay ad-
Justment. oo feaeieaae b2, | J R PR, 200
ContingencieS...ooocoanae 100 |ocammcaao 250 L 3 PR 175
Subtotal. ... 103,192 101, 522 107,927 04,057 93,103 99, 482
Less interfund transactions. .| oo |eaeoooii L 640 513 679
Total, administrative
budget. ... 103,192 101, 622 107,927 04,311 92, 690 98, 802
Less reductions in cstimated
expenditures, based on lat-
est inforination as set forth
in Director (1ordon’s state-
11111 7A ARSI QS i SRS DO . 1,000
Indicated total, 19064
expenditures. ..o eee i e e 07,802

Senator SMatHeRs, I will be brief. I see the distinguished Senator
from Massachusetls sitting out there and so I will just ask three or
four questions with respect to the percentage of growth of our popu-

lation. What did you say that wag?

Mr. Goroon. The population is growing at about 1.6 or 1.7 percent
a year. This is about 3 million people a year, or a little over, Senator.

4
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So that in the period from the President’s inauguration to the end
of this fiscal year there will be a population growth of about 10 million
people or more than half the population of Canada.

Senator SaTHERs. Can you think of any govermnent anywhere
in the whole world who has an increase in population, that the size
of its government is not. growing to some extent?

- Mr. GorpoN. 1 not only can’t think of any, Senator, but I think
if T researched the problem, T couldn’t find any.

Senator Smarners, What has been the percentage growth of the
Federal Government since 1960 to date, just in round figures, or
1961, we will say?

Mr. Gorpon. You are talking now about administrative budget
expenditures?

Senator SmMarHERs. That is right,

Let’s make it 5 years or 10 years. T am just trying to make the:
point. T don’t care whether exactly

Mr. Gorvon. I can certainly provide one answer which I think
goes to your point, although it is not precisely responsible to your
question. It seems to me one very significant comparison is the
relation of total administrative budget expenditures by the Federal .
Government to the total size of our economy; namely, gross national
product. This has been almost stable since the midfifties, averaging
about 16.5 percent. It has not varied much up or down since the
mid-1950’s. .

" Senator SmaTHERS. Can you go back any further than that and, -
with the exception of the wartime period, show that the cost of the
Federal Government, in relation to the gross national product, has
been about 16 to 19 percent over the last 100 years?

Mr. Gorpon. T am not sure that I could go back that far, Senator.
I do remember one figure which seems to me an illuminating one.
Of course, you can’t talk about the Federal budget or the size ot
Federal programs without recognizing the enormous increase in our .
defense program since the Korea period. This swamps almost
everything else. But if you just take out of the budget the Defense
Establishment, nothing else, not space or anything else, you find
that all other Federal expenditures, in relation to gross national
product today, are lower than they were in 1949, even lower than
they were in 1939. This is nondefense. In other words, Federal
nondefense expenditures are a lower proportion of the size of the:
cconomy today than they were before the Second World War.

Senator SMATHERS. In the Iast 5 years what has been tha percentage -
rrowth of State government? '

Mr. Gorpon. I think you would find that it has been, in terms of -
expenditures, employment, and debt, much more rapid than the
Federal Government. ' - :

Senator Smatners. I heard the President say yesterday in a speech
in Florida it had grown 137 percent,. -

Mr. Gornon. That wouldn’t surprise me. e

Senator SmaTHrrs. What is the percentage of growth of the cost of .
local governments in the last 5 or 10 years?

Mr. Gorpon. Well, if you just look at what is happening in the
State and local government employment, this would give you an
index of what is happening to expenditures in that area. As I said a
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moment ago, Federal employment has been about stable in the last
yenr, actunlly down a little bit. State and local

Senator SMATHERS. My question is directed to State and local.
Just answer that question.

Mr. Gorpon. State and local employment goes up about 300,000
people every year.

Senator SMATHERS. And it is in the neighborhood of 200 percent,
I presume. I guess the President, when he made his speech yesterday
before the Ilorida Chamber of Commerce, got the figures from
somebody—

Mr. Gorpox. I am sure they are good figures.

Senator SmaTHERS. Some departiient, and it was in the area of
200 percent.

Do you recall how much the growth of individual debt has heen in
this country in the past 10 years?

Mr. Gorpon. It has been a very large multiple of the growth in
Federal debt. I don’t have it precisely for the last 10 years. Roughly,
since the war, total personal and corporate debt including mortgage
debt, has increased about 350 percent, whereas the Federal debt, as
you know, has gone up about 11 percent in the period.

Senator Smataers. That is all the questions 1 have.

One other question. Do you see—this is a little bit out of your
line, but do you see the commitments of the United States of America
around the world as the leader of the free world, do you see those
commitments lessening any, the obligations lessening any, or de-
creasing? Do you see the importance and the power of the U.S.
relationship WitK the relationship to the rest of the world—is it lessen-
ing or growing?

Mr. Gospon. The importance, I think, Senator, of maintaining
and strengthening our relations with out allies and improving our
position in tense and difficult areas around the world is at least as
great now as it ever was, and very possibly growing.

Senator SMATHERS. You are & very conservative man.

Thank you, Mr. Chairman.

The CrairMAN. The Chair suggests—-—

Mr. Gorpon. I wish the chairman said that.

The CparrMaN. Senator Williamns, any questions?

Senator Wirniams. Mr. Director, I understand that you are in
the midst of preparing your 1965 budget for submission to Congress.

Mr. Gorpon. Senator, if I weren’t here this morning, I would be
neck deep in the Interior Department budget.

Senator WiLLiams. Could you give us an estimate as to what
the total of that budget may be at this time?

Mr. Gorpon. I am afraid I can’t, Senator, because we are just
about one-third of the way through our intensive peview of the
agency budget submissions. I think it would be both misleading
and unfair to make a guess as to where we are going to comne out
since we really haven’ tyet given the agencies a fair review and
appraisal of the submittals they made to us.

I might say, Senator, this has been g particularly difficult ordeal
because we are in the position of having to develop a defensible plan
for the fiscal year 1965 without knowing what the appropriations will
be for fiscal year 1964. :

t
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Senator WiLLiams. In your statement you state, and I quote:

Apart from ontlays on defense, space, and unavoidable intercst charges, the
btidget proposed lower expenditures than during the prior year.

And I think that is similar to the statement that was—tlie promise
that was made by the President in his message to Congress on January
20 when he stated in substance that expenditures would be lower in
all categories except defense, space, and interest charges. |

Mr. Gorpon. Well, not each category taken separately but in all
the other categories taken together, that is correct.

Senator WiLLiams. Could you just for the benefit—what was the
budget for the Department of Commerce this year as compared to
last year? Do you have those figures?

MT. Gorvon. I think we have those figures. The Department of
Commerce expenditure estimate for the fiscal year 1964 as contained
in the budget was $895 million. ‘

Senator WiLLiamMs. And how much was it in 19637

Mr. Gorpon. It was $745 million.

Senator WiLLiams. That is an increase of $150 million.

Mr. Gorvon. That is correct.

Senator Wiuriams, Now, how about HEW’s appropriation?
Could you give us the figures? o .

i%\l@r. Gorpon. HEW In 1964, $5,742 million. In 1963, $5,048
million.

Senator WiLrLiams. That is an inerease of $694 million, is that
correct?

Mr. Gorvon. That is correct.

Senator WiLLtams. Now, the Justice Department. .

Mr. Gornon. Justice Department shows an increase from $317 to
$337 million. .

Senator Wirniams. Now, the Labor Department.

- Mr. Gorpon. Labor Department has an incresse from $239 to
$433 million,

Senator WiLniams. And .the Treasury Department?

Mr. Goroon. The Treasury Department, including interest on the
national debt, has an increase from $10,811 to $11,232 million,

Senator WiLLiams. And the—that is an increase of $421 million.

Mr. Gorbon. About that much: ,

Senator WiLniams: Now, the Interior Department?

Mr. GorpoN. An increase from $1,054 to $1;165 million.

Senator WiLniams. Or an increase of $111 million.

Now, where are the reductions? . X

Mzr. Gorpon. The reductions, Senator, you will find under Post
Office, Agriculture, and some others. -

Senator WiLLiams., Well, the Post Office reduction is based on the
reduction in the estimated appropriations to be required after taking
into consideration the increase in postage rates, is it not? ‘

Mr. Gonoon. It takes into consideration the increase in postal
rates, that is correct. '

Senator WiLLiams. Now,; on Agriculture, where are the savings in
Agriculture? .

Mr. Gorvoon. The Agriculture figure was down from $7,493 to
$6,565 million. , »

Senator WiLLiams, Well, if true that would show on that a reduc-
tion of $928 million.
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Now, when the Agriculture appropriation bill passed the Congress it
showed an increase of $38 million over last year. Was the Appropria-
tions Committee, the Senate Appropriations Committee, in error
when they reported that bill to the Congress?

Mr. GorooN, Here again, Senator, you have got to distinguish
between expenditures and appropriations. As you know, the appro-
priation composition of the Agriculture budget is a particularly
complex one.

For exanple, in the case of the Commodity Credit Corporation, the
Congress appropriates funds to the Commodity Credit Corporation to
reimburse them for past losses. So there is, as a matter of fact, no
relationship in that particular department between this year’s appro-
priations and this year’s expenditures. The level of this year’s
appropriations to that account relates to prior years’ expenditures.

Senator WinLiams, It all came from the same report so in reality
there is no savings in that department, then, is that true?

Mr. Gorpon. No, sir.

Senator WinLiams. How do you account for it—your budget is
based on requests for appropriations. Is this eclaimed savings as a
result of the fact that we didn’t write off all of the loss in the Con.-
modity Credit Corporation or as much of it that has been sustained.?

Mr. Gorvon. No, sir.  'This estimate was based in part on assumed
lower rates of payment for price-support commodities purchased by
the Commodity Credit Corporation. We have since made a reesti-
mate, as you will notice in my testimony today, because now that we
have the proper reports, particularly for cotton and feed grains, we
find, as is usually the case in Agriculture, that it is a terribly difficult
thing to estimate in advance. Because of particularly good growing
weather and very high yields per acre, we are finding that the presently
estimated rate of price-support payments is higher than is estimated
in the budget.

I think there is an increase there of about $400 million over the
figures which were contained in the budget.

. Senator Winniams, Which would change this figure of claimed sav-
ings——

%\Ir. Gonpon, It still goes down, Senator. You see, there was a
teduction there from about $7.5 billion to about $6.6 billion. Now,
it would be a reduction to about $7 billion.

Senator WiLLiams. What is the total value of the inventory of the
Commodity Credit Corporation as of the most recent date. figuring
that it could be liquidated at the cost to the Government, just assum-
ing that? How much inventory does the Government have?

g:\flr. GornoN. My recollection is that somewhere in the neighbor-
hood of $8 billion. It is about $7 to $8 billion total investment,
including inventory and loans.

Senator WiLtiams. About 88 billion. That is assuming that it
would bring full market value, is that correct?

Mr. Gorpox. This is valued on the basis of purchase price in
effect, yes.

Senator WirLrLiams, Now, how much does the Commodity Credit
Corporation owe? How much have they borrowed from the Govern-
ment as of that

Mr. Gorbon. Their borrowings, Senator, as I understand it, are
reimbursed through appropriations. It is a revolving fund operation,
and when the balance
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Senator WiLriams. T understand that. But I am just trying to get
for the moment a picture of the financial standin of, the Commodity
Credit Corporation and they had about $8 biﬁion in inventories.
Now they owed the Treasury how much money about that time?

Mr. Gorpbon. Let me see if T can find that figure, Senator. For
this one we have got to go into the big budget appendix.

Senator WiLLiams. Does the Commodity Credit Corporation have
any contingent liabilities against this $8 billion which have been
borrowed from private sources which would need to be paid assuming
it is a corporation which you or I own? I am trying for the moment
to project it into that category. :

Mr. Gorpon. I believe there are other liabilities now, not included
in the $8 billion. This has to do with the method of financing that
Commodity Credit Corporation has been using for many years.

Senator WiLriamMs. That is correct. I am not quarreling with the
method. Part of this $8 billion inventory would have been paid for
and financed by borrowings from private banks, would it not?

Mzr. Goroon. Correct,

Senator WiLLiams. And part of it from borrowings from the U.S.
Government.

Mr. Gorpon. That is correct.

Senator WiLLiams. What 1 would like to have is an estimate of the
borrowings in both categories. :

Mr. Gorvon. I have the figure on CCC borrowings from the Treas-
ury, Senator. In the January budget, the 1963 estimate was $13,738
million for the end of the year.

Senator WirrLiams. And in addition to that there could be added the
liabilities which the Commodity Credit Corporation may have estab-
lished with private banks. ;

Mr. Gorpon. Private lenders. That is right. My recollection is
lthat that runs in the neighborhood of a billion dollars, perhaps a little
ess.

Senator Winriams. That was my understanding. In other words,
il we view CCC as a private company, it is insolvent to the extent of
around $7 billion as of the mom~nt, is that not true, even assuming
they could possibly sell all of their $8 billion inventory at cost, just
assuming somebody came in and bought all of the inventory of the
corporation, at full cost which we know is impossible, but even on that
assumption they are still insolvent about $6 or $7 billion, is that not
true?

Mr. Gorpon. If you regard the Commodity Credit Corporation,
which as you know is an instrument that goes way back to the thirties
as comparable to a private profitmaking enterprise, you might well
be right. But the CCC is simply an instrument for administering the
agricultural policies of the Federal Government and I think a com-
parison to a privnto profitmaking corporation is a very remote one.

Senator WiLniams. I am only comparing it for establishing the
point. Is it not true that we do have losses which have been sustained
in prior years approximating $7 billion which have not been written
oft by the Congress but which, in order to make this corporation sol-
vent, must be written off at some point in the foresecable future?

Mr. Gorpon. The budget document shows realized losses of the
CCC from 1933 to 1962, inclusive, at $18.3 billion.

Senator WiLLiams. Some of this has been reimbursed by appro-
priations. I am speaking of the situation of this CCC as of the most
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teéent projected date which we are diseussing. To bring that up to
point, Congress is still about $6 or $7 billion behind in its ppropriation
to make this solvent.

Mr. Gorpon. I see your point. The budget shows that reimburse-
fhents by the Treasury to the CCC on realized losses totals about
$12.1 billion and we carry in the budget a realized deficit as of June 30,
1962, of $6.2 billion.

Senator WiLLiams. That is the point I am making, I am not
quarreling with the mechanics of how this operates. That is another
point. What I am pointing ont is that _as far as the taxpayers are
concerned, or as far as Congress is concerned, this loss has been
sustained; that is, the money has beén spent and therefore wé roally
have this savings of $800 to $900 million this year in agriculture or
maybe & savings which we claimed in prior years is in reality not a
savings if both the Budgét Bureau and the Congress faced up to its
responsibilities and wrote off the logses for each year as they were
sustained in that year. We are behind about $6 or $7 billion.

Mr. Gorpon. I don’t think that follows., If you are talking about
reimbursing the Commodity Credit Corporation for the losses it
sustained, this would require appropriations by the Congress to the
Commodity Credit Corporation of about $6 billion, in that neigh-
borhdod:

Senator Wirniams. That is what I am pointing out.

Mr. Gorpon. But I don’t thing thar relates to the comparison we
were inaking in the budget. We weren’t talking about sivings, We
were simply talking about the change in the rate of expenditurés by the
Agriculturé Départment froin 1963 to 1964. )

Setiator Wirridms. I realize that but it would raiseé the ainount of
the national debt. The criticism which I am making of this procedure;
is not necéssarily directed to you. It is something that has been
with tis before. ,

Mr. Gorbox. Tt is the nature of the institution.

Senator WiLLiams, Is it not ttue that neither Congress nor the
Budget, your predecessor, or you, have faced up to the fact that we
aré not charging off the losses as they are being sustained and in reality
the agriculture program has cost about $7 billion which as yet has not
dppeared on the records anywhere?

ow, T am nét arguing whether that was last year or what year it
wias. They are in priot years, no question.

Mr. Gorvon. It appears in the record. We carry each year in thé
budget an annual balance sheet showing exactly what the status of
the CCC is.

Senator WrLLiams. And this would be one of the eontingent liabili-
ties which the Senator from Massachusetts has mentioned on previous
oteasions but which as yét has not been faced up to by the Congress.

Mr. Gotvon. I don’t think so. I think he was talking abéut
contingent liabilities for payment to the public in expenditures. This
is not a contingent linbility in that sense. If T understatid it correctly,
it is a contingent liability of the Congress to the CCC, assuming that
thie CCC will continue to work on the samé rules.

Senator WinniaMs, They are in thé same category but at lsagt as
fir as the national debt i4 concerned, this approximately $7 billion hag
gone and that is even assuming that all of the inventory of the CCC
to date id still worth full market value, Also, there will be othier losses
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in years to come as we dispose of the present inventory. Byt the
goods already sold have sustained a loss of about $7 billion which as
yet has not heen recognized either by the Congress or the Budget
Bureau.

Mr. Gorbon. No, sir. I don’t think that follows. IEvery penny of
expenditures by the CCC appears in the budget in the vear in which
the expenditures are made.

Senator WirLiams. They appear in the budget but they have not
been written off and it would take a direct appropriation by the
Congress. We would have to, in order to bring this up to date,
appropriate approximately $7 billion more for the Department of
jl\griculbure this year than we did if we brought this up as of an even
date.

Mr. Gorbon. To wipe out the accrued deficit, that is correct.
It is a curious kind of transaction, though, since 1t involves no ex-
penditures—no additional expenditures—by the U.S, Government.
1t is really a kind of bookkeeping transaction designed to wipe out p
nominal deficit shown on the books of the CCC.

Senator Wirniams. Then why hasn’t it been recommended that we
bring that up to date? ..

Mr. Gorpon. Senator, if you will notice in my prepared statement,
as part of the cut in the budget which the Congress made this year,
the Senate reduced our request for appropriations to reimburse the
CCC by $100 million. I point out that this will have no effect on
expenditures.

Senator WiLtiams. [ appreciate that, and you are—that $100
million reduction was in reality not a.snvings either, was it, as far as

M]f Gonrpon. So far as expenditures are concerned, it has no effect
at all,

Sengtor WirLiams. And at some point Congress hag got, to face up
to it and write off this $7 billion, either that or cancel 5.1& notes that
are in the Treasury. But the money, the loss has heen sustained.

Mr. Gogpon. The losses have been sustained as we have managed
a price-support program going all tho way back to the 1930’s; that js
correct.

Senator WirrLiams. And as far as the bookkeeping system gs
administered by the Congress and supported by the Congress in the
budget, and I am not blaming you altogether with it, that logs hag
been sustained but we haye not faced up to that fact as far as puttin
it on our bookkeeping records down here as being appropriated.
Our debt figures do not reflect this item. ’

Mr. GorpoN. It depends on what you mean by facing up to the
loss. It seems to me Congress faces up to the loss each yesr when
they look at the budget which, as I say, inclydes jn the expenditure
column every penny of expenditures by the CCC. '

Senator WiLLiams. But the point ] am makipg is——

Mr. Goroon. They are not appropriating~—

Senator WirLiams. Not appropriating.

Mr. Gogpon. To coyer the accrued— |

Senator WiLriams. Deficit. o o

Had we done that instead of appropriations calling for $6.5 billion
for2 thgﬂl?epnrtmcn.t of Agriculture thig year, there would have been
$12.5 billion, : ‘
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Senator McCarruy. How would you want that account carried
after we appropriate it?

Senator WiLLiams. It would go to pay off the debt to the Treasury
which is owed by the CCC. The Treasury Department holds the
notes but the notes in effeet are not worth the paper they are written
on beecause the CCC is not solvent.

Mr, Gorbox. If the Congress would appropriate that $7 billion,
there would be in effect a pauyment by the Treasury of $7 billion to
the CCC, which would then pay $7 billion back to the Treasury
Department.

Senator Winniams, That is correct, but it would show up to the
American people exactly what this program is costing, $12.5 billion
rather than $6.5 billion as reported.

Senator McCarrny. It wouldn’t be fair to put it all in 1 ycar.

Senator Winniams. Maybe not, but it should have been put in the
years as it accumulated. But at some time it is going to have to be
written off, whether in 1964 or 1984. It is going to have to be faced
beeause there is no possible way the CCC could recover it unless you
are going to have a war and double the prices of their inventory. Is
that not true?

Mr. Gorpox. I would say that unless the CCC is able to sell its
inventory at prices higher than the cost of acquisition, I don’t see
how the CCC

Senator Wirniams. Has to sell at triple.

Mr. Gornon. I don’t see how the CCC could pay its entire dobt
out, of the proceeds of sales.

Senator Wintiams. No further questions.

Senator McCarray. No questions.

Senator CarLsoN. I have one or two questions just following
along some of the discussion that has taken place this morning. I
am looking at your table on page 4 where you show a net change
in the outlook for the 1964 administrative budget expenditures of
$1 billion, minus $1 billion. Had you considereﬁ in that $1 billion
the possibility of a Federal employee pay increase of $600 million
w}ixli](_:h .\?vould no doubt be cffective Junuary 1, which would be $300
million

Mr. Gorpon. Senator, the budget document which was submitted
in January included an item for a comparability pay increase effective
January 1, 1964, which is approximately the size of the pay increase
you are tniking about.

Senator Canrrsoy. You meon the comparability pay increase is.
$300 million, January 1?

Mr. Gorpbon. No. 'The budget estimated about $200 million.

g Senator Canrson. Just roughly. I wasp’t trying to get actual
gures.

Mr. Gorpon. About $200 million. T forget the exact number.
That was included in the January budget. :

Senator CanLson. Well, I would call this comparability pay in-
crease that we voted in the last session which is a pay increase that
the civil service people are supposed to get on January 1, but in my
opinion-—maybe 1 am wrong —it does not include the increased salaries.
that are in the present pay increase bill that is being considered by
the House, and—— . :

Mr. Goupon. That is now in the House. And the question is—
do you happen to remember what the effective date of that bill is?
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Senator CarLson. It will be on enactment, of course, by Congress,
probably 36 days after the first pay period, and I just used the date of
January 1 because 1 know there are many people hoping it will be
January 1, 1964.

Senator McCanruy. Senator Johnston said yesterday he didn’t
think it would come until 1964.

Mr. Gorpox. My memory failed me here, Senator. 1 can say
accurately that the 1964 budget included provision not only for the
second stage of the pay increase which was enacted, if 1 remember
correctly, in October of 1962 and which becomes effective January 1,
1964. It also included an additional inerement for a comparability
pay adjustment.

Now, if I remember correctly, the bill which is now before the
House, is about $80 to $100 million more than the administration’s
recommendation. So that there may be that difference between the
budget figure and the cost of the bill. But those two componenis
of pay increase were included in the budget.

Senator CarusoN. And would therefore have practically no effect
on the $1 billion reduction that you have on this table.

Mr. Gorpon. That is correct.

Senator Carrson. I just wanted to get that cleared up.

The second item I had in mind, because Senator Saltonstall-will
discuss here this morning the accrued liabilities in all these retirement
funds, we have a liability for which appropriations are not yet made
in the U.S. Civil Service Commission retirement fund of about $34
billion. T can discuss this a little because 1 am on the Senate Post
Office and Civil Service Committee.

I believe we have a bill before our committee to start picking up
this deficit on an annual basis over a period of time that has the ap-
proval of the administration. Is that correct?

Mr. Gorpoon. I will have to consult on that point.

Yes. I am informed that a representative of the Budget Bureau
did testify in favor of that bill, Senator

Senator Caruson. Well, T don’t know how much the committee
is going to recommend. I think we all realize the situation confronting
us on the committee because of this ever—there seems to be an ever-
increasing liability that Congress, not this year but we might just as
well be frank about it, we should have been picking it up for years and
have not been doing this. It is one of the things we {)ike to put off.
Assuming we voted $2 billion to be used or paid before June 30, 1964,
that would not be in this item. ,

Mzr. Gorpon. This wouldn’t affect expenditures at all, Senator, as
I understand it.- ,

Senator WiLLiams, You mean an appropriation to the civil service
retirement fund would not affect expenditures? - ‘

Mr. Gorpoon. I am sorry. I would have thought the expenditures
would reflect benefit payments by the fund but I am informed I am
correct.

If T remember this, it starts off at a very low rate so it would not
have much fiscal impact for the first few years, and then builds up
gradually to a level which will restore the deficit.

Senator CarLsoN. I don’t remember the figures in the bill but I
know it-has been discussed generally around and it has been before
our committee for years, not just this year. And we always talk about
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$1 billion or $2 billion beginning to pick it up. I don’t know what is in
this bill but I assume the committee in all fairness, in the interests of
the Federal employees, will bogin to make some of those adjustments.

Do you have any idea what the figure is?

Mr. Gorbpon. I am told that the first year effect would be less than
$100 million, and then it grows over u considerable period.

Senator McCarray. Does it take into account the possibility that
we might sell TVA? i

Mzr. Gorpon. We haven’t carried that even as a contingeney item,

Senator CarLson. With that I shall quit. Thank you.

The Crarraman. Mr. Gordon, I have just a few questions,

Senator CarLson. Sorry, Mr. Chairman.

The Cuamman. No, indeed.

What part of the increase in the debt ceiling that you are asking
is due to the tax reduction? In other words, are you anticipating a
tax reduction will pass?

Mr. Gorpon. That is correct. As the Secretary of the Treasury
I think testified, Senator, our plans assume enactment of tax reduc-
tion with an effective date of Junuary 1, 1964, and I believe that the
net reduction in fiscal 1964 revenues attributable to the tax cut is
ab.(()iut. $1.8 billion. I hope that is consistent with what the Secretary
said.

The Cuamman. In other words, this increase states that it is a fur-
ther increase of $6 billion on June 29, 1964. Would that include the
anticipation that the tax reduction would be effective on January
1, 19647

Mr. Gorpon. It would assume the effective date of the tax reduc-
tion would be January 1, yes.

The CrairMman, If it isn’t adopted effective on January 1, then
you won’t need quite that much increase in the debt ceiling, will you?

Mr, Goroox. That is why I stressed the effective date. I it
were adopted in January or February or March, perhags even April,
and made effective as of January 1, it would probably come out
pretty much on the same basis. It would depend exactly how the
retroactivity was made effective.

Mr. Cnamrman. Have you gone far enough to estimate when the
new budget, will be presented to Congress, expenditure budget.

Mr. Gorpon. When the new bpudget will be presented? Senator,
the law says that we must present the budget not more than 15 days
after Congress convenes. 1 must say that occasionally T have sinking
feelings about the possibility of doing a proper job on the budget
in these circumstances in which, of course, we don’t know what the
1964 appropriations are going to be in many cases. But it is still
our firm intention to do our very best to submit the budget by the
date the law establishes, which would be the third week of January.

The Cuarrman. Would that be about January 15?7

Mr. Gorpoy. Within 15 days after Congress convenes. It will
be somewhere in that neighborhood. If it convenes the 3d, that
would make it the 17th.

The CuairMAN. Just one more question. I have heen consider-
ably confused as to the attitude of the administration with respect
to reduction of expenditures or holding expenditures at the present
level, which is about $98 billion or so.” What is your position about

!
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that? First let me read to you the preamble of the bill as passed
by the House where it says:

To further the objective of obtaining balanced budgets in the near future,
Congress by this action recognizes the importance of taking all reasonable means
to restrain Government spending and urges the President to declare his accord
with this objective. ’

How do you construe that? You are the man who makes up the
budget. You construe language as passed by the House and now
being considered by the Senate as a direction to you to do what?

Mr. Gornon. As far as construing that as a directive, [ think the
meaning of what the House said in the premmble is almost exactly
the same thing that the President has said on a number of occasions,
namely, that we would intend to apply very strict standards of
expenditure control in formulating the 1965 budget and subsequent
budgets.

The Cuaraman. Mr. Heller is the only Government witness that
came clearly out and said that it would be a great mistake to reduce
the expenditures and not to increase expenditures. He wanted to
increase them, not reduce them. What is your view?

Mr. Gorpon. I would say, Senator, that barring some completely
unexpected set of developments which could affect the basic levels
of our defense budget, it is highly likely that the level of expenditures
in fiscal 1965 will be higher than in fiscal 1964. I hope that they are
not a great deal higher and what we are doing every day in the Budget
Bureau is, as we review these agency requests line by line, to try to
hold these increases to the absolute minimum. But it seems to me
highly likely, barring completely unexpected defense developments,
that there will be an increase in expenditures in 1965 over 1964.

The Crairman. Well, now, the increases in the spending budget
have been running from $4 to $6 billion in recent years, is that
correct?

Mr. GorpooNn. Yes. I think the increase in the last few years
averages over $5 billion, if I am not mistaken, Senator.

The CuarrMAN. Is it ‘your intention to make further increases
above that $5 billion average, o try to hold the line?

Mr. Gorpon. I am very hopeful, Senator, that we can produce,
a 1965 budget which reflects a considerably lower rate of increasé
than has been the case in the last few years.

The CHAIRMAN. A moment ago you said as compared to last year
that there would be an increase this year and next.

Mr. GorpooNn. Lower rate of increase, I said, Senator. We are
talking about——

The CuairMaN. Do you mean you may reduce the increases?

. M]r. Gorpon. To hold the level of increase to a considerably lower
evel.

The Cuairman. Instead of $6 billion, it might be $3 or $4 billion.

Mr. Gorpon. To a substantially lower level is the phrase I used.
I might explain

The Cramrman. You are willing to say now that you contemplate
increasing the expenditure budget above last year?

Mzr. Gorpvon. I would say that in the absence of very substantial
changes in the military outlook, which seem to me unlikely to occur
in the time between now and the budget submission, there will be,
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in all probability, an increase in projected expenditures in 1865 over
1964. I think it will be a very modest increase, but nevertheless an
increase.

I would like to say a word, if I may, Senator, about how we hope
to achieve that.

You may have noticed that Secretary McNamara made a very
important speech in New York last night in which he talked about
the outlook for defense expenditures, and it seemed to me he made
one of the strongest and most hopeful statements that I have yet
seen on the prospects, not only for stabilizing or even reducing the
level of defense expenditures in relation to the gross national product,
but even the prospect, the possibility, of achieving a stabilization or
reduction in absolute terms,

Now, this is in accord with this thinking we have been doing for a
number of months about the defensze budget.

As you know, more ‘than 70 percent of the increases in the budget
in this administration have been in the fields of defense, space, and
interest. I think that if we can hold tha level of defense expenditures
in 1965 close to the 1964 level, we will be able to come in with a budget
which will show a substantially lower rate of increase than we have
been showing in recent years.

The Crairman. In other words you hope the increase will be less
than it has been, It has been averaging {rom $4 to $6 billion.

Mr. Gorpon. That is correct.

The Cuairman. I want to read you an editorial from the Washing-
ton Post, and see whether you agree with it or not:

- In his zeal to gain support for the tax bill, Treasury Secretary Douglas Dillon
has made statements which are being broadly construed as invitations to make
deep cuts in appropriations. Chairman Walter W, Heller of the Council of.
Economic Advisers set the issue straight when he told the Senate Finance Com-
mittee that, while he favors prudence, he is opposed to reductions in Government
expenditures. e

Mr. Gorpon. While he favors what, Senator? o :

The Crairman., While he favors prudence. That is a' word which
is being emphasized now. . o

The Washington Post goes on to say: ’

. The danger of attempting to appease the fiscal conservatives is.very great.
If they succeed in matching tax cuts with reductions of eﬁpenditures,' this year,
they will next propose a deflationary program of national debt retirement before
the economy has attained a higher level of employment and output: - Other
administration officials would be well advised to emulate Dr. Heller's candor
and fight this issue through, . ) ‘ .

That is what the Washington Post thinks. - L

Now, T have been very much impressed, and I think the other mem-
bers of our committee have been, too, by the number of witnesses
who have appeared before this committee, including the organizations
of businessmen, and asked for either reductions of expenditures or
for holding expenditures on the line where they are.. .I think:the
testimony will show that. I don’t know any of the witnesses that
came before the committee and urged an increase of expenditures,
along with a tax cut, except Dr. Heller. - So I think many of those
for the tax cut are supporting it on the theory that the adminis-
tration has directly or indirectly made promises that expenditures
would at least be held to the present level.

!



PUBLIC DEBT CEILING 67

Mr. Gorpon. I am not aware, Senator, of any promises to hold
expenditures absolutely level from 1964 to 1965. I think that in the
face of the steady growth in the workload of the Fedelal Government,
steady growth in population, steady growth in income, it would be
almost impossible to achieve that. I think there has been and there
continues to be a determination on the part of thé adinistration to
run as tight a fiscal ship as it is possible to do and to hold the increase
in 1965 expenditures gver-1964-to -the lowest possible level. And I
think that from the ommnents I have hedrd, private organizations and
other persons interested in the tax program>regard the discharge of
this comml,bment as vely important and agreethat this is a sound
commitment to make. I don’t- think that man eople would feel
that, u zess there is a _d creaee in the jfense budget,\with the country
growing at the reteof 3 Inillion perso e per year, and dyer $100 billion
in GNP in 3 yeafs, it i3 reasonable’to expeet an absolute decline or
stabijlization of the level of expendll;mes 9 thp Federal hudget.

The CHAIRMAN. wYom zfeel g is“that there is no waste\or nonessen-

" tial/spending in the F I‘eg il expenditurgs that could be eliminated? -
r. GORDON. Sem;'{ awe are spe ding almost $98 billion a year,

and I think anybod o ‘said ther¢ was-no’/waste in h budget of
$}9 billion in a“year{would no{; é eing very candid. | Inevitably
the e ar
: &19, CHAIR{MN Wbuldn’t it Ft; a ¢06d idea, to try to cyt that waste
out? \ SN e &
l\f GorpoN, Waste and inefficienicy in zm’y large/ organization
and thev exist i1 the U.S. Gov‘ernmeqt and’T ‘am both ver 'y proud
and vexb\ pleased with whit we have been q,b e to accofnplish in recent

ears torrun the bus:i iess of Government'in a morg/efficient manner.
%Ve have“got many things-yet to do, but I think there are man
accomplishinents of which we can be proud Thé story of the growtK-
of proguctlvaqn Federal agencies which hasmade it possible for us
to stabilize Federal . emgloyment despite “steadily rising Workloads,
I think,:is a very good-one.—-The management story in'Federal
Government has improved remarkably in recent years. %Ve have now
reached the point where management innovations, developed in the
Federal Government, are adopted by private industry. TEere ought
to be more of tlmt but it is evidence that the Government is
increasingly paying attention to and 1mprovmg the quuhty of their
management performance.

- The CrairmaN. -Have the increases recently been in the mxlztary
or. in the nondefense spending? s

- Mr. Gorpon. About 70 percent of the increase in Spendmg of this
administration has been in the national defense, space, and mterest
categones B

: The CHAIRMAN In the past several yenrs" _

Mr. Gorpon, Past 3 years; that is correct.

The CriairmaN. Scventy percent—

Mr. Gorpon. That is right. . - ’ ‘

The CuammaN (continuing). Has been in the military. -
d Il:/h GORDON Defense, space, and mterest Intereston the natlonul

ebt ot

The CuairmaN. Does that mclude the forelgn rud‘?

Mr. Gorbon: That includes what? :

*.The CrairMAN. Does that include foreign md or not?
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Mr. Gorpon. No. That does not include foreign aid. Foreign
aid is in the other 30 percent.

The Cuammman. Well, has there been a reduction in the nondefense
spending?

Mr. GorboNn. The budget, Mr. Chairman, that was submitted in
January, proposed a reduction in &ll expenditures taken together other
than defense, space, and interest of about $300 million below the 1963
level. Now, this was based on the figures which appeared in the
budget. Actually we were able to reduce 1963 expenditures below
the budget figures by $1.7 billion. The comparison has, therefore,
changed since the 1963 base has changed. But, I repeat, it seems to
me the significant comparison is to take the whole period of 1961
through 1964, the period of this administration so far, and you find
there that expenditures for all programs other than defense, space, and
interest have gone up by $3.8 hillion over a 3-year period as compared
with the $5 billion increase in the preceding 3 years, 1958 to 1961,

The Cuairman, Well, what is the budget effect of selling Govern-
ment agency securities?

Mr. Goroon. Well, the sales of mortgage and other financial
assets last year reached about a billion dollars, This includes the
Housing and Home Finance Agency, Veterans’ Administration, and
Export-Import Bank.

The Cuainman. That is shown in the budget as a reduction in
expenditures?

Mr. Goroon. That is correct.

The Cuarman. Is it actually a reduction in expenditures when
you sell something and get a billion dollars?

Mr. Goorvoxn, It seems to me this is the sensible and sound way of
treating it.

The CuairMan. Is that the way that you figure the .nondefense.
spending is lessened?

Mr. Gorpon. That was not the whole part of it. Actually of the
$1.7 reduction in spending last year below the budget figure, about
half of it represented ssset sales and half of it represented reductions
in other expenditures.

The Cuairman, That is a confusing way to keep books. That is,
to-sell an asset and take it off of expenditures. , A

Mr. Gorbon. If I can explain there, these mortgage and other
financial asset sales are conducted by revolving funds which the
Congress has established. The basic priuci{)le of a revolving fund is
that you are given so much obligational authority and you can make
new loans out of repayments of previous loans. But your manage-
ment—-

The CuaIrRMAN. I understand all that. Mr. Dillon tried to explain
that. But that is one way in which you now expect to reduce the
nondefense spending. o

Mr. Gorpon. No, sir.

The CaarrMAN. You collect a billion dollars from the sale of securi-
ties and you count that as a reduction of nondefense spending.

Mr. Gorpon. That is correct. Of the $1.7 billion

The CuairMan. I challenge that statement that this is a reduction
in expenditures.

Mr. Gorpon (continuing). Reduction in expenditures, half of it
represented asset sales, half of it represented other types of reductions.
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The CuatrMan. I don’t care what it represented. You said you
have reduced or not increased, nondefense spending. By the way
you keep your books you take a billion dollars in receipts and show
1t as reduction of expenditures.

Mr. Goroox. That is correct. New loans, of course, are being
made all the time and these count as positive expenditures. When
we make a loan we count it as an expenditure. When the loan is
repaid or sold it is counted as a ‘deduction from expenditures. So
that the expenditure figure gives you the net increase in lending and

ou can
Y The CHairvan. Do you deduct it twice?

Mr. Gorvon. You add it when you make the loan and subtract it
when you get the money back.

The Cuarrvan. Well, then, as 1 understand it, you feel that the
pledges or promises or whatever they may be called, relative to
expenditures, refer to the size of the increases in the budget rather
than reductions or holding it to where it is this year.

Mr. Gorpon. That is correct, Senator.

The Cuaraman., And the increase is between $4 billion and $6
billion. You have a latitude of $4 billion to $6 billion.

Mr. Goroon. I believe over the last three years the increase has
averaged a little over $5 billion but perhaps it has been in the $4 to $6
billion range.

The CuHAlrRMAN. Any further questions?

Senator McCarray. T have a question. Mr, Gordon, according
to your estimates the March 15 pul;-iic debt will be $315.9 which will be
$900 million above the ceiling if we give you $315 billion as a ceiling.
How will you handle the Federal finances between March 15 and 317

Mr. Gorpon. I would suppose, Senator—I am not closely familiar
with the day-to-day debt management problems which are the
responsibility of the Treasury—but I suppose the only way they can
got by in that period is *o reduce their contingency figure below the
$3 billion which is shown in Secretary Dillon’s estimnate.

Senator McCanrruy. The effect of that would probably be to
interfere with long-term debt management?

Mr. Goroon. For a short time, I think., Apparently the peak
seems to be reached around March 15. For a sgort time I would
think this would limit the flexibility of the Treasury somewhat with
respect to debt management, yes, sir.

Senator McCarruy. Which means Treasury would probably have
to finance it with short-term notes.

Mr. GorpoN. It may be. This is a technical debt management
question that I am not really competent in, Senator, but it seems to
me it might mean that if the market circumstances at that particular
time happened to be very atiractive from the point of view of saving
the Treasury money on floating securities to cover future obligations,
they might be impeded from acting at that particular point because
of the tightness of the debt limit in relation to the actual debt level.

Senator McCarray. You figure if they had adequate proceeds
high enough it might cause expensive financing on the part of the
Federal Government in order to get over that 30-day period.

Mr. Gorpon. I think if history in this field proves anything, it
proves that when it is necessary to work out devious strategems to
stay within an unduly restrictive debt limit, it usually ends up costing
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the U.S. Government more money. I think this was proved pretty
conclusively in 1957.

Senator McCanrruy. You were forced—if you were forced to sell
FHA mortgages, you might have to sell them——

Mr. GorboN. At a higher rate of interest.

Senator McCanrny. Or certificates of interest in Commaodity Credit
Corporation, whatever it might be.

Mr. Gorpbon. Right.

Senator McCarrry. The likelihood is that it would be expensive
to the government to carry that debt over the 15 days.

Mr. Gorpon. I think that was certainly the lesson of 1957.

The CuairMaN. Just one more question. It is generally agreed,
is it not, that the deficit this year will be $9 billion?

Mr. Gorbon Qur present estimate is $9 billion; that is correct.

The CuairmAN. Assume just for the sake of discussion that in
the coming year you increase the expenditures above last year by
$3 billion.  We have heard here time and time again, is that the tax
reduction will so stimulate the economy that it will create revenue
not only to pay for the loss that comes from reducing the taxes but
also to cover these built-in losses of $3 billion a year in expenditures.
Is that your opinion?

Mr. Gorvon. The question is whether we are assuming that the
tax reduction will so stimulate the economy as to generate consider-
ably higher level of revenues. 1 think that is correct, Mr. Chairman.
The best estimate which we have been able to produce indicates, on
a reasonable and conservative basis, an estimated increase in gross
national product of about $30 billion stemming from the tax bill
over and above what the gross national product would otherwise be,
and, of course, when it is realized, this will generate a considerable
increase in tax revenues.

Senator Winniams. Do you think you could increase that tax
reduction just a little bit and have something to pay on the debt?

Senator McCarruy. Not right away. If you inecreased expendi-
tures at the same time, Senator, but you won’t go all the way.:

The CratrMmaN. I have here an editorial for the record entitled
“Two Chickens in Every Pot.” 1t ¢ .>eared in the Washington News
and seems to disagree with the position of the administration.

(The article referred to follows:)

[The Washington Daily News, Nov. 16, 1963}
Two Cuickens 1IN Every Por

President Ilennedy seemed ecarried away with the sound of his own voice in
his address to the AFL-CIO convention in New York.

For example:

“If we can obtain prompt passage of the pending $11 billion tax reduction
bill, we will be sailing by next April on the winds of the longest and strongest
peacetime expansion in our Nation’s economic history.”

Some of the labor leaders must have knocked wood at this kind of talk, so
remindful of 1928—the yecar before the stock market bust—when we were about
to abolish poverty, put two cars in every garage and a chicken in every pot.

For one thing, as the labor leaders well know and as President Kennedy as
much as admitted at his press conferencé the day before this speech, there isn’t
anfv chance of prompt passage of this bill.

f we are sailing on the winds of any expansion by next April it won’t be because
of this tax cut, which hardly can get through the Senate by that time, if ever.

The tax cut, Prevident Kennedy added, will provide 2 to 3 million {obs. These
are figures out of thin air. It is somefhiug nobody knows and the labor leaders

'
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obviously don’t believe. They are advocating a variety of measures, including a
shorter workweek, to reduce unemployment.

While viewing with something like awe a prospective $100 billion gain in gross
national product in 3 years, the President noted that the unemployment rate
remains at 5.5 percent, substantially the same as in the lean year of 1954. .

Since this steep growth in GNP has not provided enough jobs in the past, how
can he be so confident that further growth, stimulated by a red ink tax cut, will
serve the purpose next year?

Obviously, persistent unemployment is a frustrating, complicated problem
which can’t be solved, presto chango, by any magic tricks such as the mere
infusion into the economy of a few more billions in printing press money.

Even if you classify this speech as campaign oratory, with all the usual allow-
ances for broad statement, it seems to us President Kennedy has taken himself
out onto the end of the longest limb yet.

The Cuairman. We will now hear from Senator Saltonstall.
Scenator Saltonstall, you are recognized.

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

Senator SarToNsTAaLL. Mr. Chairman and members of the Finance
Committee, I have submitted to the members of the committee
copies of S. 2281 which was filed by me the other day.

(S. 2281 is as follows:)

(8. 2281, 88th Cong., 1st sess.}
A BILL To clarify the components of, and to utsslsti in the management of, the national debt and the tax
structure
Be it vnucled by the Sendie and House of Represeniatives of the United States
of America in Congress assembled, That the reports required by law to be prepared
by the Secretary of the Treasury for the information of the President, the Con-
gress, and the public with respect to the financial operations of the Government
shall include a separate semiannual report setting forth—

the aggregate and individual amounts of the contingent liabilities of the
Government including without limitation: trust fund liabilities, Govern-
ment-sponsored corporations’ liabilities, indirect liabilities not included as
a part of the direct debt, and liabilities of insurance and annuity programs,
including their actuarial status on both a balance sheet and projected source
and application of funds basis; each agency’s statement to show the collateral
pledged or other asscts available (or to be realized) as security therefor
(Government securities to be separately noted), and an analysis of their

significance in terms of past experience and probable risk.
The report shall set forth the financial data in a concise form, with such explana-
tory material as the Secretary may determine to be necessary or desirable, and
shall include total amounts for cach category according to the agency involved‘

Myr. Sarroxsrant. This is the third time that I have been before
ou on this subject and after listening to the colloquies with the
irector of the Budget, T think it is rather pertinent to give the
testimony that I am going to give in connection with this bill.,

Mr. Chairman, thank you for giving me this opportunity to appear
before you again on a major problem facing us in our management of
the public debt; namely, to know as exactly as possible what the U.S.
Government really owes. At the present tiine, we receive reports on
many aspects of the debt.

q 'll' The statutory debt is known because the Treasury reports it
aily.

2. Long-term lease obligations and real estate transactions are
annually reported to the Senate Appropriations Committee and so are
available to the Members of Congress. :



72 PUBLIC DEBT CEILING

3. Authorizations for so-called back-door spending are also reported
to the Appropriations Committee and appear in the combined
statement of the Treasury Department.

4, The Treasury has informed me that it is attempting to secure
better accounting of our current accounts payable and accruals. The
Defense Department, our biggest spender, has difficulty in distin-
guishing between these two, but is constantly improving its accounting
principles and hopes to have them in order by June 30, 1964.

However, we do not receive a combined statement of any sort of
the many different contingent obligations the Goveriunent has
assumed.

In the past two Congresses, I have introduced bills for the better
reporting of all the various items presently reported, together with
the many contingent obligations which may or will be owed by the
Federal Government. ILast summer [ appeared before your com-
mittee to urge that an amendment be added to the debt hmit bill to
require such a combined report using my bill S. 3035 from the last
Congress.

S. 2281, which is presently before you, only concerns the reporting
of the contingent obligations of the Federal Government which are
not now fully reported. A contingent debt is a sum of money that
may or will be owed, but whose size cannot always be determined
exactly. However, in many cases, it is certain that some money,
often large sums, will have to be paid out in support of these Gov-
ernment programs. This contingent debt takes many forms and
today is reported in many different reports, but many parts are very
vaguely covered. Many of them have insurance characteristics, such
as liability insurance for mortgage or bank deposits, life insurance,
health insurance, or retirement annuity insurance. Some of the huge
contingent debt is not even reported at all at the present time, but
S. 2281 would require it so that we could make better plans for man-
aging the Federal budget.

Certainly in many cases we expect that we will not have to make
payments on the various forms of liability insurance, but we can be
very sure that we will have to pay on the life insurance and retirement
annuities. Actuarial estimates can make these amounts clear. This
kind of mathematics is a well-recognized science and I believe the
Federal Government should make greater use of such estimates than
we do today. If an insurance company can reasonably predict its
liabilities, so should the Government.

A report I have received from the Comptroller General indicates
there are some 89 programs which have insurance characteristics now
administered by 9 Federal departments and 11 agencies. These
range from the Foreign Service retirement and disability system,
wheve estimated payments for 1964, through 1968, amount to $38
million, to military retired pay, where the amount estimated for the
same period is $7 billion and civil service retivement, where the esti-
mated payments are $8.591 Dbillion. The civil service retirement
gystem YIO{(IS $12 billion of Government securities in its investment
fund. On the other hand, the Defense Department retirement has
no such investments. Such variations in the management of our
contingent debt make the problems of determining our total Federal
debt more difficult and are a further reason for asking that they be
drawn together in a single report.
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Now, Mr. Chairman, in this next paragraph it is very difficult to
get actual figures but these are the best figures that I can obtain.

How many people actually realize that the actuarial reserve require-
ments of the social security system for old-age benefits and survivors
annuities and disability insurance, for only those persons who are now
covered by the system, would require a fund of $350 billion invested
at 3 percent interest, plus all the taxes which will be collected in the
future from these snme persons? One hundred and ten million people
are covered by this insurance.

How many of us realize that the railroad retirement trust fund can
look forward to a diminishing number of railroad employees making
contributions to the fund, while the number of those collecting from
it may rise, depending upon how the railroad problem is handled over
the next few years?

Our total obligation to veterans and their families is covered under
many different statutes which we have enacted for their benefit.  Some
of this money is appropriated each year, and we may confidently
expect it to rise as our veterans get along in years. It all amounts to
an insurance program for health, disability, and other purposes over
and above national service life insurance. 'These people expect Uncle
Sam to live up to the statutes now on the hooks. Actuaries can
certainly make a range of estimates of the debt which the Federal
Government has assumed in setting up these programs. The amounts
are contingent on the people’s illness or some other activity; so it
has become a debt of Uncle Sam.

Other oxamples where the Government has a reserve as sccurity
for its guarantees are the Federal Deposit Insurance Corporation and
the HHFA home mortgages. The actual amount of insured deposits
or mortgages is determined in their report. Estimated payments in
both cases are low. Veterans life insurance also has ample reserves
so that dividends have actually been paid to policyholders regularly.

Mr. Chairman, attached hereto is a letter signed by Mr. Campbell
of the GAO on this subject. I also am submitting for your informa-
tion three appendixes which cover much research on this subject done
by the GAO. Out of these appendixes, I take the following four
examples: a small and a large unfunded retirement program, third,
the funded social security program, and fourth, the funded railroad
retirement program.

(The matter referred to follows:)

Estimated obli- Persons
Name Revenue, fiscal gations, fiscal Investment bhenefited,
year 1062 years 196468 securities fiscal _&;ear
Coast and Geodetic Survey commnis-

sioned officers’ retired PAY--eeocccoafomiacacicaamannen 4,480,000 f..ooocoooooanonn. 117
I)osmrtment of Defense retired pay. . |- _o___.___ $7,000,000,000 |..._ ... _.._____.__ 313,000
Federal old-age and survivor benefits.| $11, 985, 108, 000 , 053,000,000 | $18,435,000,000 | 16, 129,000
Railroad retirment system . _.________ , 046, 514, 5, 735,000, 000 3,072, 519.000 841,000

Senator SarronsTaLL. Now, Mr. Chairman, that would show in m

statement that the Coast and Geodetic Survey, which is a small
office, has estimated obligations for the next 5 years of $4,480,000
and 117 Beople are receiving benefits now. On the other hand, the
Defense Departient retired pay, which we passed recently, has esti-
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mated obligations in the next 5 years of $7 billion and 313,000 people
are now receiving payments.

The Federal ofd-uge and survivor benefits has revenues of $11,985
million in 1962, it has estimated obligations in the next 5 years of
$80,058 million, and it has investment securities of $18 hillion, $18.4
billion, and 16,129,000 people are receiving payments.

Now, the railroad retirement system has revenues of $1,046 million.
It has estimated obligations in the next 5 years of $5.7 billion. It has
investment securities of $3.9 billion, and 841,000 people are listed as
beneficiaries.

Now, the total of payments expected under all 89 programs reported
by the GAO to me for the 7 fiscal years, 1962-68, is $224,380,484,000.
Receipts for fiscal 1962 under all these programs were $17,535,180,000.

So that it is clear that substantial money will have to come from
tux revenues.

So today, Mr. Chairman, 1 appear before you Lo urge that you
include S. 2281 as an amendment to the bill to increase the debt limit,
or if that is impractical, and I realize it may be, to report the bill
separately. Congress and our citizens should have a better under-
standing of what our Government really owes directly and on a con-
tingent basis. Tlis can and should be done.

Now, Mr. Chairman, I would submit for the record, and I hope
include in the record, a letter from the Comptroller General, Joseph
Campbell, dated July 31, 1963, to me. T think you have copies of
that before you.

Now, if you will turn to page 2 on that, toward the bottom of the
page you see what Mr. Campbell says:

Following is a summary of the estimated obligations, for a 7-year period, under
all of the 89 programs reported:

Fiscal year 1962, $27.2 billion; fiscal year 1963, $29.2 hillion; fiscal years 1964—
1968, inclusive, $167.9 billion, for a total for the 7-year period of $224,380 million.

I would like to submit that, Mr, Chairman, to be put in the record.

(The letter referred to follows:)

CoMPTROLLER GENERAL OF THE UNITED STATES,
Washinglon, July 31, 1963.
Hon. LEVERETYT SALTONSTALL,
U.S. Senate.

DeARr SeNATOR SanToNsTarL: Herewith are certain data assembled pursuant
to your letter of June 17, 1963, requesting information on various programs ad-
ministered by the IFederal Government which may be classified as “insurance’
programs (five copies of apps. A through C and onc copy of apps. D 1), The
material supplied herewith gives recognition to the conversations between a
representative of our staff and Mre. William Saltonstall, your administrative
assistant.

1t is our understanding that you are secking informulion regarding all forms of
Federal insurance programs and those programs that might be construed to have
“insurance” characteristics when compared with similar activities that are con-
ducted by the private sector of our economy. Accordingly, many of the pro-
grams reported upon herein are not generally known as “insurance programs’’ of
the Government Eut do have certain income maintenance or financial protection
characteristics that permit their classification as insurance programs. 'These
programs have characteristics which (1) agsure income maintenance to individuals
who are disabled or have reached retirement age, through systems such as social
security, military retired pay, and other retirement and disability plans; the public
assistance programs of the Department of Health, Education, and Welfare; and

1 Appendix D, comprising the original %uesuonnnires, w{ns too voluminous for inclusion in printed record

and was retalned in the office of Senator 8altonstall,
'
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the compensation, pension, and life insurance programs of the Veterans’ Admin-
istration, or (2) assure the colleetibility of loans or bank deposits, such as Federal
Housing Administration insured home loans, the loan guarantee program of the
Veterans’ Administration, and Federal Deposit Insurance Corporation bank ac-
count insurance, or (3) provide a service for which the Government appears to be
indefinitely committed, such as the hospitals and outpatient clinics of the Public
Health Service and the Veterans’ Administration, the Medicare program for
dependents of military personnel, and the group health plans for Federal civilian
personnel,

We are submitting information for 89 programs administered by 9 departments
and 11 independent agencies.  The data submitted include certain details regard-
ing cach of the programs which we identified as being within the framework of the
broad concept of “insurance programs.”  Among these details, where the infor-
mation was readily available, are the number of persons benefiting from the pro-
gram through Federal payments, and the number of persons “covered” by the
program where its nature provides a measure of insurance protection to the indi-
vidual although payments may not have been made at this point in time or may
never be made. For example, there are approximately 110 million persons
‘“‘covered”’ by the social security program by reason of having earned some wages
that were taxable under the program; however, during any given year a majority
of these persons do not receive benefit payments, but if eligible under the éocial
Security Act, they are insured against the possibility of death or disability and are
assured a rctirement income in later years. The disability insurance benefits
would provide income to the wage earners and their families during a period of
disability, and the death insurance benefits would provide income to surviving
widows, vhildren, and dependent parents.

We have included in the appendix detail a citation to the United States Code or
the U.S. Statutes which scts forth the authority to operate each of the programs,
T'his citation will facilitate reference to full details regarding existing law and the
legislative history for each program, if nceded.  We have indicated the date each
program began operations and the termination date, if any, provided in law or the
probable date of termination if such is determinable; otherwise, we have indicated
that the program appears to be perpetual in character.  Most of the programs do
not have a termination date.

We have indicated the probable obligations for each program for the 5 fiscal
years 1964-68. We have shown this type of information for the respective
programs since, generally, it is not possible to state the total liabilities of these
programs. A program that is perpetual in nature, or for which a liability arises
only in the event of a future action or development that cannot be predicted too
lwcl!)l at this point in time, cannot be stuted to have a specific dollar amount of
iability.

. If an attempt were to be made to state the liability, then a given time period
wotlld have to be elected arbitrarily, and certain assumptions would have to be
made regarding the oceurrence of events in the future. Therefore, an estimated
5-year total obligation as shown in the appendixes discloses the order of magnitude,
and a trend which we believe will serve your purposes when considering these
programs in relation to the outstanding Federal publie debt. Likewise, wherever
possible, we have shown the probable number of persons benefiting from the
program in fiscal year 1968, a year that is 5 years removed from today.

TYollowing is a summary of the estimated obligations, for a 7-year period, under
all of the 89 programs reported:

Tiseal year 1002 _ e $27, 204, 276, 000
Tiseal year 1963 e 29, 227, 347, 000
Tiscal years 1964 to 1968, inclusive_ - ___ .. __.______ 167, 948, 861, 000

7-year total . _ e eee_o 224, 380, 484, 000

Although the commitment and obligation of the Federal Government for these
several programs are substantial and from current indications will continue to
grow over the years, it is well to recognize that the character of these programs
is such that generally the benefit to be received by the Government or the benefit
to be received by various segments of the American public (veterans, retirees,
the disabled, the ill, ete.) from the operation of such programs will be payable
in future years only as events occur to make a person eligible for a benefit. I'or
example, the cost of operating the veterans’ and public health hospital programs
has not yet beep incurred for the forthcoming 5-year period; however, in all
probability these programs will continue during the 5-year period and the bene-



76 PUBLIC DEBT CEILING

ficiaries who incur an illness, disability, or accident will reccive the benefits at
various times during such 5-year period.

In contrast, the public debt of the Federal Government represents borrowings
made primarily from the public (and from many Government-operated trust
funds) to meet obligations for goods and services already received by the Federal
Government. Accordingly, if thore is to be consideration of the obligations under
long-range programs already authorized by the Congress in relation to the public
debt, it is necessary to recognize the distinetion between (1) many of these
“insurance’’ programs, which involve goods and services to be received hereafter
by the Government or which involve beunefits to be provided in the future, under
certain circumstances, to certain segments of our population and (2) other pro-
grams under which goods and services have been received but for which the
Government owes through the public debt.

The various types of insurance programs for which the IFederal Government is
committed, the diversity of bases for providing the benefits already authorized
by the Congress for these programs, and the uncertainty of future events in
many programs make it difficult to tabulate insurance, commitinents, or guar-
antees in some meaningful fashion, and make it impossible to present a grand
total figure representing the outstanding commitment or obligation of the Govern-
ment since there is no clear common denominator that can be applied to all such
programs, Accordingly, we are transmitting to you sclecte({) data regarding
insurance and guarantces in force, without summarization, for each of the pro-
grams as shown in appendix B and appendix D. Column 16 of appendix B
identifies insurance in force, commitments, guarantecs, ete., where applicable
to a given program.

Particular attention is invited to the revenue aspects of some of those programs
which show that substantial obligations are being incurred. For exampie,
veterans life insurance, housing insurance programs, and others will receive
substantial income to offset the obligations incurred; also, some programs, notably
social security and railroad retirement programs, reccive income in the form of
spceial taxes imposed on wages and salaries received. The amount of revenues
fro;nlflll sources for these 89 programs is shown in appendix C and is summarized
as follows:

Fiscal year 1961 . o i iiacooaa- $17, 128, 037, 000
Fiscal year 1962 ... ____ B e e cemmeaean 17, 535, 180, 000

The material transmitted herewith was compiled by us from a number cf
gources without any audit or verification. While we have endeavored to use
reliable information in making this compilation, the 1naterial may contain some
inaccuracies or discrepancies, or may be somewhat at variance with other pub-
lished material. Some of the data were estimated by us. However, we believe
that the data are adequate for general purposes and for identifying and disclosing
the order of magnitude of the several “insurance’’ type programs. When using
the data, full consideration must be given to qualifying and explanatory footnotes
as shown in the appendixes.

We will be glad to discuss this material with you and your staff and to informally
provide explanatory information regarding any of the programs.

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

Senator SavronstanL. Now, also you will find on appendix A
which follows and is attached to Mr. Campbell’s letter, a summary
of the obligations and guarantees of the various departments. 1
will not take your time to read these.

Appendix A is attached and I would like to have that made as
part of the record.

(App. A follows:)
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ArrEnDIX A, SUMMARY OF OBLIGATIONS FOR FIscaL YEamrs 1962 Anp 1963,
AND CoMBINED FOR FiscaL YEars 1964-68, CLASSIFIED BY DEPARTMENT AND
AcGENCY, AND INSURANCE OR GUARANTEES Now IN FoRcE

“dnsurance” characteristics; summary of obliyations and

guaranteest

Federai programs having

[Thousands)
Obligations (fiscal years) Insurance
and guar-
Department or ngeney antces in
1962 actual | 1963 estimate 1561-68 force, June
estimates 30, 1962
Department of Agriculture.. .. .__.._..._.._ $18,670 $27,920 $22, 500 3702, 000
Department of Commerce oo ooeueo oo 857 12,909 4,760 9,122,000
Department of Defense: .
Retired pay._ ... 895, 854 1,029,000 7,000,000 |.ooeoo_...
All other - 244,947 258, 704 1,307,000 2,178,000
I)}zpmtmcnt of Health, Education, and Wel-
are:
Old-age, survivors, and disability insurance. 13, 669, 000 15,032,000 o~ 86, 568, 000 600, 000, 000
Allother._.._.._.____.__ 2,665,071 2,535,206 17,085,800 §...coeoo...
Department of the Interior 8,230 9,382 75,000 1,350
Department of Lahor:
Unemployment compensation. 134,063 154,100 625, 000
Allother___._______________. 63,991 68, 140 347,000
Post Office Department. 01,149 76,733 400, 000
Department of State.__.____ 5,860 0,735 38,
Department of the Treasury: U.8., (‘oast
(Gtuard
Atomic Energy Commisston
Export-Import Bank of Washington : 64 ®) 897, 000
Federal Deposit Insurance Corporation_ .~ 442 O] O] 167, 000, ()
Federal Home Loan Bank Board: Federal
Saviugs and Loan Insurance Corporation. ... 3,201 O] O] 68, 400, 000
Housing and Home Finance Agency:
Feaeral Housing Administration.___.._..__ 346, 912 451,494 2, 685, 500 38,318,737
Ahaother .o . . R 180, 085 196, 639 1, 10,000 7,118,680
Interstate Commerce Cominission 14,676 3) @ 177,215
Rallroad Retirement Board. . 1,238,113 1,237, 600 6,525,000 |....oooo._....
Small Business Administrati 2,295 3,122 ® 48,000
Tennessee Vulley Authority. 3,348 3,710 19,800 |.ooiaaaooon
U.S. Civil Service Commission
Retirement__._. e e 1.063.011 1,221,000 8,596,800 [ ocooaeeo.....
Altother. . l10 466, 628 488, 502 2, 046, 923 15,183, 200
Veterans' Administration_________ 770007 6.036, 81 6, 382,839 31,820, 3%0 58,069, 000
ot e 27,204,276 29,227,347 167, 948, 861 [O]

1 See apps. B and D for more detafl and the transmittal letter for explanation and qualification,

1 Maximum liability for each nuclear incident is $500,000,000 if occurrence is in the United States and 18
$100,00,000 per incldent if outside the United States.

3 Not estimated. S ’

¢+ Not significant. - E

§ A total for insurance and guarantees in force is not shown, because of the variety of circumstances under
which the insurance and guarantees become operative, the varying degrecs of probability as to whether or
not an obligation therefore may materlalize, and the omission of “in foree™ data for programs where such
data is not available or is of a character that estimating the amount is virtually impossible, Therefore, a
total figure for insurance or guarantees in force would really have no useful meaning or material significance,
and s accordingly omitted. : :

Senator SavronsTaLL. Now, I have here appendix B, Mr. Chair-
man, which is a summary of the significant amounts and statistics
classified by department” and agency and by a specific program.
Now, that is the breakdown of what we show in -appenrdix A, I
don’t ask to have that printed in the record because it is too cumber-
some, but I would like to leave it with the committee. . I have other
copics if any members are interested. I would like to leave it with
the committee as a part of my testimony but not ask you to put it
in the record, but submit it as an appendix; and it is a breakdown of
which appendix A is a summary. o e AN

(Apps. B and C were made a part of the committee filess)

So, Mr. Chairman, I just conclude by stating that I beliove particu-
larly after listening to the colloquy between Senator Curtis and Mr.
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Gordon that we should know more about all of these contingent
liabilities and we should have a better record when we try to admin-
ister the Federal finanees, both revenues and outgo, each year. And
as & member of the Appropriations (ommittee T believe this is of
value becnuse we do not get an opportunity to understand these
liabilities, to know about these facts, and [rom your point of view
on the Finance Committee 1 think it is helpful for you to know the
statutory debt. the contingent debt, and so forth, in consideving what
the debt is and also in consideration of taxes.

Thank you very much.

The CramMan. Thank you very much, Senator.

Senator Saltonstall, you know that the chairman has favored
the objectives ol your resolution the several times you have introduced
it. 'This is the second or third time, isn’t it?

Senator SarroNsrann. Yes, I think 1 have introduced two bills.
This is the third bill that 1 have introduced. The first two bills
concerned all the debt and this time 1 left that our because I wanted
to make it simple, und because the Treasury Department—well,
it. was critical because it snid that these records were now available.

Now, this record, the contingent linbility, is the best evidence that
T can get and as I say, GAO did really a lot of work on this in my
behalf. 1 don’t think that this contingent debt is available to Mem-
bers of Congress or to the public in any concise form and, in fact, it
isn’t available at all.

Now, the social secvrity - - the figures are perfectly tremendous when
they run into $350 billion. Now, those figures are estimates and thelow-
est actuarial estimate was somewheve around $100 billion for those now
on the actunl rolls, running up to $350 billion. 'Then this morning we
went into it a little more thoroughly and the best estimate that 1 can
get is that those actually on the rolls are now $350 billion and 1 believe
that the GAO will support that. Mr. Nelson of the GAO who worked
;).n this is here in the room if the members have any questions to ask
um.

The Cuarrman. Thank you very much, Senator Saltonstall. The
Chair will see that your proposal is presented to the committee.

Senator SanTonsTAaLL. Thank you for this opportunity.

The CuairMaN. Any questions?

Senator SarronstaLn. I hope I didn’t violate my 10 minutes,

Senator SmatHERs. I would like to ask this. First may I say I
highly respect the able Senator from Massachusetts and T have much
srnqmthy for this resolution. What year was it that you first put
this in?

Senator SarnronsTALL., A number of your stafl would know. 1
think 4 years ago, Senator Smathers. The legiclative counsel drafted
o bill and this bill that is now before you is a part of that bill. I
struck out of that proposal all but what concerned the contingent debt.

Senator SMaTHERS. And then you reintroduced it at the beginning
of this presont Congress.

Senator SarToNstaLL. I did not introduce it at the beginning of
this present Clongress because I hoped that it could be put onto the bill
on national debt. T introduced this the other day, a week or so ago,
after consultation with your chairman so that I would have something
on whigh to testify and on which you gentlemen would act.
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Senator SmatHERrs, But this iden you have been pursuing for a
number of years.

Senator Sarnronsrann., Oh, 3 or 4 years. And on the Appropria-
tions Committee trying to get these figures out of the Bureau of the
Budget. Mpyr. Gordon’s predecessors and others, under both admin-
istrations. A

Senator SmatTHers. Right.  Thank you very much.

Senator Winniams, 1 have just one question. 1 would like to
direct it to the Director of the Bureau of the Budget. Would you
have any objections to this bill?

Mr. Gorpvon. Senator, I haven’t read it. I don’t think that I
could fairly comment on the proposal without an opportunity to
study it.

Senator WiLLiams. Well, would you make a study of it and give
us the benefit of your recommendations.

Mr. Gornon. | would be happy to.

Senator WiLniams. Do you think we would have those in time to
consider acting on it as a part of this, as an amendment to this bill?
Or could you give us a preliminary recommendation for tomorrow so
that we would have that to take into consideration?

Mr. Gorpoxn. I have an awfully tight schedule, Senator. I am
not sure 1 can promise that. Let me plead the poverty of our resources
in the Bureau of the Budget. We are trying to put out a 1965 budget
now, us you know. [ am afraid I would find it very difficult to make
a commitment to produce a carefully considered reaction to the bill
overnight. ,

(There was insuflicient time before the printing of this record for
the preparation of an oflicial report on Senator Saltonstall’s bill,
S. 2281. When the report is completed, it will be promptly submitted
to the Committee on Finance for future consideration.)

Senator SmaTners. Might I ask a question right there? Isn’t it
entirely possible you could go for this particular bill but not be for
it as an amendment to the debt ceiling for the reason that the amend-
ment would have to be approved by the House conferces which might
not give them the opportunity of hearing all the testimony with
respect to this bill?

Senator WinLiams. Well, I meant for his recommendation without
regard to whether it would be——

Senator SMATHERS. Fine.

Senator WiLniams. I was just speaking in general. [ will refer to
it ns an amendment to this since the Senator has submitted it on that
basis, but as I understand it the Senator from Massuchusetts wants
it considered ecither as an amendmont or as a separate bill. He leaves
it to our discretion.

Senator SALTONSTALL. 1'hank you very much.

The CuairmaN. Thank you very much for a good presentation.

Anything further?

Thank you very much.

(Whereupon, at 12:40 g.m., the commitice recessed to reconvene
subject to the call of the Chair.)
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