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WEDNWEDAY, FZBRUAY 15, 1967

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to notice, at 10:10 a.m., in room

2221, New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long, McCarthy, Hartke, Ribicoff, Metcalf,
Williams, Carlson, Bennett, Curtis, and Morton.

The CHAIRMAN. The hearing will come to order.
Today's hearing was called to enable administration spokesmen to

present the case for a $6 billion increase in the $330 billion debt limit
or the remainder of this fiscal year.

(The text of the bill H.R. 4573 follows:)

[H.R. 4573, 90th Cong., 1st sess.)

AN ACT To provide, for the period ending on June 30, 1967 a temporary increase in the public debt
limit set forth in section 21 of the Second Liberty Bond Act

Be it enacted by the Senate and House of Representatives of the United States of
America in Congress assembled, That, during the period beginning on the date of
the enactment of this Act and ending on June 30, 1967, the pubhc debt limit set
forth in the first sentence of section 21 of the Second Liberty Bond Act (31 U.S.C.
757b) shall be temporarily increased to $336,000,000,000.

Passed the House of Representatives February 8, 1967.
Attest: W. PAT JZNNINGS

hterk.

The CHAIRMAN. From the statement submitted by the Director
of the Bureau of the Budget, it appears the rising'cost of prose-
cuting the Vietnam war is the principal reason for the higher debt
limit. However, I note that interest on the national debt this year
is $650 million more than was anticipated when the 1967 budget
was prepared, and the full impact of the Federal Reserve's tight
money, high interest rate policy has cost the American people $3
billion extra in this fiscal year.

We are pleased to have the Honorable Henry H. Fowler, Secretary
of the Treasury, and the Honorable Charles L. Schultze, Director
of the Bureau of the Budget, with us today. Gentlemen, we know
the Business Council is meeting in Washington at the same time this
hearing is going on, and that group is making demands on your time.
I hope we can proceed with this hearing in such a way as to expedite
consideration of this bill, yet accommodate the added pressures on
you.

Mr. Secretary, perhaps we could move most expeditiously if you
and Mr. Schultze would complete your prepared statements first

1
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aid then we will proceed with any questions that the members of
the committee may desire to ask.

STATEMENT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY

Secretary FOWLER. Thank you, Mr. Chairman.
I have a short statement here which I will go over with the members

of the committee.
Mr. Chairman and members of tile committee, I appreciate this

opportunity to appear before this committee and to press our request
for prompt action to raise the limit on the public debt. This request
is for a $6 billion increase in the temporary debt ceiling, to raise that
ceiling level to $336 billion for the balance of fiscal year 1967.

Let no one mistake the realities, and the urgency of our present
situation. If congressional authority permitting additional cash
borrowing is not provided before the end of February-less than 2
weeks from today-the Treasury will be in the untenable position of
having to reduce sharply the outpayments for goods and services
approved by the Congress and vital to the Nation's well-being. For
the first half of March we will be able to pay only about one-half of
the total amount of the anticipated bills.

The potential harm to this Nation's economy and to our position in
the world economy which would result from a failure to honor our
legal and contractual obligations is self-evident. Unless the debt
limit is increased by the end of February, at which time our outstand-
ing obligations will exceed that which we could legally borrow, the
possibility of an economic and monetary derangement could be a
grim reality.

Because of the short time available we are asking at this time
only for a revision of the debt limit applicable to the remaining months
of fiscal year 1967. I would prefer, of course, to have sufficient leeway
to cover these months and the ensuing Eiscal year 1968 but I do not
believe I should burden the present requuest with anything that could
delay speedy and favorable action on the immediate need for a higher
ceiling.

For this reason, .-q well as the other reasons referred to, I believe I
am justified in urging that the Congress in committee or in floor
action not burden the present request with anything that could delay
necessary action by introducing highly controversial alaendments or
proposals.

I am aware that there are some aspects of the present state of law
and Government practice relating to the debt limit and budgetary
accounting that many members would like to see the subject of leis-
lative proposals, hearings, and possible changes in law or practice.
Many of these proposals are highly controversial. To handle them
adequately and with full legislative process would take much time both
here and in the other body.

For example, there have been Members in both Houses who have
urged from time to time that the practice of periodic extension of
the temporary debt limit be abandoned and that the permanent
limit at its present figure of $285 billion should be modified.

It is clear from examination of the record of sessions of this committee
that this is a subject which, if it is to be handled, should not be dis-
posed of in haste and without searching appraisal.
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We are all aware that there is, and continues to be, a good deal of
contention about the way in which the budget is presented. State-
ments continue to be made about so-called budget gimmickry. A
good deal of this attaches to the running dispute about participation
certificates and the sale of assests-how they should be treated in the
budget presentation. They are now, under standard procedures
followed by administrations for the iast 12 years, treated as reductions
in expenditures. Some would propose that they be included under
the debt limit.

Let me suggest the proper approach to this problem. On page 36 of
the budget message presented on January 24, the President said:

For many years-under many Administrations--particular aspects of the
overall budget presentation, or the treatment of individual accounts, have been
questioned on one ground or another.

In the light of these facts, I believe a thorough and objective review of budgetary
concepts is warranted. I therefore intend to seek advice on this subject from a
bipartisan group of informed individuals with a background in budgetary matters.
It is my hope that this group can undertake a through review of the budget and
recommend an approach to budgetary presentation which will assist both public
and congressional understanding of this vital document.

This Commission has been proposed by the President partly in
response to the concern of Members of Congress regarding budgetary
practice, and partly because it is desirable in any event to seek im-
provement in our governmental operations from a bipartisan or non-
partisan point of view. Its establishment, and a study of the results
of its efforts, offer a clearly preferable alternative to any attempt to
reform the budget in connection with this debt limit extension, where
timing is a vital factor.

This is equally true of efforts to include the participation certificates
under the debt limit, or proposals to change the permanent debt ceil-
ing, and of suggestions to modify the 4Y-perceno, ceiling on issues of
Treasury bonds-much as I sympathize with .Jih) need to take some
steps on this latter point.

Now let me move to the question of why we are here today asking
for an increase in the debt limit when the Congress acted last June,
presumably to take care of this matter for this fi ical year.

Last May, the administration requested a $4 t 4iic(n increase in the
existing $328 billion temporary debt ceiling to a level of $332 billion,
to carry through fiscal 1967. Congress reduced that request by $2
billion, voting the current limit of $330 billion. We pointed out that
this reduction cut severely into our margin for contingencies and that,
as a result, it might be necessary fo return to the Congress for an in-
crease in the debt limit applicable to this fiscal year.

Indeed, my specific comment on the $330 billion ceiling, when I
appeared before this committee last June, was as follows:

Our estimates show that this will give us a very tight squeeze in early 1967-
and as I said earlier the current uncertainties are more than normal at this time
of year--but I believe we may be able to operate within this more circumscribed
limit. I must tell you, however, that if this should not appear to be working
out, because of one or another of the various uncertainties that I have mentioned,
we would have to come back before the end of fiscal 1967 for a revision of this
limit. (Senate Finance Committee, hearing on the public debt limit, June 13,
1966, p. 7.)

The likelihood that this provision would not be adequate was also
faced squarely by this committee. The report of the committee care-
fully reviewed the debt projections presented by the Treasury last
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June and concluded that the $330 billion ceiling would be "tight" but
would allow the flexibility which is required in the management of the
debt. The report recognized that on three dates projected ahead-
December 15, 1966, and March 15 and April 15, 1967-the $330 billion
ceiling would not be sufficient to provide both a $3 billion contingency
allowance and the normal $4 billion cash balance, but it was antici-
pated that the cash balance could prudently be drawn down on dates
just before large taxpayments were due to flow in. The committee
report went on to say:

Should the somewhat higher receipt estimates of the staff of the Joint Corn-
mittee on Internal Revenue Taxation be realized, there will, of course, be further
leeway in the ceiling of $330 billion. Should this ceiling prove to be too low,
because of various contingencies which may arise, it will, of course, be possible
to reconsider the debt ceiling at a later time. (Report of Senate Finance Com-
mittee on public debt limit, June 15, 1966, pp. 8 and 9.)

The request last May for a debt ceiling of $332 billion was based
on a projected budget deficit in fiscal year 1967 of $1.8 billion. Mainly
because of the greater costs to Vietnam, and despite a much larger
inflow of tax revenues than was projected earlier, we now expect a
budget deficit in this fiscal year of $9.7 billion.

Revenues are now expected to reach $117 billion in this fiscal year,
compared with a projected level of $111 billion in the budget message
a year ago.

Our expenditures projections, however, now point to a total admin-
istrative budget outlay of $126.7 billion compared with the initial
estimate of $112.8 billion. Of the $13.9 billion difference, $9.6 billion
is a direct result of larger defense expenditures, $9.1 billion of it
directly due to Vietnam. Three billion dollars reflect the impact of
tight money markets which have raised our interest costs, impeded
the sale of financial assets, and placed a heavier burden on Federal
credit programs.

There can be no question as to the urgency of the present request.
The debt subject to limit has remained very close to the statutory
ceiling since late November 1966, hovering between $329 billion and
a peak level-reached on January 18--just $75 million short of the
$330 billion limit. At the same time our cash balance has been on
the low side, ranging at times down to less than $1 billion--compared
with the $4 billion level generally regarded as a normal working
balance in figuring our debt limit needs. And a working balance of
$4 billion, I might mention, is less than half a month's expenditures.

For comparison with the debt projections made last May and June,
let me direct vour attention to the table attached to this statement.
At the end of(December 1966 the debt was $329.5 billion, while the
operating cash balance was $4.5 billion-up temporarily because of
corporate tax receipts after December 15. With the normal cash
balance of $4 billion the debt would have been $329 billion.

As the same table shows, the projection presented to this committee
last June was for a debt at the end of calendar year 1966 of $323
billion, with the norin4 $4 billion cash balance. The actual level
was thus $6 billion above the projection, on the -basis of which the
Congress provided a ceiling of $330 billion.

The $4.5 billion cash balance we enjoyed at the end of 1966 did not
stay with us for long. By January 15 it waa $2.6 billion, with the
debt, also on January 15, at $329.8 billion. ,.If, we had held a$4
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billion cash balance on that day, the debt subject to limit would have
been $331.2 billion-S1.2 billion over the ceiling.

On January 18, the debt subject to limit reached a peak level of
$329,925 million, just $75 million short of the limit. Our operating
balance that day was $2.5 billion. With a $4 billion cash balance the
debt would have been $331.4 billion.

There was another temporary improvement at the end of January.
Our cash level was back to $4.5 biion and the debt was $4.5 billion
above the level projected last June-based on the constant $4 billion
cash balance. The cash level drops sharply during February, however,
and by the end of the month, without additional borrowing above the
current level, our usable cash will be exhausted.

If we did borrow up to a hair's breadth of the limit-which I prefer
not to do-our cash at the end of February is projected to be an in-
adequate $1.5 billion. And net outpayments in the first few days of
March would more than exhaust that meager supply. Quite clearly,
in order to pay our bills and manage our cash properly, we must be able
to borrow additional funds by the end of February.

Using the normal method for projecting ninimum debt limit leeway
for the balance of this fiscal year-including the usual $4 billion cash
balance and $3 billion contingency allowance-we would request a
debt ceiling of $339 billion for the current fiscal year. With the period
of peak need only a month or two away, however, rather than a year
away as is normally the case when we make these requests, it is possible
to plan much more closely and to anticipate that we can get through
without the same contingency allowance that would be needed
otherwise.

Accordingly we requested a ceiling of only $337 billion in our
presentation to the House Ways and Means Committee. I char-
acterized that ceiling as "adequate but s arcely comfortable or roomy."
Since that committee approved an increase of only $6 billion, I can
only conclude that their estimate of our skill and luck is more generous
than our own.

I want to emphasize that this $336 billion ceiling is just as tight as
it can be-without risking a fair likelihood that we would have to make
still another' appearance on this matter.

You will note that the projected level of debt for March 15, with a
$4 billion cash balance, is $336.3 billion. That is without any allow-
ance for contingencies. I believe we can reasonably plan for a low
cash balance on March 15, since taxes will flow in immediately after-
ward, but the lack of a contingency allowance means that this is
drawn down tight.

A delay in approving this minimum necessary increase would
be very damaging. The Government's credit must be maintained by
prompt payment of outstanding financial obligations, the trust
funds in its charge must be administered properly, and the bills

incurred in providing the goods and services for Government pro-
grams operating with appropriated funds must be paid promptly. I
urge that favorable action on our request be taken without delay.

Thank you, Mr. Chairman.
(The attachment to the Secretary's statement follows:)
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Companion of debt projection, of June 13, 1966, with actual resus

[In billions of dollars)

Projections of June 13, 1966 Actual

Difference
Operating Operating Debt subject col. (5)

Fiscal year 1967 cash balance Debt subject cash balance Debt subject to limitation comp'ed
(excluding to limitation (excluding to limitation after adjust- wth
free gold) free gold) ing cash bal- col. (2)

ance to $4.01

(1) (2) (3) (4) (5)

1#M8

June3 ........... 4.0 313.3 10.8 320.1 313.3 -------------
July 15 ............ 4.0 316.6 7.2 319.0 315.8 -0.8
July 31 ............ 4.0 316.8 6.4 319.5 317.1 +0.3
Aug. 15 .......... 4.0 318.4 3.6 319.2 319.6 +1.2
Aug. 31 .......... 4.0 320.3 5.6 324.6 323.0 +2.7
Sept.15 4.0 323.4 2.1 324.7 326.6 +3.2
Sept. 30 ..... 4.0 318.1 7.2 325.0 321.8 +3.7
Oct. 16 ............ 4.1% 321.9 2.3 323.8 325.5 +3.6
Oct. 31 ------------ 4.0 322.2 5.0 327.1 326.1 +3.9
Nov. 15 ----------- 4.0 324.4 2.3 327.1 328.8 +4.4
Nov. 30 ----------- 4.0 324.6 3.3 329.6 330.3 +5.7
Dec. 15 ----------- 4.0 327.8 .9 329.9 333.0 +5.2
Dec. 31 ----------- 4.0 323.0 4.5 329.5 329.0 0

1967

Jan.15 ............ 4.0 325.3 2.6 329.8 331.2 +5.9
Jan. 31 ------------ 4.0 324.1 4.5 329.1 328.6 +4.5

Estimated

Feb.15 ........... 4.0 325.2 ---------------------------- 30.9 +5.7
Feb.28 ----------- 4.0 324.7 ---------------------------- 332.5 +7.8
Mar. 15 ----------- 4.0 328.7 ---------------------------- 336.3 +7.6
Mar. 31 ----------- 4.0 323.5 ---------------------------- 331.7 +8.2
Apr. 15 ........... 4.0 327. 5 ---------------------------- 34.8 +7.3
Apr. 30 ----------- 4.0 318.6 ---------------------------- 327.8 +9.2
May 15 ----------- 4.0 319.8 ---------------------------- 330.3 +10.5
May 31 ----------- 4.0 320.4 ---------------------------- 330.3 +9.9
June15 ........... 4.0 324.7 ---------------------------- 333.6 +8.9
June30 ........... 4.0 314.9 ---------------------------- 323.5 +8.6

I Adjustment to $4.0 billion cash balance places data on basis comparable to estimates given on June 13,
IM, as shown in col. (2).

STATEMENT OF HON. CHARLES L. SCHULTZE, DIRECTOR OF THE
BUREAU OF THE BUDGET

Mr. SCHULTZE. Mr. Chairman and members of the committee, I
also appreciate this opportunity to appear before you.jn presenting
the ad minis Lration's request for an increase in the statutory debt
limit. Secretary Fowler's statement has explained the basis for our
request, and underlined the urgency ot the situation. I would like
to discuss with you the outlook for Federal expenditures, indicate
the factors which led to the increase in fiscal 1967 expenditures
compared to our estimates of a year ago, and outline the measures
we have taken to hold that increase to a minimum.

In his budget message lasi year, the President pointed out that
the estimate of expenditures was particularly uncertain, in view of
the wide range of possible developments iD Vietnam. In appearing
before this committee last June, when the debt limit was being dis-
cussed, both Secretary Fowler and I underlined that uncertainty.

Since that time, the outlook for Federal expenditures, revenues,
and the deficit has changed substantially, as reflected in last month's



8 8 3 6 BILLION- DEBT LIMIT

budget message. For fiscal 1967, we now project revenues in the
administrative budget of $117 billion and expenditures of $126.7
billion, resulting in a deficit of $9.7 billion. The corresponding
deficits in the cash and national income accounts budgets measures
are significantly smaller-$6.2 and $3.8 billion, respectively.

The increase in the administrative budget deficit for fiscal year
1967, compared to the estimate of a year ago, is the net result of a
rise of $13.9 billion in expenditures, partially offset by a $6 billion
increase in receipts. I do not believe it is generally appreciated that
last January's underestimate of the deficit followed 3 consecutive
years in which the actual budget deficit turned out to be smaller than
anticipated. Indeed, if we take all 4 years together-fiscal 1964
through fiscal 1967-the overestimates and underestimates almost
exactly cancel each other out.

The $13.9 billion increase in expenditures can be divided into
three parts:

First, and by far the largest, is a $9,650 million rise in military
spending-$9,084 in support of our operations in Vietnam, and $566
million primarily for increased military and civilian pay.

Second, an increase of $3 billion as the direct outcome of stringent
monetary conditions in the private sector.

Third, a net remaining increase of $1.3 billion arising from other
reestimates of fiscal 1967 expenditures, reflecting three things:

-The effect of congressional action on budgeted spending for
civilian programs;

-The actions directed by the President to defer and reduce
expenditures in fiscal 1967 as part of the economic program he
proposed to Congress last September; and

-Changing workloads and more recent program experience
which have caused revisions in the estimates for such outlays as
public assistance, the postal service, the space program, and
general revenue payments for medicare.

Let me describe each of these elements of the 1967 expenditure
revision in turn.

DEFENSE SPENDING

The 1967 estimates of military expenditures were developed in the
latter months of calendar 1965, when-

-- Our buildup in Vietnam was really just beginning-and we
were moving more than 100,000 men 10,000 miles in 120 days.

-- Our measurable expenditures for Vietnam were growing
explosively-there was a 50-fold increase in such expenditures
from 1965 to 1966.

-Enemy reaction was uncertain-
-to our buildup, which radically altered the military

balance;
-to major diplomatic initiatives then underway.

In these rapidly changing circumstances, we did not know how
fast or how far our buildup in forces would have to go. Reasonably
accurate military requirements for the more distant future could not
be established. As a consequence, the volume of long-leadtime items,
which would have to be ordered in advance during fiscal 1967, if the
war were to continue beyond the year's end, could not be determined.
Therefore, rather than submit appropriation requests for such items
based upon pure speculation, military requirements were forecast
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and budgeted only through June 30, 1967--a date which was itself
almost 2 years away at the time the budget was formulated.
, We did forecast large increases in expenditures, both absolutey

and relatively, for 1966 and 1967, even without the inclusion of these
long-lead items.

.The many uncertainties in these estimates were stressed in the
budget message, in other Presidential statements, and in testimony
of administration witnesses before congressional committees, begin-ning with January 1966. Similarly, the specific palnning assumptions
behind the Defense budget were outlined by Secretary McNamara in
his appearance before the Senate Armed Services Committee a year
ago. He explicitly pointed out that "if it later appears that they
[combat operations in Vietnam] will extend beyond this date [namely,
June 30, 1967], it ill be necessary to supplement the fiscal year 1967
budget." On August 1, 1966, Secretary McNamara advised the
Senate Appropriations Committee that a supplemental appropriation
request for 1967 was "very likely." Supplemental appropriations for
the conduct of a war are, of course, nothing new. During the Korean
war, for example, there were seven supplemental appropriation re-
quests, totaling $45.1 billion.

As the need for a 1967 supplemental became clear, we chose to
handle it in the regular 1968 budget and proraming process then
underway, rather than to transmit hurried and partial estimates to
the Congress late last year, while attempting to run two budget/
program cycles at the same time. Many of the decisions which were
involved in peparing a 1967 supplemental were also involved in pre-
paring the 1968 budget. The 1968 budget, for example, is based
upon decisions about the level of troop strength and the nature of
their operations. But part of the long-leadtime procurement and
pipeline requirements which are needed for those operations is financed
in the 1967 supplemental. Had we gone forward with an amendment
or supplemental last fall, it is quite probable that another drastic ad-
justment would have had to be made in the 1967 financing requests
on the basis of decisions taken on the 1968 budget.

It is important to note that:
-Our military effort in Vietnam has not suffered in any

way from a shortage of funds. We have provided every plane,
every gun, and every cartridge needed to support operations m
Vietnam.

The most immediate needs have been coveredl through re-
programing actions, which have been reported to the appro-
priate committees according to established procedures.

-The supplemental now before the Congress will take care of
additional needs.

Tht alternative to this course of action would have been to present
last year an appropriation request not based on firm requirements.
This would have been extremely wasteful. In the first place, it
would have courted the danger of the kind of overfunding which
occurred during the Korean war, when the Defense Department
requested far more funds than were actually needed, created a huge
unfilled backlog of industrial orders, and ended up with billions of
dollars in unneeded material and supplies. Indeed, in the Korean
war the appropriations were so far out of line with reality that ex-
penditures consistently fell far below forecasts, simply because it
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was impossible to produce what had been ordered, even with all-out
production runs. Moreover, the available balances were so large
that in the Army procurement accouit, for example, the military
were able to run their operations for 4 years after the end of the
Korean war without requesting any additional appropriations.
This is hardly conducive to effective control over the defense budget.

Second, it is an exceedingly valuable practice, in military budgeting,
to request funds only when justified by specific requirements. This
practice is one of the important tools a Secretary of Defense has at
his disposal to avoid unnecessary and wasteful spending. To have
requested billions in appropriations not based on firm requirements,
could, in my view, have risked destroying an effective budgetary
control technique, painfully developed over many years.

While there continue to be uncertainties in our current estimates,
we are now on much more solid ground than a year ago. Specifically:

-We now have more than 18 months of combat experience
behind us.

-The data base necessary for realistic forecasting is being
augmented every day.

-Although our buildup continues, the rate is far mor grad-
ual-we are no longer doubling our deployments in a periodof a
few months.

For these reasons it is now possible to determine future needs more
accurately. As a consequence, the 1968 defense budget-unlike the
1967 budget-provides for financing Vietnam requirements on a
continuing basis, and will assure the availability of long-lead-time
items until fiscal 1969 funds are provided.

The 1967 supplemental, which is now before the Congress, requests
$12.3 billion in appropriations for the support of our operations in
Vietnam. Expenditures for those operations will be $9.1 billion
higher than estimf ted a year ago. Taking into account increases in
military and civilian pay and similar items, the total increase in
defense spending will be $9.6 billion.

I am attaching, as an exhibit to my statement, the first several
pages of Secretary McNamara's statement last month before a joint
session of the Senate Armed Services Committee and the Subcom-
mittee on Defense Appropriations. It covers, in somewhat more
detail, the points I have made with respect to the 1967 defense
expenditure estimates.

Let me turn now to the impact of monetary conditions on the 1967
budget.

The second major factor in increasing the current expenditure
estimate as compared with the original 1967 budget a year ago was
the condition of the money market d=uruig the past year. We estimate
that the increasing shortage of credit funds and rising interest rates
experienced last year are adding approximately $3 billion to the
Federal budget for fiscal year 1967 as a whole, although monetary
conditions are fortunately now easing.
* First, interest on the public debt will be $650 million higher than
originally anticipated, mainly on account of a rise in interest rates.

cond, sales of financial assets are now projected for fiscal 1967
at $3.9 billion-$800 million lower than the estimate carried in the
budget a year ago.
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Third, a decreasing awcailability of credit in the private money and
credit markets led to additional outlays of $1.5 billion in various
Federal credit programs-the major instances of which are as follows:

-Large amounts of crop loans under the price support pro-
gram, normally made by commercial banks with CCC guarantee
will instead have to be made by CCC itself-this is estimated
to add $550 million to expendiwmres.

-- Sales of properties, acquird by the Federal Housing Admin-
istration under its mortgage guarantee program, are normally
financed with private mortgages-an additional $500 million in
expenditures will occur became these mortgages will be picked
up by the Federal National Mortgage Association.

-Some $200 million additional disbursements will have to be
made by the Export-Import Bank to finance export loans which,
under more normal monetary conditions, would have been made
by private lenders.

-Additional net budget expenditures of $130 million will occur
as a result of a reduction in the flow of savings into savings and
loan institutions which in turn led to lower-than-estimated pay-
ments of advance insurance premiums to the Federal Home Loan
Bank Board.

Let rae turn to other expenditure reestimates.
Finally there is a net increase in expenditures of $1.3 billion-apart

from changes in defense outlays and changes stemming from money
market conditions. This increase is the net result of three factors;
reestimates in expenditures reflecting changes in workload or program
conditions; congressional changes in the 1967 budget; and presiden-
tially ordered reductions and deferrals.

The effect of congressional action on appropriations and authoriza-
tions during the last session of Congress woidd have raised 1967
administrative budget outlays by some $2.6 billion. However, this
increase will be approximately offset by the reductions, deferrals,
and postponements ordered by the President to help restrain infla-
tion. Although these two categories roughly cancel each other in
total, this is not the case for each individual agency. The most
significant reestimates are for:

-The Department of Health, Education, and Welfare, up
$0.7 billion. Here the most significant factors are increases
for relatively new medical programs in which tae estimating
experience is so far very limited. The largest single increase is
for the medical assistance grants under the public assistance
program, as State expenditures which earn Federal matching
have risen above the level expected last year. In addition, about
2 million more elderly people than expected enrolled in ths
supplementary medical insurance program under which the
Federal Government matches their $3 per month premium
payment. These two items account for $0.4 billion of theEW reestimate.

-The National Aeronautics and Space Administration, up
$0.4 billion. While the NASA program was not increased,
contractors performed more work under existing contracts than
had been anticipated.

-The Veterans' Administration, up $0.3 billion aside from
money market changes. The increase reflects the cost of the
O.T hi%, enacted last session.

10
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-- The Post Office Department, up $0.3 billion (excluding the
cost of last year's pay raise). This increase is primarily for the
cost of handle". and transporting 2 billion more pieces of mail

than estimated in the original budget figure for the Department,
even though that estimate itself projected an almost record in-
crease in mail volume.

The largest decrease estimated is in the Department of Agriculture,
for which the reestimates amount to a reduction of $0.4 billion com-
pared with last year's estimate. The major factors here are lower
than estimated production of cotton and increased domestic con-
sumption and exports of feed grains.

CONGRESSIONAL ADDITIONS TO THE 1967 BUDGET

Congressional action on the President's budget requests last year
would resui.t in an increase in expenditures during the fiscal year 1967
of about $2.6 billion.

Although there were a variety of ups and downs, the total of appro-
priations enacted was not far from the President's budget recom-
mendations, except for a few instances in which the appropriations
covered more liberal legislation than the President had proposed-
notably the new GI bill. However, it is now clear that several
appropriation reductions were made in uncontrollable formula pro-
grams-such as public assistance and vocational rehabilitation-
simply on the basis of workload estimates which cannot be sustained.
Such cuts will have to be restored. Allowing for these cases, we
estimate an increase of $0.6 billion in expenditures this fiscal year
over the amounts originally budgeted.

The Congress last year also provided new obligational authority
in substantive law-that is, "backdoor financing"-not requested by
the administration. Increased expenditures from such authority
particularly for the purchase of mortgages on low-cost housing, would
amount to $0.6 billion, if the President had not placed some of these
funds in reserve.

Additional 1967 budget costs of $0.7 billion stem from actions fixing
benefits or pay rates--such as the advance in the effective date of the
military and civilian pay raise to July 1 ,1966, instead of January 1,
1967, as proposed, and increases in military medical and veterans
benefits.

An increase of $0.2 billion in expenditures results from legislation
which would have permitted certain reductions to be made. Exam-
ples include user charges for such services as meat and poultry inspec-
tion and authority to guarantee private loans to some students who
now qualify for direct loans.

Finally, the Congress enlarged program authorizations by an
amount which would have added $0.5 million to 1967 expenditures.
The administration, however, has not and does not intend to seek
supplemental appropriations to cover these items. Four-fifths of the
amount involved relates to increased authorizations in the Elementary
and Secondary Education Act.

I would like to discuss for a few moments the 1967 program deferrals
and reductions.

In his September 8 economic message, the President stated his
intention of deferring, stretching Out, and otherwise reducing contracts,

III
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cbmnaitments, and obliktiond. • He indicted at that timnI that he
had already ordered $1.5 billion of such deferrals ant reductions,
ad estimated that another $1.5 billion would probably be rmuired,
for a totalprogram reduction approximating $a billion. With normal
timelags this would have led to expenditure reductions of $1N to $2
billion for the year.

The actual program reductions which have been undertaken exceed
the target set out last fall; Reductions and deferrals in program obli-"
gations, commitments, and contracts total $5.2 billion. We estimate.
the expenditure effect of those actions to be; $3 billion. Of, that $3
billion, $2.6 billion is reflected in the administrative budget. : The
other $400 million is the expenditure reduction, during the 12-month
period beginning October 31, which results from the $1.1 billion re-

uction ii highway contracts. This reduction shows up in the trust
funds, of'course, not in the administrative budget. " :1

, In the President's September message, and in my testimony before
this committee last October on the suspetision of the investment
credit, three specific means of achieving those reductions and deferrals
were outlined:

-Requesting appropriations for Federal. programs at levels:
. below those authorized by the Congress, where additions tpr the

President's budget were involved, :
-- Withholding appropriations provided above the President's
budget recommendations, and
-Reducing or delaying programs requested by the President in
his 1967 budget.

* Each of these types of action was undertaken in reaching the re-
ductions of $5.2 billion in programs and $3 billion in expenditures.

'As 'the President indicated in his September message, and I pointed.
out in my testimony before this committee, a very large part of the
reductions stems from delays, postponements, and stretchQuts in
contract awards and program commitments. These contracts will,
in most cases, eventually be let. But the delay and deferral of awards
were designed to and succeeded, we believe, in, mgderaving inflationary'
pressures.

I have attached to my statement a table summarizixig the major
types' of reductions or deferrals and the' major Federal agencies
involved- These overall summaries are the result of some 150
individual program actions, a detailed compilation of which has been
printed in the hearings of the House Ways and Means Committee on
extension of the debt limit. I have copies of that tabulation and
would be glad to furnish it for the committee.

Illustrative of the kinds of actions involved are:
-A reduction of $1.1 billion in obligations under the highway
trust fund, These funds will not be lost to the'trust fund, but
will be available for later obligation as budgetary and economic
conditions warrant.

-A postponement from 3 to 6 months of every new start in
the Corps of Engineers program for fiscal 1967--both the 25
requested by the President and the 33 added by the Congress.
To avoid price speculation, we are allowing land acquisition to
proceed. Three projects are not canceled, but deferred.7:' - I

-A withholding of $750 million of the $1 billion in housing
special assistance provided by the Congress.' These funds will

12;
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remain avaikble. Should conditions require, it may be necessary
to release some of these funds at a later date.

-A deferral and postponement of 1967 new starts on Federal
buildings.

-A reduction in Public Law 480 shipments during fiscal 1967.
.- A reduction in the outflow of loans under various loan

programs of the Agriculture Department.
These examples give the flavor of the actions we have taken. The

administration is continuing to review 1967 programs with an eye to
finding additional areas where stretchouts or postponements can be
made. At the same time the delays and reductions already ordered
are also being reviewed. If economic conditions should require, some
funds that are now being withheld may have to be released. Con-
sequently the size and composition of the reductions may and most
will change likely as the year progresses.

As I indicated, I have available an itemized list of some 150 indi-
vidual program actions.
Senator WILLIAMS. 1 wonder if it might not be well to put those in

the record. We hear so much about them
Mr. SCHULTZE. I have copies of them and they will be submitted.
The CHAIRMAN. It will be so received without objection.
Mr. SCHULTZE. They are available, as I say, now, in the printed

hearings in the House Ways and Means Committee, the printed
hearings on the extension of the deUt limit.

(The document referred to follows:)

SUMMARY ANALYSIS OF 1967 BUDGET REDUCTIONS AND DEFERRALS

Attached are summary tabulations and a detailed table on the 1967 budget
deferrals, postponements and reductions.

There are several factors which should be kept in mind in reviewing these
actions.

First, the President in his September 8 economic message, and the Bidget
Director in his subsequent testimony before the Ways and Means Committee,
stated that the program deferrals and reductions would be accomplished in
three areas:

-by requesting appropriations for Federal programs at leveh below those
authorized by the Congress;

-by withholding appropriations provided above the President's budget
recommendations; and

-by reductions or delays in programs requested by the President in his
1967 budget.

As the attached tables indicate, reductions were made in each of these areas.
Second, the Budget Director's statement before the Ways and Means Com-

mittee last September referred to a determination to reduce Federal programs by
at least $3 billion. Because of lags in expenditures, such a reduction in program
levels would have produced expenditure reductions of about $1% to $2 billion.
The total delays, postponements, and reductions outlined in the attached papers
actually total $5.2 billion in program levels, significantly higher than the amounts
indicated in the September statement before the Ways and Means Committee.
The expenditure effect of these program actions is estimated at $3 billion, rather
than $I,% to $2 billion.

Third, as both the President and the Budget Director stated last fall, a very
large part of the reductions stems from delays, postponements, and stretchouts in
contract awards and program commitments. These contracts will, in most cases,
eventually be let. But the delay and deferral of awards has helped and will help to
moderate inflationary pressures.

Fourth, the Administration is continuing to review 1967 programs with an eve
to finding additional areas where stretchouts or postponements can be made. At
the same time the delays and reductions already ordered are also being reviewed.
If economic conditions should require, 3ome funds that are now bieng withheld

74-87-67-2
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may have to be releasedL Consequently, the eompositioL .of the attached list
may change as the year progresses.

1967 BuDGET REDUCTIONS

Attached is the listing of 1967 cutbacks and deferrals. As shown in the follow-
ing summary (Table 1), they amount to reductions of $5.2 billion in program levels
and $3.0 billion in expenditures. The detail supporting the second line (b) of that
table is shown in Table 2 attached. (Not submitted.) The remaining details are
shown in the attached Table 3. The cutbacks and deferrals are shown in the
last two columns of Table 3 and do not include reestimates resulting from actions
other than those taken specifically to reduce the budget. These reestimates,
expenditures estimated in the January 1966 budget, and the expenditure effects of
Congressional action are shown in separate columns of the table.

TABLE 1. -Summary of 1967 budget reductions

[In billions of dollars)

Program Expendi-

level tures

Administrative budget:
(a) From funds provided by the Congress ---------------------------- & 31
(b) Increased congressional authorizations for which we do not plan to

request appropriations ------------------------------------------ .8 .5
Trust funds (nearly all highway trust fund) -------------------------------- 1.1 J.4

Total reduction-.. . . . . . . ..-------------------------------------------- 5.2 &0

' Expenditures effect is for the year beginning Oct. 31.196.

TABLE 3.-1967 budget red udionu
(In millions of dollars]

Estimated 197 expenditures

Deferral or cutback

Effect of-

Agency, item, and description of deferral or cutback 3alnuary Revision
6 Congr in work-

budget sional load and Expendi- Program
action other tures level 2

reesti-
m'ates I

Agriculture:
Agricultural Research Service and Library:

Slowdown on research construction ........ 12.6 1.8 7.4 -1&9 -11.8
Reduction in fire ant eradiction program ------------ 4.2 ---------- -- 1. 7 - 0

Cooperative StateResearch Service: Construc-
tion grants, delay allocation of grants for
facilities requiring provision of matching
funds. -------------------------------------- 47.7 13.2 ---------..... -3 ---...

Soil Conservation Service:
Watershed protection, flood prevention

and resource conservation and develop-
ment programs, slowdown rate of con-
struction ------------------------------- 102.9 1.3 -1.3 -4.1 -L1

Great Plains conservation program: Hold
program to 1986 level ------------------- l&0 .9 ---------- --. 4 -2.3

Conmmer and Marketing Service: Sec. 32, re-
duction in purchases of surplus commodities.. 185. 9 ---------- --------- 40. 0 -40.0

Commodity Credit Corporation: Public Law
480-4ood for freedom, reduction in ship-
ments for 1967 ----------------------------- 3.75. 0 ---------- 140.0 -100.0 -100

Rural Electrification Administration: Loans,
electric and telephone-hold down loans to
minimum essential needs -------------- 184.0 89.5 ---------- -- 27.0 -125. 6

Farmers Home Administration: Direct loan
account, operating loans--reductkca in farm
operating loans ---------------------------- 300.0 0 .---------- -75. 0 -7& 0

See footnotes at end of table, p. 21.
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TA Bua 3.--1987 budg e reducion&s-Continued
[In millim of dollars]

Agency, item, and description of deftrral or cutback

AgrIculture-Continued
Agricultural credit insurance fund: Action to

speed up sale of loans, including changing
discount.........................-------

Rural housing insurance fund (above moder-
ate income loans): reduction in relatively low
priority loans made to persons with adequate

comes ....................................
Additional items reduced or deterred since the

1968 budget estimates were prepared:
Special milk and food stamp programs:

Stop reallocation of special milk grants.
Delay inception of food stamp pro-

grams in new areas ------------------
Farm a housing grants: Reduce 1967

program by postpon grant& ........
Commodity Credit Corporation: Cut

back shipments further under food for
freedom program .......................

Rural Electrification Administration" Fur-
ther postpone advances (a prior loan
commitments -------..------------------

Soil Conservation Service: Further debrral
of contracts and loans-..................

Forest Service: Postpone planned land
acquisition under land and water con-
servation fund --------------------------

Commerce: Ship construction subsidy: Deferment
of contract awards for approximately four ships
until fiscal year 1968 ..........................

Corps of Engineers:
Construction:

New starts--delay initiation by 3 to 6
months of 6 projects; land acquisition
would proceed as originally scheduled--.

Continuing construction--defer award of
contracts by I to 12 months on 67 projects
initiated prior to 1967; slow down, where
possible, other continuing contracts ----

General investigations:
Transportation studies--defer studies and

await action by new Department of
Transportation ------------------------

Texas water plan and gulf pollution
study-portion of funds withheld pend-
ing clarification of study purposes and
requirements ........................

Great Lakes deicing study-study do-
fe.-red because of low priority .........

Small equipment replacements: $400,000 cut-
back reflects a 5-percent reduction from nor-
mal small equipment replacement expendi-
tures of $8,000,000 spread over 37 Corps dis-
tricts. Reductions will take place averag-
ing $50,000 per month for 8 months begin-
ning November 196 through June 1967 ......

Health, Education, and Welfare:
Food and Drug Administration:

Defer procurement, supplies, travel, and
printing and reproduction -------------

Defer construction starts -----------------
Education:

Higher education loan fund: Program
level reduced from $300,000,000 to $200,-
000,000. $100,000,000 is carried over for
use in 1968 program --------------------

Academic facilities construction, research
construction, and research and training
project grants: I)efer construction and
new project grants ----------------------

See footnotes at end of table, p. 21.

Estimated 1967 expenditures

Effect of-

January
1966

budget
Congr-

sionalaction

-106 1 ..........

1609.6 7M 0

& 0 -.... o- -

(5)

(a)

(I)

11.7

(5)

(5)
(a)

4.5

91.5 -----

1,040.0

.8L9

64.9

4.0

365.2

26.0

.2

-4.1

-5.0

Revision
ii work-
IL d and

other
resti-
mates

8 122.9

-1.0
4&(

(5)(a)

* 10.2

Deferral or cutback

Expend- Program
tures level'2

-86.0

-8.6q

-1.0

-2.0

-25.0

-3.6

-8.6e

-1.0

--2.0

-10.0 ........

-3.3 -3.3

-5.0 ..........

-19.5 ..........

-6.1

-&0

-20.2

-40.9

-8.8

-. 3

". 1

-. 4

-30.8

.- 61.7

-47.2

'-161.8

'-275.0

-. 2

-. 3

--.1

-. 4

-100.0

-94.3

... 1 (- 1.2)
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Estimated 1967 expenditures
Dehrral or cutback

Efict of-

Agency, item, and description of dekrral or cutback -an. .196RViollyl
mgre in work

budget load d Expen Pror
sina other turee level I

sln reasti-
mato

Health, Education. and Welfare-Continued
Education--Contnued

Libraries, handicapped and salaries and
expenses. Stop reallocation of formula
grants for libraries, defer new proets-for handicapped research, and deer pur-
chase , travel, ete ------------------------ 9. - ........ . -2.2

Work-study, educational opportunity
grants univasity community services-

Limit continuation grants- ........- 1.4 -1.8
Limit reallocation of brtmula 1an._. . ....... -8.0 -14.2

Student loan program: Stop relocation
of formula loans . ..-------------------- 80.0 I8 - 2 ----. t0 -5.0

Elementary and secondary eduestm
activitles:

TiLle 1, education of disadvantaged:
Stop reallocstion of formula grants., 970.0 -12.0 '119.0 -84.0 -56.0

Title 3, supplementary centers and
services: Defer new project grant&
until later in year ------------------ 110.0 -7.0 -19.8 -1&2 (-22-7)

Titles 2, 4, and 5: Stop reallocation of
formula grants...------------------ 110.0 21.3 - -1.8 -3.5

Federally impActed areas: Deer new
projects ---------------------------- 26... 27. 167.8 ------------ 13.2 -17.4

Vocational education: Defer Appalachia
vocational school comtruction. defer
new project grants for research, limit
eontinuatlon costs and stop realloction
of formula nts ---------------------- 214.7 . 15.2 ....... . 8.6 -10.2

Voz.ational rehabIlitatIon-research and train-
Ing and project grants other then State
formula support: Defer Initlation of new 42.0 --------- ---------- 2.0 .8
projects within year and limit cost of con- (-1.8)
tinu Vions ................................. "

Public Heaith Service-hospital construction
activities.

)efer construction starts ----------------
Defer AppasehiM heath grants .40.0 --- 43-4 -4-9 (-107.0)
Deex pocurement of equipment t, supplies, " #4&. -2. (-2.5)travO ------------------------------------. 1

Public Health Service--eonstruction of health
education facilities and NIH grants for con-
struction of health research facilities:

Defer bt5,000,000 for obligations in 1"8 .. & 0 -2.0 -15.0
Defer construction starts within the year.. --6.8 (-10.0)

NIH--regional medical program:
Slow down pannin and operating

regional medical program -m - .... ......... .-M o -3o.
Defer funding projects within the yr. -16.0 -1.4 (-1.8)

NIH---oher: y-1
Hold back conmat m grants .......... ... -. 6
Restrict procurement .of equipment, .

supplies, travel, and reproduction for
Internal use ---------- ----------- -LI -1.5

Defer major expansion on the awtifal 919 27.7 -.2
heart program until lain in 1967 J-------.-2. 0 (-10.0)• " Dere* procurement 0=qdmet U11 I,

travel, and reproducti within th yea -LI (-.)
Defer start of new research projects until

later in the r .......................... 2 (-.6)
NIMH (*Rlsva of obstruction):

Defer procurement of equipment, Supplies, -.5
etc ---- --------------------------- 

-Defer new project starts ----------------- 19 8.0 7 -.4 -&0
Restrict procurement-------------------.
Stop realloe o of frma grants........

National Ubrary of 3hdW"*e
Defer until 1968 grants for the construction

of medical libraries ------------------ -7.6
Restrict procurement of equipment,

supplies, travel nd repr-du-ton ------ 1...... . . 1
Defer procurement of equipment, supplies,

travel, and reproduction -----------. (-.2)
See fo ote at mnd of table, p. 21.
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TA=&~ 31.--1967 Ut4g9 redudime--Pontinued

-a m~lli ns "loIaw)

I timated 107 expenditures

Agwsey, item, and er ption otrms orqutback
Janum

budge
7

Health, Education, and Welfare-Continued
Construction of community mental health

centers, Public elth Service; Defer con-
etructlon starts 2............................ 0

Public Health Service--other public health:
Deter procurement equipment, supplies,

tr vel and reproduction ---------- -------
Streslocatioi. of formula grants .........

er new project starts -----------------
Linit cost of continuation grants -------- 584.7
Restrict procurement, equipment, sup-

plies, travel and reproduction ----------
Other ...................................

St. Elizabeths Hospital:
Defer procurement of equipment, travel,

supplies, and reproduction ...............
Defer construction starts --------------- 10.

Social Security Administresion: Defer con-
struction starts (trust funds) _--------------( 11.41 -

Welfare Administration (except public ssist-
ance): Defer initiation of new project grants
and contracts ---------------------------- 281.1 -

Coordination and development of programs
for the aging: Stop reallocation of formula
grants ------------------------------------- &

Special institutions: Howard University: De-
fer construction starts ----------------------- AS

Housing and Urban Development:
Low rent public housing (loans for new unlt):

Reduction in new anual contributions
contracts by 8,000 units tielow the budited
level This reduces loan obligations In the
first year by $1,333 per unit (January 1968
estmime for 1967, 60,001 units); (January
1967 estimate for 1967, 52,000 nits) ---------- (S

Open space land programs. Reduction In grant
approvals ..------------------------------ 30.0

Neighborhood facility grants: Reduce grant
resrvations -------------------------------- 1.

Grants to wad advance acquisition of land for
public facilities: Reduce grant approvals..... .4

Urban mams transportation: Only $5,80,000
is now estimated for the new authorities.
Use oi remaining authority has been deferred
until 1968 ---------------------------------- 6 0

FNMA construction financing of certain ml-
tifamrbW housing: New authority is not to be
u sed ......................................

Urban renewal program (reestimate results
from tight money market):

Reduction in commitments to be made
in I6 for granUts for demolition of con-
demned structures ---------------------

Reduction In grant and loan disburse- 4126
ments resulting from holding local
Public agency working balances to veryw level --------------------------------

FNMA--ow cost housing mortgages: Only
$250 000,000 of the authority is now being
used for mortgage purchases. The remain-
der is reserved for use If it should prove nec-

-y r --------- -- k_i- -- s-e--- -_ e--- ----------
strictions on FNMA secondary market
mortgage purchases have been maintained
to avoid the necessity of any net purchase of
preferred stock this year ------------------ 36. 8

Rehabilitation loam: Reduce loan reserva-
tions ---------------------------------------- 17.1

See footnotes at end of table, p. 21.

Effect of--

Revtsion
Cop.in work-

slonal load and
action other

reesti-
matosI

--- --- -7.0

28.9 -4

1. . . 2

--. . .6

----- - -. 6 .

-. -9.56.

- .4.

.1

75. 0

-. 2

350.0

140.2
-. 2

--11.9

12.0

Deferral or cutback

Expendi-
tures

-1 .2
-1.4
-3.0
-1.1

-1.3
-2.9

-5.3

-. 4

-. 9.

Program
level I

(-18.0)

(-4.9)
-2.3

(- 7)
-1.5

-1.8
-3.0

-. 7
(-.8)

-7.5

-. 6

-10.7

-2.5

-3.6

-4.0

-13.2

-75.01 ---------

-2.01

- -10.0

.... -280. 0

-176. 0

-5.5 ...........

-5.0

-750.0

-176.1

-34.2

m
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TABLE 8.---I7 bad rWcto"u-Continued
[in mions 0Im.,z

AMncy, Item, and description of detrral or cutback

Interior:
Apamhian region mining ares restoration:

Dee program to 1 9M .....................
Solid waste disposal: Slow down gant pro.

gr= Umit Junk auto disposal demonri-
totoone site ..............................

Bureau of Indian Affairs:
Building, utilities, and road construe-

tion--dter some starts and slow down
oonstructiof rate t----------- .........

Irrigation--slow down Navajo project con-
stru u tion -------------------------------
on-reduce commits ..............

National Park Service:
Bulldines and utilities-slow down con-

sucetio tDrolects.. -------------
Roads and construction proj-

ects --------------------------------------
Prkway--deer construction projects.-

Federal Water Pollution Control Administra-
tion:

Grants for waste treatment works-deer
to 1968 grants for demonstrsion of alter-
natives to searating combined sewers...

Wter supply and water pollution con-
trol--deer some program increase --------

Bureau of Outdoor Recreation: Land and
Water Conservation Fund (State grants)-
cutback in the State grant program .........

Office of Saline Water: Slow pace of research
and development ...........................

Bureau of Commercial Fisheries:
Anadronous and Great Lakes fish con-

servation--reduoe grants to States for
conseration projects --------------------

Fisheries loan fund--slow down rate of
loan approvals ........................

Bureau of Sports Fisherde and Wildlife:
Sport flab construction--delsy on starting

construction of District of Columbia
aquarium ..............................

Federal aid in fish restoration--ow down
approvals of proposed State develop-
ment projects ---------..................

Federal aid in wildlife restoration-slow
down approvals of proposed State devel-
opment projects -------------------------

Anadromous f h--establish reserve of
$1 30 000 against 1967 appropr nation .

Bonnevile Power Administration: Defer con-
tracts for continuing work In construction of
Northwest power grid ----------------------

Bureau of Reclamation:
C onsUution and rehabtitation--der

contracts on continuing construction....
Uper Coloado River Storage Project (In-euing recreation and fish and wildlife

facltes)--defer ontrt continuing
contructlon. ..........................

Loan program-deter loans on continuing
pro "ets - ................. .........

Bureau ofad Management:
Construction and mainteance-defer

maintenance Items --------------------
Public lands, roads and trails--defer con-

struction of roads of lower priority ......
Oregon and California grant lands fund--

defer part of roads program to 1088 --
Transportation:

Federal aid to highways (trust fund): Re-
duction in program level during 1967------[3,

See t esat ad of tab, p. 2L

1smaed 107 expenditures

Janur
Iwo

13.0

236.1

22.5
7.5

5a0

43.9

19.2

.2

10.0

&0

1&0

Revision
G gr.In work-

slna load and
acumo I cther

re-ti-
mat"sa

-1.3

-1.3

-1.0

9.8

1.3
.6

-11.0

-11.7

1.0 ......

-. 6 -3.a

4.0

"2.8

.0 u 10.7

100 .--------

176.3

14.0

2.0

2.0

7.0

970.01

18.8

10.7

L4

.I

[1e 01

-. 5

-LO

.2

2.8

[-0.01 U

De~rral or cutback

xpendi-
tures

-9.5

-9.5

-1.6
-0.4

-8.8

-1.0

-2.4

-20.0

-3.0

-L5

-. 5

--&0

-L3

-7.1

-L5

-. 5

-4.5I

Pre6=61m

-10.0

-. 6

-13.5

-1.6
--. 4

-8.8

-6.7
-2.5

-10.0

-2.4

-21.5

-3.5

--15

-25

-&7

-L3

-7.1

-L6

-2.2

-57.1

-O 1 -2& 7
-. 8 .....-----.-

-. 1

-. 8

-. 1

-. 8

[-42.014 [-1,10001
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TAuz &-IE bud e reducdi s--Continued
[In m&LIMo of dollhmj

Agency, Item, and description of detral or cutback

Transportatbm-Continued
tame and community highway safety pro-
grams: Hold obligations to $W,000,000 in 1967.

Federal Aviation Administration:
Defer 88T long-lead-time items. ...........
Deter facilities and equipment and R. & D.
Defr grants-in.-aid for airports .... ........

Coast Guard construction: Stretchout and
deferral of Coast Guard construction -........

Treasury:
Mint, salaries and expenses (coinage program)

redw lon in level of coinage production ......
Mint co n structio n --------------------

Atomic Energy Comm'sIon:
Nuclear safety test facility: Cancel scheduled

construction of facility for reactor safety
program, Idaho ------- _-------------------

Project Rover facilities: Defer miscellaneous
plant construction projects for ProJect
Rover (nuclear rocket) program ...........

Weapons miscellaneous plant construction:
Deferral of a portion of a project under the
weapons program ----------------------------

Alpha fuels facility: Defer construction of
Isotopic fuels development facility, Mound
Lab, Ohio ..................................

Fast reactor core test facility: Terminate con-
struction project, Los Alamos, program is
being reoriented to more promi'lng R. & D..

Environmental test facility: Deferral of con-
struction of weapons development facility,
Liverm ore, Calif -----------------------------

General equipment purchases: Deferral of
purchases for 6 months within fiscal year 1967.

MIT linear accelerator: Defer construction of
the housing for the MIT medium energy
physics accelerator .................

Sodium pump test facility: Defer construction
of facility for fast breeder reactor develop-
ment program, California ...................

Naval reactor facility mods: Defer construction
(funds retained for design), Idaho ..........

Argonne advanced research center: Defer con-
struction until fiscal year 1968 .............

Plowshare excavation program: Defer part of
program (principelly cratering excavation
experim ents) ................................

New biology lab, Hanford, Wash.: Defer con-
struction of facility

Computer for Stanford accelerator: Deferral of
procurem ent ---------------------------------

Other:
Deferral of headquarters computer ---------
Deferral of university accelerator ........
Deferral of moderator purification Im-

provements at Savannah River, S.C ....
Deferral of miscellaneous modifications to

reactors ...............................
Reduction of construction funds for Tan-

dam Van de Orsaff, Brookhaven Na-
tional Laboratory, N.Y ................

Deferral of construction planning and de-
sign funds -------------------------------

Deferral of modifications to Elk River
reactor, Minnesota -_-------------------

Deferral of portion of the construction of
the Thorium-Uranium Fuel Cycle De-
velopment Facility, Oak Ridge, Ternn--

Deferral of a community disposal project..
Deferral of equipment procurement ........

See footnotes at end of table, p. 21.

Estimated 1967 expenditures

I Effect of-

January
1966

budget

12.0

900

alonal
action

10.0

-8.0

Revision
in work-
load and

other
resell-
mateI

-3. u

70.01 ------- I.------

31.8
1.4

.9

.5

-5.0

2.5 .... ...........

1.3 ... .............

1.4

141.4

.9

1.2

1.5

2.5

8.2

.5

2.4

13.5

Deferral or cutback

Expendi-
turs

-12.0

-18.0
-14.0
-&0

-16

-& 0
-3.4

-.9

-. 5

-1.0

-.2

-1.3

-1.2

-6.4

-. 5

-1.0

-1.0

-2.5

-&2

-. 5

-2.4

-1.0
-. 6

-. 4

-. 6

-1.0
-1.0

-. 7

-. 2

-. 5
-&0

Pro: a

-17.0

-20.0
-30L0
-21.0

-10.8

-5.0
-&0

-1.8

-2.0

-2.2

-2.3

-2.7

-1.9

(-7.6)

-2.9

-6.2

-8. 5

-21.8

-&.2

-4.5

-4.5

-1.5
-1.6

-1.2

-. 8

-1.0
-1.0

-3.7

-. 5

-. 6
-. 5
-&0
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T~A~AsL 8-IN 19#7a~i u

1- f. I Itinisted 1907 expinltur.s Dla o ubc
;*.f,, . .: . Dedfral or cutback

Effect of-

Agency, item and duoriptio of deerral or cutbsck . .
January Revision

1966 Congre- in work-
budget sional load and Expendi- Program

action other tures level 3
reesti-

matesI
- J~ l ,,,, , . . . ._

General Services Administration:
General supply fund, motor vehicle procure-Sment: Deferral of replacemout of mn

and station wagons with new vehicles
originally scheduled for 1967 ----_----------

Bites and expenses, public buildings pre1:
"Stretchout" otuite acquisition and building
design program ............-...........

Construction. public buildings pwtsa:
Deirral of new starts until IM .............

National Aeronauds and Spac Administration:
Administrative operations: Elimination of

613 positions panned for In 1967 budget,
plus reductions in overtime and other
economy ies ............................--

Provision for extended lunar exploration:
Development ativity delayed --------------

Sustaining university proram: Reduction
in precdoctoral training a flity grants....

Voyager: Funds reduced to allow proceeding
at paew originally planned In budget for 1967.

Orbiting solar observatory: Deferral of experi-
ment development --------------------------

Lunar orbiter: Reduction in planned test and
checkout activity at launch site -------------

Launch vehicle procurement: Rephise pro-
duction or(srs to shorten launch vehicle
delivery le dtlm s ---------------------------

Seietel sporting research programs: Gen-
eral reduction o the level of effort in spaa
relad supporting research ------------------

Advanced mission studies (manned spew
flight): Reduced study effort on future
manned space flight proams ............

Veterans Administtion-:
Construction of hospital and domiciliary faeil-

ities: Construction slowdown .--------------
Medical care: Reduction in medical equip-

ment procurement and in staffing for their
operation ....................................----

General operating expenses: Employment re-
striction -------------------------------

National Science Foundation:
Construction of mounting and housing for

150-inch telescope: Defer 2d stage funding
until 196 ....................................

Graduate research facilities: Defer obligations
for graduate research facilities until 168 ..

8mall Business Administration: Hold down busi-
ness and investment loans .....................

Tennessee Valley Authority: Defer otgoing proj-
ects: Tams Ford,Tellico, Nickajack, Bear Creek,
Land Between the Lakes, and related reductions
In support - _-- - - - --..........................

Economic assistance:
Contingenoy fund:

Reserve of $26,000,000 has been placed
against 1967 enacted appropriation ......

Deor loan commitments and grant proj-
acts, and delay con trat awards .........

Office of EconomJc Opportunity:
Limit advance payments:

Neighborhood Youth Corps, administered
by Department of Labor --------------

Headstart program ----------------------
Defer initiation of new programs:

Work experience, administered by Depart-
ment of Health, Education, and Welfare-

Neighborhood Youth Corps, administered
by Department of Labor ...........

Community action trograms ........
See Aootnotnat ad l tab p. 21.

12.8

29.0

165.0

137.0

88.0

10.0

11.0

5.0

1.3

-9.0

-23.0

8.0

173.0 .........

7&0 1........

13.4,

1,245.0

158.7

2.0

26.5

1.9

15.0

"8.5

-. 5

3.0

-20.0

-1.0

-8.2

-20 ........

250.0 1------- -10.0

09.0 ..........I------

6.0

1,600.0 -64.0

15 40.0

S186. 0

-7.3

-21.0

-7.0

-7.0

-4.0

-4.5

-1.0

-3.0

-2.0

-1.0

-7.5 1 -- --- --

-7.8

"-6.2

-7.0

-8.0

-17.3

-10.0

-8.0

-1.0

-1.2

-4.7

-8.0

-1.8

-10.0

-13.0

-1.1

-0.5

-5.5

-54.0

-. 0

-25.0

(-260.0)

-32.0
(-127.0)

-13.0

-1. 1

-2.0

-3.0

-5.5

-10.0
-14.0

-21.6

-& a

-27.6
-2.3 I
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. TABLE 3.'-1907 budget redudions--Continued
lIn millions of dollars)

Estimated 1967 expenditures
______ Deferl or cutback

Effect O-

Agency, item and deser ption of deferral or cutback
January Revision

S196 Congres- in wor-
budget ional load and Expendi- Program

action other tures level'
reesti-

Zmate I

Pay IncreaseCP vfaly -------------------------------------- (- A 300.0 -------- -240. 0 a -40. 0

---------------------- ------------- P. 200.0 ------- - Is -46. 0 s -4& 0

Grand toW, 1967 reduction:
AdimUnluratlve budget ....... . .- ......... -------- -2, Of 3 -3,273.4

(-W. 2)Ttu4 hinds .. ................................... ......... ............... -428 -I1, I0

SEffect of expenditure slipp @ (rom 190 Into 1967 tight money oonditlons, workload changes and
other expenditure reestimates. The effects of the 1ON Pay Act are excluded.

'Amounts in parentheses are for contracts and related items which are being deferred without effect on
the obLigations for 1967 as a whole. These items are primarily deferrals within the fiscal year 1967 which
do reduce expuxitures for the year as a whole.

SResults from money market conditions which cause private investors to redeem low interest rate loans.
4 Unantlcipaed delays in getting this program underway in 19 resulted in all 83,000,000 of exzpndi-

tar m sem a r a f 1a N goo tur into 196.
A See above.
oOiounltments for land purohaes made later in 1W than anticipated result in expenditures of $10,200,000

fIng In 1967 rather than in 1966.
Face value of contracts scheduled to be awarded In 1967.

1 Reflects State approvals of local school district projects Imposing mandatory Federal expenditures
$ Reflects deferral of obligations and contract awards originally schedule for 1966. and revised estimate of

ploefrt oon truotton already underway by grant recipients.
is LO than 160000
1" Increase due to higher receipts which led to a higher spending rate for these earmarked (dedicated)ude prior to the 19&7 cutbacks.
U Expenditure effect is for the year L[ginning Oct. 31, 1966.
O8 Rslts from higher rate for ongoing construction initiated in prior years.
"Results from transfer of funds into admrnistratlve operatloas.
"f Increase reflects faster spending rate In Vietnam.
1, Reilts from slippage of 19M6 expenditures into 1907; 1966 actual expenditures were $200,000,000 less than

estimated in the 1967 budget.
Ii Recommnndations for pay raise effective Jan. 1, 1067, covered by allowance for oontingencIes.
Ii Approimast, pending analysis of details now underway. Pay raise was enacted effective July 1, 1966,

with a somewhat different structum than recommended.

Mr. SCHULTZE. Let me make a point Secretary Fowler has already
covered, but which I would like to emphasize again. This has to do
with budgetary concepts, and I am speaking about the matter of
budgetary accounting rules and presentation, particularly with respect
to the treatment of Federal lending programs and receipts from sales
of loans and loan participations.

The rules governing the classification and treatment of the various
types of Federal expenditures and receipts are not established by law.
Rather, they are based upon generally accepted rules of accounting,
and upon tradition and precedent. Repayments and other receipts
from loan programs which are revolving funds, for example, have
always been treated as an offset to expenditures. Only the net out-
flow or inflow of payments is shown in the total budget expenditures.
The detailed budget presentation, of course, shows the gross outlays
and the inflows in each of these programs.

This practice has been universally followed for many years and
applied to regular loan repayments, to sales of individual loans, and to
sales of participation certificates or similar instruments. In the case
of the participation certificates, for example, these were introduced in
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1954, when RFC loans were pooled, "certificates of interest" sold
against the pool and the receipts credited against expenditures in the
revolving fund. In that same year, fiscal 1954, the Commodity Credit
Corporation began issuing "certificates of interest" in pools of com-
modity loans to commercial banks, and netting the proceeds against
gross loan expenditures. In the subsequent 14 years, 1954 through
1967, some $8 billion of such certificates have been issued-over
$3 billion in the first half of the period.

My point in citing this history is not to use it as a defense of any
particular practice but simply to indicate that our present procedures
follow longstanding rules of budgetary accounting. As the President
pointed out in his budget message, however, some of our traditional
budgetary concepts do not adequately portray the Federal Govern-
ment's activities. The conventional administrative budget, for exam-
ple, excludes the large and growing expenditures and receipts of the
trust funds. Both the administrative and cash budgets treat repay-
able loans in the same way as nonrepayable grants or purchases.
While the national income accounts budget has been used for many
years as the best single measure of the Federal Government's impact
on the tLow of national income and output, it too has its shortcom-
ings. It does not easily lend itself to a detailed analysis of individual
programs. Moreover, its treatment of certain items--such as the
shipment of agricultural commodities under Public Law 480 agree-
ments and inventories held by private firms under Defense contracts--
might well be improved from the standpoint of analyzing the overall
economic effect of Federal fiscal policy.

For many years, under administrations of both parties, particular
aspects of general budget representation or individual accounts have
been called into question. In the light of these facts, the President
has announced his intention to appoint a bipartisan commission on
budgetary concepts and presentation. This commission can review
carefully the budget as a whole and make whatever consistent set of
recommendations it deems proper. Such an approach, I believe, offers
a fair and dispassionate means of dealing with questions of budgetary
accounting and presentation.

In conclusion, Mr. Chairman, I believe we have taken major and
difficult steps to defer and reduce expenditures in order to hold the
1967 increase to the lowest possible amount. As Secretary Fowler
has explained, an increase in the debt limit is imperative and urgent.
Overly restrictive action on the debt limit at this time cannot effect
further savings in the costs of Government. It can only lead to
chaotic management of the Government's finances and to dislocations
and disruptions in the affairs of those who do business with us. Ac-
cordingly, I join the Secretary in recommending adoption of the
$336 billion debt limit passed by the House.

Thank you, Mr. Chairman.
(The attachments to the prepared statement of Mr. Schultzc

follow:)
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1967 budget reduction,

23

(In bllonas]

Prograi Expendi.
level tures

Administrative budget:
From funds appropriated ............................................... $3.3 $2. 0
Deferrals within 7 (.6) .1
Increased congressional authorizations for which we do not plan to re-

quest appropriations ---------------------------------------- ........... .8 .8
Trnat funds (chiefly the highway trust fund) ..... ...------------------------ 1.1 .4

Total ----------------------------------------------------------------- 5.2 3.0

1967 reductions from appropriated funds
[In minions

1967 program level

Agency 1967 ex-
Deferrals penditures

Reduction within the
year

Administrative budget:
Economic assistance ------------------------------------- 25. 0 (260.0) 24.0
OEO ---------------------------------------------------- 32.0 (127. 0) 141.0
Agriculture ------------------------------------------ 424.2-------------- 405 1
Commerce ------------------------------------------- ---- 47.2..............
Corps of Engineers --------------------------------------- 437.3 8------------- 60.0
HEW ------------------------------------------------- 38&3 (1& 6) 313.6
HUT)- .... .......---------------------------------- 999--.2--------------. 64.0
Interior -------------------------------------------------- 193.5 -------------- 90.0
Transportation ------------------------------------------ 9& 8 .............. 49.6
Treasury ------------------------------------------------ 1 0.0 -------....... & 4
AEC ---------------------------------------------------- 78.8 (7.6) 31.0
GSA ----------------------------------------------------- 101.0 -------------- 31.0
N A SA --------------------------------------------------- 60.0 -------------- 30.0VA ------------------------------------------------------ 24.1 --------------. 14.1
NSF ----------------------------------------------------- 12.0 -------------- 5.0
SBA ----------------------------------------------------- 64.0 -----......... 33.0
TVA ---------------------------------------------------- 6.0 ----------- & a
Acro.n-the-board absorption of pay raise costs:

Civilian --------------------------------------------- 240.0 --------------- 240.0
Military --------------------------------------------- 45.0 -------------- 4. 0

Total, administrative budget ....................... 3,273.4 (590 2) 2,069. 3

ADDENDUM

STATEMENT OF SECRETARY OF DEFENSE ROBERT S. MCNAMARA BEFORE A JOINT
SESSION OF THE SENATE ARMED SERVICES COMMITTEE AND THI, SENATE SUB-
COMMITTEE ON DEPARTMENT OF DEFENSE APPROPRIATIONS FISCAL YEAR 1967
SUPPLEMENTAL FOR SOUTH - 'ST ASIA, JANUARY 23, 1967
Mr. Chairman and Members of the Committee:

F Last year when I appeared before this Committee in support of the FY 1967-71
program and the FY 1967 Budget I said:

"With regard to the preparation of the FY 1967-71 program and the FY 1966
Supplemertal and the FY 1967 Budget, we have had to make a somewhat arbi-
trary assumption regarding the duration of the conflict in Southeast Asia. Since
we have no way of knowing how long it will actually last, or how it will evolve, we
have budgeted for combat operations through the end of June 1967. This means
that if it later appears that the conflict will continue beyond that date, or if it
should expand beyond the level assumed in our present plans, we will come back
to the Congress with an additional FY 1967 request."

Throughout the spring and summer of last year in my appearances before
various Congrsonal Committees, I reiterated the fact that the FY 1967 Budget was
based on the arbitrary assumption that the conflict would end by June 1967, and
that additional funds would be required if the conflict continued. I also re-
peatedly stated, both before the Congressional Committees and in public state-
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ments, that defense spending would rise above the Budget level if we had to take
actions to provide for the continuation of the conflict beyond June 30, 1967.

For example, on February 25, 1960, I explained to the Senate Armed Services
Committee and the Subcommittee on Department of Defense Appropriations:

"If it later appears that they [i.e., combat operations in Vietuiam] will extend
beyond that date, it will be necessary to supplement the fiscal year 1967 Budget.

"The reason why that planning assumption [i.e., that the conflict would end June
3G, 1967] causes the 1967 total obligation authority to drop below 1966 is that there
are long lead items that may have to be-used in combat, let's say in the period
January-June 1967, which can't be financed in the fiscal year 1967 Budget and be
delivered in time. Therefore they must be financed in the final year 1966 Budget,
if we are to have them on hand when we need them. That is why the total obliga-
tional authority for 1966 is higher than 1967.

"Now, if later this year it appears that combat will extend beyond June of
1967, at high levels, then in the case of similar long lead items it will be necessary
for us to come back to the Congress and ask for additional appropriations."

I said a little later:
I think it would be irresponsible for us to come forward, now, today,

with a higher figure, because it is extremely difficult to estimate the level of combat
operations 18 months in advance, and very wasteful if we are to estimate on the
high side, and quite unnecessary because the lead times don't require financing
now."

On August 1, 1966, when I appeared before the Senate Subcommittee on
Defense Appropriations in support of our appeals on the House action on the
1967 Appropriation Bill, I noted again that the FY 1967 Budget was based on the
FY 1967 Appropriations Bill, I noted again that the FY 1967 Budget was based
on the arbitrary assumption that combat operations would terminate Juie 30,
1967. I went on to say:

"As we get closer and closer to that date, it becomes more and more necessary
to plan on the possibility of that not happening. We are considering that possi-
bility. We, at present, however, do have sufficient funds to carry us on for several
additional months.

"At the moment I would not recommend a supplemental, although I think one
some time during 1967 is very likely. The reason I would not recommend it
today * * * is that there are still many uncertainties not only as to the duration
of the conflict, but also with respect to the level of operations that needs to be
financed."

I pointed out that we had just completed a review of our air ordnance production
programs and were reviewing our production plans for ground ordnance and
aircraft. I concluded by saying:

"* * * To the extent that we can finance our operations with the presently
requested funds and push the timing of the submission of a supplemental into
the future, I think we will be able to come forward with a more precise estimate
of our total requirements * * *"

With regard to the additional $569 million added by the House for active duty
military personnel, I pointed out that our military presonnel strength estimates
were still fluctuating widely. I suggested that rather than coming forward with
one personnel estimate today and a different one tomorrow, and constantly
changing our funding requirement, we would be better advised t& use the special
authority we have in the Appropriation Bill to expend whatever funds are neces-
sary for military personnel. I pointed out:

"* * * that almost surely we will expend the additional $569 million that the
House inserted in the bill."

And I added later:
"More likely it will be higher than that level rather than lower."
What we were trying to do was to avoid the overfunding which occurred

during the Korean War when the Defense Department requested far more funds
than were actually needed. For example, the Defense Department requested a
total of about $164 billion for the three fiscal years 1951-53; the Congress appro-
priated a total of $156 billion; the amount actually expended was $102 billion;
and the unexpended balances rose from $10.7 billion at the end of FY 1950 to
$62 billion by the end of F Y 1953. It took about five years to work the unex-
pended balance down to about $32 billion; *nd we were able to support a defense
program of about $50 billion a year during FY 1962-64.with about $30 billion
of unexpended balances. e i

The excessive une ded balances built up during the Koran War were
duly noted by the Appropriations Committees. Mr. Mahon, for example,
commented in February 1953:
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that will cause our colleagues and the press and the public who have

not had a chance to study this to say, 'Are the members of the Appropriations
Committee crazy in appropriating $41 billion, more or less, when they already
have an unexpended balance of $62 bflonr"

Although we still have no way of knowing when the conflict will end, it is
perfectly clear that we must take whatever measures are necessary to ensure
our ability to support our forces in the event the conflict does continue beyond
June 30, 1967. Indeed, when it became apparent last summer that this was
likely to be the case, we continued the build-up of our military personnel strength
beyond the level anticipated in the FY 1967 Budget and took action to ensure
that deliveries of long lead time items would continue beyond June 30, 19067
without interruption. The Congress was informed of these actions through the
reprogramming process and related hearings. -

But while it was clear even last simmer that additional funds would be re-
quired for FY 1967 if the conflict In Southeast Asia were to continue, the timing
and the amount of the additional request posed a problem. With regard to tim-
ing, we had essentially two alternatives: (1) request an amendment to the FY
1967 Budget in the summer of 1966, while it was still before the Congress; or (2)
wait until early the following year and request a Supplemental appropriation.
Each of these alternatives had certain advantages and disadvantages.

First, we still could not see clearly last summer the full dimensions of our re-
quirements for Southeast Asia. There was at that time a wide range of uncer-
tainty concerning the size of the forces required, their composition, and their
tempo of operation. Consequently, we could not determine with any degree of
precision how many more men we would need through the balance of the fiscal
year, how much more ammunition and other supplies we would consume, how
many more aircraft we would lose as a result of enemy action, and how much
more construction we would need in Vietnam and elsewhere to support the larger
forces that might be required. Without these data, we could only guess the
amount of the additional funds which would be needed for the balance of the
fiscal year.

Second, many of the decisions which would have been involved in preparing
an amendment to the FY 1967 Budget would also have been involved in pre-
paring the FY 1968 Budget, and these decisions could be made with much greater
assurance of accuracy later in the year. Indeed, I am convinced that had we
gone forward with an amendment last summer, the FY 1967 Budget would have
had to undergo still another drastic adjustment because of the decisions made in
connection with the FY 1968 Budget. In other words, an FY 1967 Supplemental
would have been needed in any event.

. The major disadvantage of waiting for a Supplemental has been the need to
reprogram, on a rather large scale, available FY 1967 funds to meet our most
urgent longer lead time procurement requirements, pending the availability of
the additional funds. We recognize that this extensive reprogramming has
placed an extra burden not only on the Defense Department but on the Armed
Services Committees and the Defense Appropriations Subcommittees as well.
Some of these reprogramming actions required the prior approval of this and
other interested Committees- all of them have been reported to the Committees
concerned. However, in order to facilitate your consideration of the FY 1967
Supplemental request we have prepared a recapitulation of all of the major
procurement program adjustments affecting that fiscal year, which will be fur-
nished separately.

Now, with a year and a half of combat experience in Southeast Asia behind us,
I believe that we have a much better understanding of our future requirements.
In October 1965, when the FY 1967 Budget was being developed, we were in the
midst of an explosive build-up in South Vietnam, it was then that we moved over
100,000 men 10,000 miles in less than 120 days. The future was impossible to
predict with accuracy. In contrast, in October 1966 at the time of the prepara-
tion of the FY 1968 program, we could look ahead to the time when our forces in
Southeast Asia could be expected to level off. Moreover, we' have acquired a
significant amount of data on actual consumption rates for individual items of
ground and air munitions and on combat attrition rates for the various types of
rotary and fixed-wing aircraft, and we can now project our requirements for these
two very important categories of materiel much more accurately than was pos-
sible even last summer. And, I might point out that the rates of consumption
and attrition actually experienced for many specific items have turned out to be
quite different from those we projected last year-lower as well as higher.
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Since we can now project our requirements for the conflict in Southeast Asia
with far greater confidence than last year, we have changed our basic approach
in preparing the FY 1967 supplemental as well as the FY 1968 Budget. Sufficient
funds are being rquested in both the FY 1967 supplemental and the FY 1968
Budget to protect the production lead time on all combat essential items until
FY 1969 funds would become available. For example, in the case of ammunition,
which is perhaps the category of materiel most affected by combat operations, we
are requesting funds to cover the full production lead time beyond the end of
FY 1968. Because ammunition reorder lead time averages about six months,
this means that the FY 1968 Budget provides funds to finance ammunition
deliveries at rates sufficient to support operations in Southeast Asia through
December 1968. Thus, if it later appears that the conflict will continue beyond
June 30, 1968, we would be able to use FY 1969 funds to order additional ammu-
nition for delivery after December 1968 and keep the production lines going
without interruption..

In the case of aircraft, which have a production lead time of about 18 months,
we have included sufficient funds in the FY 1967 Supplemental and the regular
FY 1968 Budget to cover deliveries at rates sufficient to offset combat attrition
in Southeast Asia to January 1, 1970. If it later appears that all of such aircraft
will Dot be required to replace combat attrition, the production of some might be
cancelled 8nd some used to modernize the forces at a faster rate than presently
planned.

Similar provisions have been made in the FY 1967 Supplemental and the FY
1968 Budget for other categories of materiel which would be affected by the
continuation of combat operations in Southeast Asia beyond June 1968. Accord-
ingly, barring a significant change in the character or scope of the Southeast Asia
conflict, or unforseseen contingencies elsewhere in the world, the FY 1967 'Sup-
plemental and FY 1968 Budget should be sufficient to cover our requirements
until FY 1969 funds become available, even if the conflict continues beyond
June 30, 1968.

The CHAIRMAN. Mr. Secretary, you say in your statement on page 6
that we expect a deficit of $9.7 billion this fiscal year. How much
inflation will we have had in this fiscal year according to the last
figure you have? How much inflation have we had?

Secretary FOWLER. How would you compute inflation? What do
you mean?

The CHAIRMAN. Well, I mean reduction in the purchasing power
of the dollar. I would refer to the cost-of-living index.'

Secretary FOWi.ER. The best answer I could give you would be in
terms of the calendar year, Mr. Chairman. In 1966 the gross national
product was up in dollar terms about 8% percent, and in real terms,
which leave out price changes, it was up 5% percent. So the difference
between the 5% percent and the 8% percent give you for the calendar
year 1966 a rough estimate of the amount of price change in the GNP.

The CHAIRMAN. I made a few studies of our national4tebt sometime
back, and in terms of 1967 dollars our national debt today is some-
where between one-third and one-half, on a per capita basis, of what
it was in 1945 at the end of the war. That is mainly because of two
factors: one, inflation; two, increase in population.

However, the burden of carrying that debt shows no such reduction
as that. The reason is the level of interest rates has doubled since
that time. I believe that a study of the burden of carrying this debt
would show that it is almost as big as it was in 1945 even though
inflation and population increase have caused the debt in terms of
constant dollars to be far less than it was at that time.

Now, the thing that concerns me most about the policies being
pursued. under this administration, Mr. Secretary, is the fact that
starting back in 1960 when John Kennedy was running for President,
this Democratic Party had a platform, which I supported, saying that
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we were going to put an end to the tight money, high interest rate
program that had been instituted under the Eisenhower adminis-
tration.

I regret to say that that promise was not kept. When President
Kennedy was running for office he was asked a question about the
gold outflow. He looked into the television camera and said, "Oh,
you must keep your gold." This gave the impression that hot
money-less than $1 billion of it that moves back and forth-was
more important than the interest rates which the people had to pay
in this country; as between the two that would have to take precedence.

It seems to me if that is what the Democratic Party and its candi-
dates had in mind the people should have been told that the gold
outflow and the hot money were more important than the interest
rates that the American people were having to pay.

Having done that, Mr. Kennedy then proceeded to reappoint Mr.
Martin, who had been the Republican spokesman for this tight
money, high interest rate policy when this committee investigated
that subject.

In December, 14 months ago, Mr. Martin took the bit in his teeth
and proceeded to put into effect an additional round of interest rate
increases on top of the ones he had already given us. Your testimony
here says that is $3 billion a year in additional costs on this budget.

We are going to be asked for a 6-percent surtax on individuals and
on corporations. That $3 billion cost of the William McChesney
Martin tight money policy appears to be just about what this 6-percent
surtax would cost the American people. You are going to the Busi-
ness Council, and they are going to urge you above all that the first
thing that should be done is that that man should be reappointed.

Now, let me say this, Mr. Secretary, if that man is going to be
reappointed, there is no use kidding about the money market and who
put this $3 billion extra cost into this budget. He will be your baby
from that point forward, not mine. He will be yours, because from
my point of view you are buying that policy of the Chairman of the
Federal Reserve Board telling the Secretary of the Treasury and the
President he is going to go ahead and impose a tight money, high
interest rate program whether you like it, whether the President
likes it or not, or whether we like it or not.

In my judgment, $3 billion of that tax increase is due to Mr.
Martin, and personally, I just find no enthusiasm in supporting a
tax increase to pay for his personal policies.

I was at the New York Economic Club, and I would say that if
there was one thing which brought the house down with tumultuous
applause was when it was said that the finest thing that had happened
in Government was that Martin had been around here advising four
Presidents.

But it seems to me we should not try to play it both ways. We
should not promise the American people low interest rates, and then
appoint people who put high interest rates into effect-especially
when the Secretary of the Treasury and the President of the United
States are asking them not to do it. This administration should
take full responsibility for the tight money and the high interest rates
if it is going to reappoint the man who has been in charge of the
policies and defended the policies that led to all this.
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I hope, Mr. Secretary, that notwithstanding the fine advice you
might get to the contrary from that Business Council, it might be
made clear in some circles that the eo le in this country are, for the
most part, borrowers rather than lenders. This Government itself
is a big borrower.Senator MORTON.* Would you for the record spell the'name because
you said it almost like Morton, and you are getting me in trouble.

The CHAIRMAN. Spelled with an "i."
That,'Mr. Secretary, is a part that this Senator does not care about

in this program. If you must have an increase in the debt limit,
I, for one, expect to vote for it, but I do hope that you will be working
for a low interest rate program in the future and trying to do something
about it.

May I ask if this interest figure on which you based your calcula-
tions is still as high as it was when you first estimated it?

Secretary FOWLER. The interest figure is as high as we first esti-
mated it a year ago?

The CHAIRMAN. Yes.
Secretary FOWLER. The cost of carrying the debt in this fiscal year

is now estimated to be substantially higher than it was estimated to be
a year a o

The HAIRMAN. Well, now, you are here testifying that this would
be $650 million more in one respect and $3 billion more in another
respect. Are those current figures? Is that the latest figure?

Mr. SCHULTZE. Yes, sir. They relate, though, to the current fiscal
year and not next fiscal year. The $3 billion figure covers the in-
creased outlays of the Federal Government in various financial pro-
grams; it is not all for interest, of course; $650 million of it is for interest.

The CHAIRMAN. My understanding of the way you compute your
interest is at the time you submit your budget you take the level of
interest rates that exist-

Mr. SCHULTZE. That is correct.
The CHAIRMAN' And then you compute what your interest pay-

ments would be based on that level of interest rates.
Now, my impression is that with the reappointment of Mr. Martin

pending you have had a slight amount of relief on this high interest
rate program. Would you mind telling me how much that would
save us, if anything?

Mr. SCHULTZE. I could not give you a figure right off the top of my
head. Since the October-November 1966 period, rites have come
down about threequarters of a percent to 1 percent, depending on
which rates you are looking at. We took into account the latest rates
that were available in calculating the effect on interest expenditures
in this fiscal year. If rates continue 'to move down, the expenditures
may be somewhat less than our current estimate. Conversely there

.will be a good bit of debt refinanced at higher rates.
The CHAIRMAN. Have they gone down since you submitted this

budget?
Mr. SCHULTZE. That is Correct, sir.
Secretary FowLE.m& Mr. Chairman, I could give you a table of

figures which will show the major interest rate swings since July 1965
for Treasury issues, for Federal agencies issues, and for the double A
rated corporate bonds as well as fr municipal bonds, and home
mortgages. The table shows interest rates as of July 28, 1965;
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December 3, 1965, the date of the Federal Reserve action referred to;
August and September 1066, when interest rates reached their highest
levels; what they were at the end of the year; and what they are now-
or as of February 10 which is the last date I have them here. I can
submit that table for tho record.

The CHAIRMAN. Without objection that wilt be printed at this
point.

(The table referred to follows)
Major interest rate swings since July 1965

[In percent]

Vietnam Disootnt Peak yields, Latest
escalation rate rise, August- Dec. 0, 19 available,

begins, Dec.3. 195 September Feb. 10, 1967

Tre~r Issued:
moNth bill -------------------. 81 4.12 5 a 4. 81 4.56

6,ramth bll- ---------------- &88 4.25 &5go 4.92 4.50
I-year bill ................... 4.00 4. 42 & 9 . 00 4.68
5-year bill ------------------- 4.15 4.52 & 89 4.80 4.71
10-year bill ------------------- 4.20 4.52 & 61 4.64 4.60
20-year bil ------------------ 4.21 4.44 & 12 4.8 4.58

Federal agency, I-year bil -.... 4.28 4.60 & 36 & 49 & 06
New Aa-rated corporate bonds.. 4.58 4.96 6 35 & 87 & 28
Now municipal bons ------------ &3. 2 & 50 4.24 & 77 & 41
New hoie mort-ga . ...... & 78 &88 6.67 6.06 '6.5M

'Preminary.
'Peak rate on now bome mortgages, 0.00 percent an De. 1. I6.
'As of Feb. 1. 1967.

Secretary FOWLER. This table shows that, in essence, the rates have
come down very substantially for all these categories since their peaks
in last A ust and September. It shows that in many cases they are
down to the level they were early last year, 1966. It also shows that
there have been some further reductions in interest rates since the
first of the year, the last month and 10 days.

I would like also to include in the record at this point the statement
from the President's message of last September 8 on page 7, point 4,
in which he expressed his position on the desirability of achieving lower
interest rates and easing the burdens of tight money.

The CHAIRMAN. Without objection, it will be done.
(The material referred to follows:)

4. 1 urge the Federal Reserve Board, in executing its policy of monetary restraint, and
our large commercial banks to cooperate with the President and the Congress to
lower interest rates and to ease the inequitable burden of tight money.

The Secretary of the Treasury has reviewed all potential Federal security sales
and is taking action to keep them at the minimum in the months ahead. This
should help reduce current pressures on the money market and on interest rates.

I urge the Congress to act promptly on pending legislation to prevent competi-
tion for deposit and share accounts from drivig up interest rates.

As more of the burden of restraint is assumed by fiscal measures-by elimina-
tion of special stimulants to business investments, higher taxes and reduced or
postponed Federal spending-we should take further action to reduce the burdens
imposed on the American people by tight money and high interest rates. Present
monetary measures impose a special hardship on homebuyers and small business-
men.

Banks ,should handle money and credit equitably and without extracting
excessive profits. They should rely less on high interest rates to price borrowers
out of the market and more on the placing of appropriate ceilings on credit.

I am responding to the requests of the financial community to ease the great
pressure on money markets. The Federal Reserve Board and our large conmer-
cial banks must now recognize that we are determined to restrain inflationary
pressures by fiscal and budgetary measures. I ask, in turn, that the financial

74-887----67----3
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community seize the earliest opportunity to lower interest rates and more fairly
allocate the existing supplies of credit.

I have been assured that every effort is being made to detect any easing of
inflationary pressures in order that monetary policy can be adjusted quickly and
adequately to maintain stable and sustainable economic growth.

Secretary FOWLER. I would also like to include his statement in
the January 10 message, and if the committee will permit I would
like to include there a copy of the communique issued at the time ofthe meeting of five finance ministers in En gland, in January, where

there was an effort to meet together to work out not specific under-
standings but at least general understandings on the desirabil.ty of
all the countries avoiding further interest rate escalation, and %A-

escalating the pattern of interest rate increases which has occurred
in the Western World over the last 3 years.

The CHAIRMAN. Again, without objection, we will print it.
(The material referred to follows:)
Our greatest disappointment in the economy during 1966 was the excessive

rise in interest rates and a tightening of credit. They imposed very severe and
very unfair burdens on our home buyers and on our home builders, and all those
associated with the home industry.

Last January, and again last ,eptember, I recommended fiscal and moderate
tax measures to try to restrain the unbalanced pace of economic expansion.
Legislatively and administratively we took several billions out of the economy.
With these measures, in both instances, the Congress approved most tf the recom-
mendations rather promptly.

As 1966 ended, price stability was seemingly being restored. Whoesale prices
are lower tonight than they were in August. So are retail food prices. Monetary
conditions are also easing. Most interest rates have retreatedfrom their earlier
peaks. More money now seems to be available.

Given the cooperation of the Federal Reserve System, which I so earnestly
seek, I am confident that this movement can continue. I pledge the American
people that I will do everything in a President's power to lower interest rates and
ease money in this country. The Federal Home Loan Bank Board tomorrow
morning will announce that it will make immediately available to savings and
loan associations an additional $1 billion, and will lower from 6 percent to 5
percent the interest rate charged on those loans.

We shall continue on a sensible course of fiscal and budgetary policy that we
believe will keep our economy growing without new inflationary spirals; that will
finance responsibly the needs of our men in Vietnam and the progress of our
people at home- that will support a significant improvement in our export surplus,
and will press forward toward easier credit and toward lower interest rates.

COMMUNIQUE

1. Ministers of France, Germany, Italy, United Kingdom and United States
met at Chequers on January 21st and 22nd 1967 for informali'acusaions about
the international interaction of their respective countries' economic and monetary
pliCies. The Ministers taking part were M. Michel Debr6, Minister of the

omy and Finances of France; Professor Karl Schiller, Minister of Economics
of the Federal Republic of Germany; Signor Emilio Colombo, Minister of the
Treasury of Italy- Mr. Henry Fowler, Secretary of the Treasury of the United
States; and Mr. James Callaghan, Chancellor of the Exchequer of the United
Kingdom. The meeting was arranged at the invitation of Mr. Callaghan.

2. The Ministers welcomed recent steps taken by some of the countries repre-
sented to ease credit and monetary stringency which in the past had played a
useful part in moderiating their domestic inflationary pressures. They agreed
that in some countries some further easing would be helpful in the context of the
development of their own economies and of the world economy as a whole.

3. The monetary policies called for in the present situation should be adapted
to the different conditions obtaining in their respective countries and should have
regard to their effect on other countries. The Ministers agreed that they would
all make it their objective within the limits of their respective responsibilities to
co-operate in such a way as to enable interest rates in their respective countries
to be lower than they otherwise would be.

4. No other question was dealt with at the meeting.
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Secretary FOWLER. Obviously, in dealing with the problem of the
balance of payments, if one country lowers its interest rates and a gap
between its interest rate levels and that of other countries is increased
or magnified, if there was an already existing gap, funds have a
tendenc- to flow out. So in order to achieve both balance-of-pay-ments objectives of the countries and, at the same time, not interfere
with the movement down of interest rates, which is desirable for the
domestic economies of many of the countries concerned, it is highly
desirable to achieve an increasing pattern of international cooperation
in this area both between the central banks who are normally the
ones who make the decisions on these matters, and also between the
ministers of finance who have something to say about fiscal policy
because obviously it is the interaction between monetary and fiscal
policy that makes these movements of interest rates down feasible and
practicable without in some cases, at least, engendering additional
oflation.

The CHAIRMAN. Well, Mr. Secretary, one of the advantages of
fighting a war of independence and winning it was that this country
achieved control of its own destiny with regard to its own money.
That is one of the advantages of being a free and independent country.

Now, we have an interest equalization tax which is to control the
outflow of money that might be caused by higher interest rates in
other countries. I hope you are not contending that these foreign
countries, Europeans particularly, have a right to dictate the level of
interest rates in the United States.

Secretary FOWLER. I certainly made no such implication. I am
only pointing out we do live in a world today which is quito different
in many respects from the early periods you mentioned. And as the
leading financial power, because of our position as a reserve currency,
as a banker, because of the xole of the dollar as a transactions cur-
rency, because in many respect s what we do affects the economic and
financial conditions in the rest of the world, what happens in the rest
of the world has a very basic effect on our situation.

As long i, we follow the traditional patterns we have in the last
two or three decades of international economic and financial coopera-
tion. What we do to other people by our acts, and what they do to
us have to be taken into account in the world in which we live.

The CHAIRMAN. I notice that the administrative budget estimated
an increase in interest costs from $13.5 billion to $14.2 billion. What
kind of an interest rate policy does that increase assume?

Secretary FOWLER. It does not assume iny change, Mr. Chairman,
at all. We take it as we find it as of the time of the calculation.

I might say with regard to your comment about the burden of debt
interest, I have noted recent comments ycu made in your address
in New York on that subject in which you covered the general question
of whether the debt burden has been increasing or decreasing relative
to the economy. You presented some very convincing figures that
the level of the debt burden has been decreasing relative to the
economy. I might say with regard to the interest burden that you
referred to, that despite the rise in debt and iterest rates, interest
on the debt as a percentage of GNP declined from 2.3 percent in
1946 to 1.9 percent in 1960 and even after the sharp rise in rates it is
still about 1.8 percent. It is the second largest category of expendi-
tures in the budget. The payments on interest can be related to
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either expenditures or receipts. I have a chart which I have prepared
for presentation to the House Appropriations Committee at a session
earlier last week, which is in front of me, and it shows that the burden
of debt interest as a percentage of receipts has been declining slightly
in the last few years.

Let me say that both with reference to debt interest as a percent of
receipts or as a percent of expenditures, the burden of the public
debt has been reduced during the past two decades.

In terms of all these measures, it is clear that we are well able to
bear the present and prospective burden of the public debt. This is
shown in the figures you presented in New York, as well as by these I
have supplemented in here on the interest burden of the debt.

In making this statement I do not want to imply that I would not
welcome an opportunity to reduce the overall total of the debt if that
should prove to be compatible with overall economic and financial
policy, and that I would not like to see the interest burden on the debt
substantially reduced by lower levels of interest rates. We are
striving in that direction.

We have, as a matter of the highest priority in national economic
policy, as witness the President's state of the Union message, his
economic message, the statements from the Council of Economic
Advisers, and earlier last September, an objective of moving down the
level of interest rates in this country, and making it possible for there
to be a greater availability of money and credit.

I also would like to say I think this would be a healthy trend for the
entire Atlantic Community. And it was one of the purposes of the
meeting at Chequers to give momentum to such a movement because
it has seemed to many observers, both in and out of government, that
the monetary stringency which was earlier imposed on these economies
for a good reason, because of the dangers of inflation, has now, perhaps,
run its course. And those dangers are not so great as to justify the
continued movement upward-the interest rate escalation which has
characterized the last 3 years. ,

The CHAIRMAN. Well, Mr. Secretary, 14 months ago the Johnson
administration was pleading with Mr. Martin and the majority for
whom he spoke on that Board not to take this $3 billion step, and not
to put into effect his tight money, high interest rate program. This
country has suffered from that policy now for the last 14 months. I
say this country, I mean from which homeowners, home buyers, little
people, small business people, folks buying a washing fiachine-they

ave suffered during the last 14 months.
The position of this administration, as I understood it, was that

rather than this man raise interest rates and put a tight money program
into effect to accompany that, that he should wait until he saw what
the budget was going to be, and we should then determine a proper
mix of fiscal policy and monetary matter. Instead he put his program
into effect, and you had to adjust your policies to his program.

If that is how it is going to be, it seems to me it is well to understand
that the reappointment of this man means he has the privilege, with
the thunderous applause of the Wall Street moneylenders, to proceed
to put into effect tight money,-high interest rate programs, and that
the, fiscal policies, the tax policies, and' the spending plans of this
administration then must be tailored to fit his program. -
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,I do not see any other way out of it except for this administration
to take the responsibility of that program when the majority of the
Board had been appointed wider Kennedy and Johnson administra-
tiops, and when the Chairman of that Board, who speaks fur the
majority, would then have been reappointed twice. That is all I
have to say about it.

If you want to comment on it, you may. Otherwise, I will turn
you over to Senator Williams.

Secretary FOWLER. I have no other comments.
Senator CARLSON. Mr. Chairman, I wonder if the Senator from

Delaware will yield?
Senator WILLAMS. I yield.
Senator CARLSON. Mr. Secretary, some weeks ago I accepted an

invitation to speak at a luncheon at the Defense Department and this
is the day. I regret to say this because I sincerely appreciate your
testimony this morning, and I need not say how highly I regard you
in your position and personally.

Before I leave-it is going to be necessary to leave now-I would
like to remind you of a little conference or visit we had last fall in
my office when you came up and suggested that I assist you in securing
suspension of the 7-percent tax investment credit, and I think you will
rememb.3r, if you refresh your memory, you told me at that time if
I would hep you do that we would come up on June 30 this year with
a budget deficit of about $1.8 billion.

If you will refresh 'our memory, I think I stated to you that I am
not a wageringr man, but if it was not nearer to $5 billion on June 30,
1967, I would tbu you the best dinner in Washington. I just want to
remind you that it looks to me like I am going to win a bet.

Secretary FOWLER. It looks very much that way, Senator. You are
right.

Senator CARLSON. Thank you.
Secretary FOWLER. I hope you will have a bon appetit. [Laughter.]
Senator BENNETT. Are you in a position to invite guests? [Laugh-

ter.]
Senator WILLIAMS. Mr. Secretary, when was the first official rec-

ognition on the part of the administration that the deficit would not
truly be $1.8 bilion but that it Would be between $9X and $10 billion?

Secretary FOWLER. The first official recognition-that is a difficult
term for me to tackle. Perhaps Mr. Schultze can deal with this more
accurately than I, because he was closer to it than I, but the state-
ment made by the President in late November concerning the pros-
pective levels of Defense expenditures for fiscal 1967 were the otical
recognition of the fact that there would be a substantial supplemental
and that a substantial deficit would be involved.

Senator WILLIAMS. That was my understanding in late November,
and then the real deficit was presented to us in the budget message
this year of around $9.7 billion.

Mr. SCHULTZE. Senator, might I add a little to that? While prior
to November, to the best of my knowledge, nobody, in an official sense,
had precise figures to offer, you will recall, I think, in the testimony
and colloquy that Secretary Fowler and I had before this committee
and the House Ways and Means Committee, in considering the sus-
pension of the investment credit, we both indicated that, with respect
to Vietnam, barring a cessation of hostilities, expenditures would be



$ 8 3 BILLION DEBT LIMIT

higher. We did not know how much, and I specifically recall-I am
not sure whether it was before this or the other committee-indicat-
ing at the same time that monetary conditions were likely to cause
higher expenditures, although at the time I did not know how much.

Secretary FOWLER. Senator Williams, I would like to add to that,
too. On page 43 of the record of my appearance before this committee
in June 1966 on the public debt linut hearing, there is a colloquy
which is pertinent:

Senator Hartke commented:
If you have peace, hopefully they would at least cut down on the amount of

money that is being spent in that part of the world.

Then I commented as follows:
I think that what the Director wanted to underline is that the assumption that

combat operation would terminate on June 30, 1967, which, I believe, Secretary
McNamara has indicated, is one of his underlying assumptions, that assumption
can be tested and determined with much more assurance later on than right now.

Senator Hartke said:
I did not understand that. You said his assumption was that war would be

terminated on June 30, 1967?

And I remarked:
The funds he is asking for are based on that assumption. If that proves not to-

be a reasonable assumption as events go on, the amount of funds requested might
have to be modified.

Senator WILLIAMS. Well, the point that I wanted to make is that
there is no question we are today again, and I emphasize the word
"again," confronted with an emergency and a time element which
you say must be met within the next couple of weeks, otherwise you
cannot pay your bills. I think the record should show that the reason
that you are confronted with this situation is that it was not until
after Congress adjourned last year that the administration recognized
that the war may go on, and that your deficit was not, as many of us
were saying at that time, being realistically given to the American
people.

I call attention to your own figures. For example, October 31
your projected debt was $322.2 billion. Upon that same day the
debt was $327.1, which indicated you were running about $5 billion
further in debt than you planned.

Now, if you go back to September 30, there was a $318.1 billion
projection against an actual of $325 billion. I point'out that your
failure to recognize this point when you had adequate warning, while
Congress was in session, is the reason you are here on the deadline now.

I am going to try to help you meet the deadline, but I think the
record should show that you are confronted in this embarrassing situ-
ation solely because the administration up until the end of this last
year would not recognize the true state of your own budgetary con-
ditions.

Secretari FOWLER. Senator Williams, let me make two comments
on that. think Mr. Schultze in his statement has presented the
reasons why it was felt proper and desirable to present the figures on
the supplemental in a hard and more accurate manner in connection
with the new January budget just issued than to come up last fall.

We felt that, in light of the requirements of this committee and the
Ways and Means Committee, in the other body, we should come in

I a - -1
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with a very hard, concrete substantial case for fixing of a particular
limit. It is quite true, as the table I presented at the end of my
statement shows, that substantial differences began to develop in
September between the actual results and the projections that had
been made on June 13, 1966. Through July and August there re-
mained little reason to change our estimates of the debt.

By the end of August a more persistent trend had begun to develop.
The debt was $2.7 billion above the forecast and outlays continued to
run ahead of the projected rate. Even so it was far from conclusive
at that time that the current debt limit would be inadequate or that
defense or other spending would exceed budget estimates by as much
as is indicated now. The available information was still consistent
with the view that there had been a temporary spurt in orders and that
some leveling would follow.

There was also taken into account that it had not been feasible up
to then to arrange any sales of financial assets in the new fiscal year
either under the participation sales or through direct sales.

Now, that showed up further in September when the debt, as you
point out, at the end of September, was $3.7 billion above the projec-
tion. There was a difference in our forecasts of June and the end of
September in that amount.

We had canceled and announced a cancellation for the time being
of the asset sales program, and it was considered then quite possible
and quite probable that a revision would be needed in the debt limit
before the end of the fiscal year. But our best appraisal was that
we did not have sufficient time or sufficiently hard estimates to come
in at that time to give you the figures that would enable you to fix
the limit accurately for us to get through the remainder of the fiscal
year.

October showed little change in the picture. The debt was $3.9
billion above the forecast at the end of October. November showed
the big further divergence between the projection and the actual
which was $5.7 billion by the month's end.

It was then clear that the spending levels had pushed up to sig-
nificantly higher levels than projected and stayed there. But still
we are not in a position, as has been indicated, to come in with the
kind of hard, concrete figures, that this committee and the other
committee insist upon in making determinations of the debt. We
thought it was perfectly feasible and perfectly appropriate at the
opening of this session just as soon as the budget was in the hands of
the two committees and there was an opportunity to examine the
the figures, to ask that the debt limit be extended for the remainder
of this fiscal year in a simple and straightforward form without
involving the broader questions I have alluded to. There will be some
more suitable opportunity to consider these questions between now
and May when we will be up again for a debt limit, extension for the
fiscal year 1968.

Senator WILLIAMS. I appreciate your answer to that question.
But I think the record should show that with this consistent rise,
$2.7 billion at the end of July, $4 billion by the end of August, and
running around $6 billion in September, that it would seem to me
that anyone who was keeping abreast of those facts would realize
that your deficit was going to run larger than the other and something
needed to be done.
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Secretary. FowLER. We realized that, but stiU did not have the
bay's for a case to come up and ask you for specific and concrete action
to deal with it. '... - , , " ,

Senator WMLIAms. Now, Mr. Schultze, you slated on page 5 that
this underestimation of the deficit was partly attributed to a state-.
ment by Secretary McNamara where he pointed out, and I quote:.,,,

If it later appears that they-that is combat operation in Vietnam-will
extend beyond this date it will be neoeusary to supplement the fiscal year 196?'
budget. ,.

Now, I gather that statement is based upon the premise that the
budget for,1967 was based on the assumption that the war would not
extend beyond June 30, 1967.. - !

Mr. SCHULTZ& For budgetary planning purposes, that is correct.
Senator WILLIAMS. When did Secretary McNamara or the ad-

ministration d6cide that the war was going to go on beyond June 30?
Mr. SCHULTZE. It was not so much a question of deciding that the

war was going to go on, it was a matter of deciding on buying the
items needed if the war was going to continue.

Senator WILLAMS. When did you recognize it officially that it was
going on?
Mr. SCHULTZE. On August 1 Secretary McNamara advised the

Senate Defense Apropriations Subcommittee that a supplemental
request was very likely.

Senator WILLIAMS. Now, 1 understand that that early estimate
for the end of the war on June 30, 1967, for budgetary purposes
was done to conserve money, and on the basis that it would eliminate
a lot of waste in military procurement by putting that short time
limit on it; is that correct?

Mr. SCHULTZE. I would say that is three-quarters correct, but I
would like to modify one portion. It is not putting a short time
limit on it that saves money. It is the fact that at the time the budget
was made up our own troop strength and that of the Vietcong and
North Vietnamese was building up explosively, and we did not have
any idea what the requireraentfa were going to be out in 1968 and
1969, which is the time period fir which you buy the long-lead-time
items.

Rather than make a complete guess and simply request large
sums of money based on sulh a guess, the Secretary and the President
decided, and I fully agreed with them, that it was much better to
budget to cover only thoke items for which they know the specific
requirements. That necessitated the assumption I indicated.

Senator WILLIAMS. Yes.
Now, moving over to page 9 of your report, and I quote:
1968 defense budget, unlike the 1967 budget, provides for financing Vietnam

requirements on a continuing basis and will assure the availability of long lead
time items until fiscal 1969 fuads are provided.

Mr. SCHULTZE. Correct.
Senator WILLIAMS. Now, if it was unwise to tell the American

people the true cost of the war prior to the election, why is it wise
now to do the same thing and to project this leadtime? &

Mr. SCHULTZE. Well, barring the particular way you put it-
Senator WILLIAMS. Tho reversal of the two procedures.
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Mr. SCHULTZZ. Barring the particular way you put the question
Senator, there is a massive difference between the situation now ana
the situation then.

For the last 6 months, approximately, the Vietcong and North
Vietnamese strength has roughly leveled off. Our own strength is
substantially greater now, and the projected buildup is much more
gradual not explosive.

We also have 18 months of combat experience on which to estimate
attrition rates, munitions consumption, bomb load, et cetera. For
these reasons, we are now able, within the obvious limits of human
fallibility, to make much better estimates of requirements on a con-
tinuing basis. In other words, if you think of a curve which moves
up very rapidly and then begins to taper off, obviously at the beginning
part of that curve you do not know where you are going. When you
are in the part where it is beginning to taper off, barring major
changes in the war situation, you do. So the situation is radically
different now than it was then.

Senator WILLIAMS. You axe projecting 1968 and 1969 plans on the
basis of a continuing war rather than a termination as of a specific
date?

Mr. SCHULTZE. Again, for purposes of budgetary planning.
Senator WILLIAMS. Budgetary purposes, I understand.
Mr. SCHULTZE. For example, Senator, we will be, under the requests

in the 1M67 supplemental and the 1968 budget, purchasing aircraft
for combat attrition all the way to January 1, 1970, because we have
a much better feel for the requirements now than we did 16 to 18
months ago..

Senator WILLIAMS. Mr. Secretary, you were quoted as having said
that if the deot ceiling is not raised there may be a lapse in social
security payments. Now, that must have been a misquote, was
it not?

Secretary FOWLER. I would like to quote what I said precisely at
the time of the hearing.

Senator WILLIAMS. The point I am trying to establish is that there
is no connection whatsoever between raising the debt ceiling and
writing checks to the social security beneficiaries. Is that not true?

Secretary FOWL R. It cannot be answered categorically "Yes" or
"No," Senator, and I would like to explain my answer.
Senator WILLIAMS. W(ll, you explain it. What is your answer?

Which answer are you explaining?
Secretary FOWLER. I am answering-
Senator WILLIAMS. The "Yes" or the "No"?
Secretary FOWLER. I fLm answering the question that it cannot be

answered "Yes" or "No." There is some connection. I will try to
delineate the connection the best I can.

Senator WILLAMS. Go ahead and answer it.
Secretary FOWLER. In my statement on the debt limit to the House

Ways and Means Committee I underlined the urgency of the immedi-
ate need to raise the limit by citing the broad range of outpayments
that the Government is obliged to make in the first half of larch,
and noted that we will not have sufficient cash available to make all
those payments even after borrowing ip to the full extent of the pres-
ent debt ceiling.

Among the payment categories I mentioned that would be coming
up for payment at that time was social security, some other pension-
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type payments, tax refunds, G6vernment employees' salaries, and
pay ents for goods acquired by the Government.

My purpose was expositional, to call attention to a serious problem.
I did not say that any particular payments would not be made. I
did want to make the point that without action on the debt limit they
could not all be made, and here was a list of the scheduled payments.

As to social security payments in particular, it is true that the
resources of the social security trust tund are there to back those
payments. The usual procedure, however, has been to pay the social
security checks out of the general operating balance. And in that
sense I regarded these payments as among the totality, not all of
which could be made if our cash was inadequate.

I have been assured by my technical staff that, in fact, a technique
can be worked out to insure that there is no interruption in the flow
of the social security checks even if Congress failed to raise the debt
limit. It would be an involved procedure requiring simultaneous
liquidation of special issues held by the trust funds and equivalent
new borrowing in another form which would be feasible because cash-
ing the special issues would open just that much room under the debt
limit.

This would require perfect synchronization of the payments, very
possibly involving some borrowing in the form of overdrafts at the
Federal Reserve. Such borrowing is under the debt ceiling, but it
can be worked out on short notice provided we have room under the
$5 billion authority to borrow at the Fed and provided the Fed honors
our note, as I believe they would.

Now, this is not the way, in my judgment, that the Government
should have to conduct its financia afairs. For an operation the
size and scope of ours there should be an adequate working balance.

But, to repeat, technicians do inform me that the operation is
technically feasible. The fact that we can take care of that particular
area of payment does not lessen at all the nature of our cash problem
at the end of February. It is still the case that, without net addi-
tional borrowing, we won't have the cash to pay our bills, and the
instantaneous synchronization of the cash and borrowing operations
needed to assure uninterrupted social security benefits would serve to
eoncentrate the shortfall more heavily on other areas of outpayments.

Just how one would choose among which bills to pay is something
I am not prepared to say. It is my firm expectation that the situation
will not come to that. °

Now, that is as complete an answer as I can give to your question.
Senator WILLIAMS. It is a complete answer, but there are a lot of

beneficiaries of social security who are vitally concerned about that
and I am getting a lot of mail asking whether or not it is true that
this fund is bankrupt and would not be able to pay. I am answering
my mail and telling them whether we approve or disapprove of this
debt ceiling at this time has no relationship whatsoever as to whether
or not the social security checks can and would be paid over the next
several months.

Now let us get it straight. The answer to that is most emphatically
they can be paid from that trust fund, is that not true?

Secretary FOWLER. I have given you my answer, Senator Williams.
Senator WILLIAMS. Well, was the answer that they can be paid?
Secretary FOWLER. I have given you the best statement I can make

on it.
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Senator WILLIAMS. I want to expedite these hearings, Mr. Secre-
tary,but now-

Secretary FOwLER. I certainly 'do, too.
Senator WILLIAMS. But now -.
Secretary FOWLER. I have had this statement very carefully

prepared in order that you could have the best information available
on what the problem is in this area.

Senator WILLIAMS. I will ask the question this way. I am not
suggesting that the Congress should not act on this debt ceiling, do not
misunderstand me on that, but in the event that it does not, wo-ild it
be possible for the social security trust fund, the railroad retirement
trust fund, or any of those trust funds which have Government
securities as their assets, to dispose of those in the free market and
use the proceeds to pay the beneficiaries on a monthly basis?

Now I agree with you it would not be sound to do that but it
could be done, is that not true?

Secretary FOWLER. My statement indicates it can be done.
Senator WILLIAMS. I am glad that your advisers did write that

statement for you. I wish that you had known the answer yourself.
Secretary FOWLER. I had said as much, Senator, in the hearings

before the House. I will be glad to go over that with you in detail.
Senator WILLIAMS. Well, suit yourself. But there are a lot of

these elderly people and I think they should have their fears put at
rest clearly and decisively that they are not involved in this question
before us here today.

Secretary FOWLER. There are a lot of people, Senator, who are
anticipating checks from the Federal Government in March, and I
think all those people should have their fears put at rest.

Senator WILLIAMS. I agree with you on that. I am not discussing
that point, but I am trying to distinguish between these trust funds
and the impression, whether it was correct or not, that I got from the
stories in the press, that if this was not approved the social security
checks, railroad retirement parents, and some of these other benefits
paid out of trust funds would be jeopardized. I have been advised,
both officially by your department and by you here today, that that .i
not true-that they could continue making those payments by
liquidating the assets of that trust fund.

Secretary FOWLER. I think you have-
Senator WILLIAMS. You would accept it.
The President in his state of the Union message recommended a tax

increase in the form of a 6-percent surtax across the board. Now since
that time I have seen some official statements that it may be adminis-
tration policy to delay that. The Vice President was quoted, or correct
me, that they were still weighing that decision. I am asking you what
priority is the administration putting on its request for an across the

oard 6-percent increase? Is it top priority?
Secretary FOWLER. A very high priority, Senator Williams.
Senator WILLIAMS. May I ask, will the administration be asking

that it move ahead of, or in back of, the increase in social security
benefits?

Secretary FOWLER. It would come after social security.
Senator WIILIAMS. Do you think that you have time to get that

considered by both Houses of Congress prior to July 1 by putting it
after the social security.
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SecretaryFOWLER. I would hope so.
Senator WILLIAMS. Hope springs eternal, but sometimes we get-
Secretary FOWLER. It is a "simple enough proposal. Congress

would be in a better position, I think, to make a judgment on the
desirability of that proposal and determine whether or not it takes
the same view of the situation as the administration takes in April
or May.

Senator WILLIAMS. Now, the deficit for 1968, I understand, is about
$8.1 billion, your projected deficit.

Secretary FOWLER. On the administrative budget, yes, sir.
Senator WILLIAMS. Is that based on the assumption that you will

or will not continue the repeal of the 7-percent investment credit or
that that will be reinstated in January?

Secretary FOWLER. It is based on the assumption of the law as it
stands on the books today.

Senator WILLIAMS. That that will be reinstated in January.
Secretary FOWLER. That is correct.
Senator WILLIAMS. Now what assumption did you use on the

basis of the telephone tax and the tax on automobiles, both of which
expire, I believe it is, early next year? Is the budget computed on
the basis that there will be a request for an extension of those two or
that they willexpire at that time?

Secretary FOWLER. The answer, Senator, is that the assumptions
were made on the basis of the law as it exists today, which is that
those excise taxes would be reduced.

There is (one modification On that having to do with one part of the
auto excise tax I would like Director Schultze to comment on.

Mr. SCHULTZE. The budget includes a proposal, Senator, which
would provide for a continuation of the auto excise tax at 2 percent
and its transfer to a highway beautification and safety triist fund to
finance beautification and safety.

Secretary FOWLER. So it is not taken into account.
Mr. SCHULTZE. In other words, these revenues would come out of

the administrative budget and go into the trust fund.
Senator WILLIAMS. What is the present rate of the auto tax?
Mr. SCHULTZE. It is now 7 percent. It goes to 2 percent on April 1,

1968, and then to 1 percent on January 1, 1969, under present law.
Senator WILLI AMIS. Seven percent.
Mr. SCHIULTZE. That is correct.
Senator WILLIAMS. The administration is proceeding on the

assumption you wvill drop that back to 2 percent next April.
Mr. SCHULTZE. That is correct.
Senator WILLIAMS. Is that the planned recommendation as of

this moment?
Mr. SCHULTZE. That is correct.
Secretary FOWLER. That is correct.
Senator WILLI..s. And you are also planning to recommend that

the telephone tax lap.ie next year?
Secretary FOWLER. If that is the way the law reads Senator, we

would follow the way the law reads.
Senator WILLIAMS. And the plan is that the 7-percent investment

credit be reinstated January 1?
Secretary FOWLER. In that regard, Senator, we certainly will take-

and this has been said on other occasions-a hard look at the general
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economic situation and particularly at the plant and equipment
projections sometime this spring or summer and make a determina-
tion at that time whether or not a request would be made to lift
the suspension earlier than January 1 or to extend the period beyond
January 1. We are not going to ignore, obviously, the range of
problem that is presented by the present stipulated statutory date
of December 31.

Senator WILLIAMS. How much is involved on the 7-percent invest-
ment credit over an annual basis?

Secretary FOWLER. We estimated it was a little over $2 billion
in 1966.

Senator WILLIAMS. It is my understanding it is around a billion,
between a billion and a quarter or a half.

Then the tax plans of the administration are to increase across
the board. by 6 percent, both individual and corporate taxes and then
to reduce taxes through the form of the investment credit, the repeal
ot the telephone tax, and the repeal of the 5- to 7-percent auto tax;
is that correct?

Secretary FOWLER. Repeal of what? Whatever the law says on
that, Senator.

Senator WILLIAMS. Yes. Then it is not exactly a true 6-percent
across-the-board tax increase. It is just a transfer of the tax obliga-
tion between people.

Secretary FOWLER. Well, it is an increase over what the law pres-
ently contemplates for fiscal 1967 of about $5.5 billion of revenue.

Senator WILLIAMS. Mr. Chairman, I have some other questions,
but if some of the other members want to proceed-

Senator CURTIS. I will wait. I have a few questions.
Senator WILLIAMS. I will ask one more question and then I will

pass.
I noticed that in September the President issued an Executive order

freezing civilian employment. I believe that was September 20
last year-and, Mr. Chairman, I ask that that Executive order he
printed in the record at this point.

The CHAIRMAN. Without objection, so ordered.
(The material referred to follows:)

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,

Washington, D.C., September 20, 1966.

MEMORANDUM FOR THE HEADS oF ExcUTvE DEPARTMENTS AND
ESTABLISHMENTS

Subject: Fiscal year 1967 employment ceilings
1. The President has directed that the head of each agency take necessary steps

to:

a. Hold employment in full-time permanent positions for the remainder of fiscal
1967 to a level at or below that prevailing as of July 31, 1966. (Those agencies
whose employment is already above the July 31, 1966, figure should reduce their
employment to the July 31 level as expeditiously as possible by not filling va-
cancies.)

b. Hold employment in tempo ary, part-time, or intermittent positions for the
remainder of fiscal 1967 to a level at or below that prevailing as of June 30, 1966,
except for meeting normal seasonal changes in agency workloads. In 11o event
should such employment on June 30, 1967, exceed that on June 30, 1966.

2. These actions are an essential part of President Johnson's efforts to reduce
Federal expenditures.
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3. Each agency head should make every effort to achieve the lowest possible
level of employment. We must increase our productivity, redeploy our person-
nel, simplify our procedures and strip work to essentials in order to meet the em-
ployment ceilings established by this memorandum.

4. In view of the personnel requirements involved in the Viet Nam conflict, the
Department of Defense and the Selective Service System are specifically exempt
from paragraph 1 of this memorandum. For these two agencies, employment
ceilings heretofore in effect will remain in effect subject to adjustment during
review of the 1968 budget.

5. In the case of the Post Office, the June 30, 1967, employment ceiling estab-
lished in the January budget review will remain in effect.

6. Requests for exception to the levels established by this memorandum will
be presented to the Director of the Bureau of the Budget by the agency head
under the following circumstances only:
'a. When the need for employment increases can be related directly to require-

ments for Southeast Asia, or
b. When employment increases are needed for new programs which were not

in existence on July 31, 1966, and for which appropriations or other funds have
been provided and have been apportioned by the Bureau of the Budget, or

c. When employment increases are needed for emergency situations involving
the protection of life, propty, or the national security, or

d. When transfers of functions from one agency to another or from head-
quarters to the field result in a need to adjust employment levels.

In any of the above cases, exceptions will not be requested until the agency
2iead has determined that it is clearly not possible to meet the required employ-
ment needs by redeploying personnel from other areas so as to remain under the
employment level established by this memorandum. Exceptions will not be
grand unless agencies clearly demonstrate that such shifts have been evaluated
and that they are not feasible. CHARLES L. SCHULTZE,

Director.

Senator WILLIAMS. I notice since that has been in effect in October
they added 24,488 employees, and in November they added 36,728
employees, and in December they added 7,551 employees. I am
wondering if that Executive order was not misunderstood; instead of
a freeze it was an expansion. I wonder if there was a grammatical
error in phrasing that order or what happened.

Mr. SCHULTZE. Senator, what you are referring to is a memorandum
to the agency heads from me rather than an Executive order. I pre-
sume you read it. Am I correct, sir?

Senator WILLIAMS. Yes, sir.
Mr. SCHULTZE. I wonder if you might want to read paragraphs 4

and 5 of that memorandum. If you %11 not, I will read them for you.
Senator WILLIAMS. I will read them. They say "maybe."
Mr. SCHULTZE. No, sir, they do not say "maybe" al al. They say,

"In view of the personnel requirements involved in the Vietnam
conflict, the Department of Defense and the Selective Service System
are specifically exempt from paragraph 1 of this memorandum."

Similarly, this is also true, as noted in the next paragraph, with
respect to the Post Office, because of increase in mail volume.

Now, if you look at the level of employment outside of these agencies
which were specifically exempt, it is down some 34,000 employees
from the freeze date to December. So the freeze order itself, right
on the face of it, said that because of Vietnam and an increase in mail,
the DOD and Post Office are excluded.

In the agencies to which it does apply, employment since that
freeze date, which you will recall is Jume 1 for temporary employees
and July 1 for permanents, is down some 34,000.
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It may go up again, Senator, I want to be clear on this. It may go
up some, but since that freeze order employment has been down in the
agencies to which the freeze applied.

Senator WILLIAMS. Well, based on past experience, you and I
can agree on one point, that is it may go up again.

Now, that order, which was released just about 2 to 3 weeks before
the election day, was hailed throughout the country as an economy
move by the administration. It is somewhat comparable to the order,
Executive order, in December 1965 where we were going to cut back
25,000 employees in the remainder of the fiscal year 1966, But in-
stead of cutting back 25,000 after that statement was made-and again
it was hailed as a great economy move-we added 187,506, or an
average of 26,000 a week. I am just going to plead with you, do not
cut these expenditures any more in that direction.

Mr. SCHULTZE. Senator, again, I presume since you have talked
about that order a good number of times that you have read the
particular memorandum concerned.

Senator WILLIAMS. Yes, I have read it. It was released and hailed
and recognized-as I did, too, and complimented the administration-
as a movement toward economy, but reading the fine print it again
said maybe, and that little maybe is what is bothering me.

Mr. SCHULTZE. It did not say "maybe" at all, sir. What it called
for was a one and a quarter percent reduction in the employment
ceilings that we had provided for the end of fiscal year 1966. Those
ceilings provided for an increase over 1965. We reduced the 1966
ceilings by one and a quarter percent, but that still left an increase
over the previous year, Senator. Nobody was fooled; nobody was
misled. The order was a fiat statement about the ceilings, Senator.
I presume you read it.

Senator WILLIAMS. Maybe I was the only one. Then I understand
what this order was that in the back of your mind you were planning
to add about 225,000 employees, you were only going to add 200,000
so you cut back 25,000 and that was the saying; is that correct?

Mr. SCHULTZE. Yes, sir; it was.
Senator WLLIAMS. I understand that now.
Mr. SCHULTZE. Excuse me, Senator. This was not something in

the back of our minds. The employment estimates w-re printed in
the budget and appropriations were made by the Congress in support
of certain employment levels. We reduced the employment ceilings
by some 25,000 from the levels that we had put in the budget, and
below the level which the Congress had appropriated. But those
levels allowed for an increase over the previous year.

Senator WILLIAMS. That is interesting.
Could I ask you this question? Why do you not include an extra

half million so we can cut back more, and then we can really get
somewhere? I mean, why just project 225,000 added and then cut
back 25,000? Why did you not project a half million and cut back
300,000? We would go broke just saving money that way.

Mr. SCHULTZE. It may make great fun with a witness, Senator,
but let me ask your suggestions on what we do with the Post Office
and Defense Department. This is where 90 percent of the increases
are occurring between 1966 and 1967. Would you suggest that we
not provide the men for support of our troops in Vietnam? Would
you suggest we not deliver the mail?
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Senator WIUUAMs. Oh, no.- .
Mr. SCHULTZZ. Senator, I realize you can make fun out of employ-

ment increases, but we are trying to hold them back.Senator WILLIAMS. What I have really suggested is that we really
recognize the fact of the situation; namely, there is a war in Vietnam.
We do not foresee the end of it, and I am glad at last the administra-
tion recognizes it.'

As for reducing the expenditures in some of these others, I welcome
your invitation to make suggestions, and I will be sure you get them.

Mr. -SCHULTZE. Glad for suggestions, Senator.
Senator WILLIAMS. However, I hope they will be listened to and

followed more than the other ones have been.
I will make one suggestion now which I offered before.. Why not

put a real freeze on employment and not just - t. imaginary one.
Why not just freeze the level of employment aw zl be done with it?
Why go through, the argument we are going to freeze it and then
exempt about half the agencies?

Mr. SCHULTZE. Senator, as I say, if you could tell me what to do
about delivering the mail, we could consider that. If you could tell
me what to do with 3,000 young Indian children coming in to school in
the West where we have to provide teachers, 1 would be glad to listen.
You may have some good ideas. But it cannot just be done by simply
saying: "close your eyes and freeze employment." It has to be done
by looking at program after program to see what we can do. That is
what we have done in this case.

Senator WILLIAMS. We have had Government services. Let us
face it, we have had the mail service longer than you and I have been
in the Government.

Mr. SCHULTZE. And there have been increases in the Government
along with it.

Senator WILLIAMS. The more we increase employment the slower
the mails get. We are almost b.ck to the Pony Express days in some
areas. So maybe we have got tco many employees in there and it may
be this is what is needed, because I think you will recognize the mails
are not moving today as efficiently as they did when we had far less
employees than we have got now, and it may be the rules of operation.

Mr. SCHULTZE. Well, Sator, I would be the first to agree that in
the Post Office and many other areas of Government we have a lot
to do in terms of improving efficiency. We are working on it.. I.
think you will recognize, however, that in the case of the Post Office
in the last 2 years, because of a rapidly rising economy, mail volume
has been rising much more rapidly than it ever did in the past and
turnover has Len a lot higher because of a tihter labor market.
This has led to some delays, but it has also required some additional
Post Office employees.

Senator WILLIAMS. Well, Mr. Chairman, I will withhold further
questioning.

Senator HARTKE. (presiding). Senator McCarthy.
Senator MCCARTHY. I do not have any questions. I came over

hoping the script might be changed, but I came in finding it just as it
was last year.

I will riot ask you any questions. I will give my moral support to
the Treasury today, and the same with the Bureau of the Budget.

Senator HARTKE. Senator Curtis.
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: Senator CUriTs.'I have a few questions.,o I iall try to be concise,
but I would like to establish them for the record. I would like to ask
both Mr. Schultze and Secretary Fowler this question: Do you regard
a rsing Federal debt as a good thing? I preface that question with
the fact that there have been a great manywriters and others and
some of them I believe have been in government, who have, if they
have not defended a rise in the Federal public dobt, they have pooh-
poohed tie idea that it was a cause for any alhrm, and they have
argued about growth in the GNP and population and so on.

I will ask the Director of the Budget: Do you regard a rising Fed-
eral debt as in the public interest?

Mr. SCHULTZE. I would say, Senator, that a rise in the public
debt itself is obviously not tle objective of Government planning,
should not be, and is not to be considered per ;;e, a thing that is
desirable. I think what you have to look at are 'he implications of
what has to be done in any given situation in order to change that
debt--n other words, what it would mean with respect to taxation
and expenditures. That is the way to look at it.

Senator CuRrs. I understand that. But in other words you do
not accept the philosophy that this debt is really it good thing and
it is the only way we can accommodate a growing p)pulation and an
expanding economy?

Mr. SCHULTZE. No, sir, what I would say is that the only way to
view that is not to say that rising debt is a good thing, or rising debt
is a bad thing, but rather to look at the expenditures and the receipts
that are appropriate to the economic conditions and the other objec-
tives of Government at any given period of time and make decisions
on that basis, rather than looking at the debt and saying that rising
debt is a good or bad thing.

Senator CURTI.. Secretary Fowler, what is your answer?
Secretary FowLER. I share what the Director has said. A rise in

the Federal debt is something that any Secretary of the Treasury
would prefer not to h.tve, and I would hope that it would be possible
in many years, and on 1-any occasions in the future, to achieve some
debt reduction whi~h ,a be thoroughly compatible with our national
goals of high emplu .,- nt, substantial rate of growth, and reasonable
price stability and equilibrium in our balance of payments.

We had some discussion about the general problem of debt, I think,
last year before the committee.

What I would like to add about the debt, the problem of the Fed-
eral debt, and debt generally, is that I do not think that the character
of the increases in the Federal debt which have marked the past four
administrations since 1946 present a great menace to the soundness
of the American economy or the American Government.

It is important that we try to achieve debt reduction, and'the lower-
ing of the cost of carrying the debt, when those opportunities present
themselves. We ought to realize at the same time that in the last
20 years the Federal debt has grown at a much slower rate than the
economy.

We ought to take into account the fact that the ratio of public debt
has declined since 1946 from roughly 116 percent of GNP to about a
projected 41 percent in 1968, and the 41 percent would compare with
51 percent in 1940, before the large wartime debt rises began.
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We all ought to also take into account the fact that in the 20 years
since 1946 thepublic debt has increased 27 percent, but the other eie-
ments of debt in the economy have increased from five to eight times
their 1946 levels. In consequence the Federal share of the total in-
debtedness of the country has declined from about 58 percent at the
end of 1946 to 29 percent December 31, 1960, and only 22 percent at
the end of last year.

The burden of thc Federal debt on each individual has also been
Sharply reduced since 1946. This is due to growth in population and
ilso growth in per capita wealth. The debt per person has dropped
from $1,909 in 1946 to$1,628in 1966. But if we adjust that per capita
debt for the changes in the p rice level, using 1957-59 dollars, the
burden per capita has declined from $2,800 to roughly $1,400 in real
per capita terms or roughly 50 percent.

Now, if we contrast this decline of debt per capita to disposable
income, we would also get an encouraging picture, that the per capita
disposable personal income that is left after Federal, State, and local
taxes rose from $1,132 in 1946 to $2,567 in 1966. Therefore, in
relative terms the debt has declined from 169 percent of disposable
income in 1946 to 63 percent in 1966.

Now I have given the previous figures on the character of the
interest burden as a percentage of GNP and also as a percentage of
receipts. It was around 12 percent of receipts in 1946. It rose to 16
percent in 1950, and now in 1968 it is estimated at 11 percent.

Now each of these measures shows that the burden of the public
Federal debt has been reduced during the last two decades. This
is an encouraging trend, indwe ought to weight it against the fact,
the undeniable fact, that the Federal debt has increased 27 percent
during that period of time.

Of course we also must take into account that a substantial block
of that debt is held by the trust funds and the Federal Reserve Board.
The balance, privately held, is about $218 billion.

But, Senator, we have no difference of opinion, I think, between us
as to the desirability of effecting debt reduction and holding the ex-
pansion of the Federal debt down. As a finance officer of the Govern-
ment, I certainly would want to do all that I could that was reasonable
and compatible with general economic and financial policy to achieve
that objective.

Senator MCCARTHY. Will the Senator yield to me at that point?
Senator CURTIS. Yes. 0
Senator MCCARTHY. I think we ought to observe that this country

was really founded on borrowed money. The Puritans borrowed
money to get here, Christopher Columbus had a government loan
which is about the worst thing which he could do, right? Anyway,
that is a pretty bad start, and we have been operating on credit ever
since. Would you agree with that?

Secretary FOWLER. The chairman of this committee has pointed
out several times, I think last year during the course of the hearings,
that debt has grown alongside the growth in gross national product.
Another pertinent fact-it is thought by many economists and stu-
dents of these things that the ratio of increase in gross national prod-
nct to debt is about $1 of GNP increase to $2 of debt increase. That
is not Federal debt. That is taking Federal, State, local, corporate,
and private debt.
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Senator WILLIAMS. Will the Senator yield for just a poiuit?
Senator CURTIS. Yes.
Senator WILLIAMS. I am interested in relating the national debt

both to the change in population and relating it as to a percentage of
the gross national product, both of which have some merit. But I
am reminded of the story of a young couple over home. They bor-
rowed $10,000 from the bank and they financed their home, and the
banker impressed upon them that they now owed $5,000 per capita.
A couple of years later they came into the bank and they had had
twins and they wanted to buy a car and they impressed upon the
banker that even with the expanded debt and the fact that they were
going into debt each year, their per capita debt had dropped substan-
tially by dividing it by four, and the percentage of their debt as related
to the overall national income was lower, but unfortunately that
banker did not agree with it.

Senator METCALF. Did he get his salary raised in the interim?
Secretary FOWLER. I think that would depend on the age of the

children, Senator Williams. I think some of those who have reached
teenage might have pretty good prospects of outearning the old man.

Senator WILLIAMS. But you will admit there are other factors than
those that relate to the danger of a national debt.

Secretary FOWLER. Oh, yes, sure.
Senator CURTIS. At this late hour I will not pursue the matter and

engage in any debate. I am very alarmed about the lack of distress
over the ever-increasing national debt; boasts are made of our great
prosperity and highest payrolls, yet the debt goes on.

None of us can understand a billion dollars, but we do know if
-,here is a community that has a thousand tax payers in it, and each
o)ne of them, in addition to spending all they make, borrow substantial
.sums each and every year, that the Tevel of employment and prosperity
.and affluence will increase greatly and steadily in that particular
.,.ommnunity.

Suppose we had the next five administrations and assume each
administration lasted for 8 years and they were to go on with addi-
tional increases in the national debt year after year. Do you regard
that as a normal thing, not to be disturbed about, or would it be a
distressing thing? That would be projecting it for 40 years.

Secretary FOWLER. It would be undesirable. I would hope that
during the next five administrations there would be frequent oppor-
tunities to either hold the level of debt where it is or to reduce it by
debt retirement out of surpluses.

I think, just as Mr. Schultze has indicated, this will present choices
as the economy grows. The throwoff of that growth into increased
revenues in very substantial amounts presents an opportunity always
for the President and the Congress together to make choices as to
whether or not the additional revenues will be used to reduce taxes,
to increase Government expenditures, or to retire debt, and all of
those choices can at various times, depending upon the circumstances,
be compatible rather than in conflict with the achievement of these
ecoromic objectives that I have indicated.

AMid I certainly would hope and feel that there will be times in which
debt reduction would at least get a partial share of the increase in
revenues that results from the persistent grmiwth of the eco,,mNy.
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Mr. SCHULTZE. I might point out also, Senator, that if, during the
period of the next five administrations, the real growth of the economy
continues at the same rate we have had in the last4 or 5 years, even
if the debt keeps growing at the same rte as in the last 4 or 5 years.
it would end up at the lowest proportion of our national wealth and
national income than in this generation or even in the preceding
generation.
. Secretary FOWLER. Senator Curtis, I think an analysis of the situ-

ation in the last 3 years will point up this choice that we might have
had were it not for the interventions of Vietnam. There can be
qualifications. If there had not been that, the situation might have
been different. But in fiscal 1966 with the Vietnam costs removed
the outlays would have been $100.9 billion compared with receipts
of $104.7 billion giving a surplus that year of $3.8 billion.

Even if we sub tract out of that the $1.2 billion of extra revenues
from the Tax Adjustment Act you passed last March, which was
enacted because of Vietnam, there would till be a surplus of $2.6
billion.

Similarly in the current fiscal year of 1967 we expect a jump in
Vietnam costs up to $19.9 billion which if eliminated would give a
surplus of $10.2 billion. Again eliminating the revenues produced
by last year's Tax Adjustment Act which this year would be $6
billion, we would still wind up the year with an even larger surplus
than in 1966, $5.6 billion.

The projected 1968 budget includes $22.4 billion in special Vietnam
costs. Were this to be eliminated, we would have a surplus of $14.3
billion. Since the new tax recommendations are being made to
finance these costs, we would eliminate $5.5 billion of revenues from
this source. Even after that there would be a surplus of about $8.8
billion which would be the highest surplus in history.

Now, of course, one cannot sit here and predict what would be the
level of Government expenditures for nondefense purposes or for
other defense purposes than Vietnam had Vietnam not intervened.
One cannot predict with complete accuracy what the nature of the
economy would be. However, I am one of those who believes that
the experience we had in 1964 and in 1965, up until June when there
was a very, very rapid rate of growth, was one in which the private
sector produced additional jobs and made a contribution that was
hoped for and anticipated and that we would have had roughly the
same general level of revenues without Vietnam. 0

I do not for one instant concede the fact that war is essential to a
reasonably fully employed, fully utilized U.S. economy.
. So I think these indicate the kind of choices that will confront the
President and the Congress at the conclusion of the Vietnamese
hostilities, certainly after a period of 6 to 9 months of adjustments.

Senator WILLIAMS. Will the Senator yield just on one point there?
Are those figures you just put in the record based on the assumption

that if the Vietnam war was over and we eliminated all those expendi-
tures, the economy would keep eight on rising, providing the Govern-
ment with additional revenue? Did you not fail to take into calcula-
tion the impact a reduction in the expenditures on the Vietnam war is
having?

Secretary FOWLER. I took in, Senator-Senator, they were based
on the projection that had there not been the escalation in Vietnam and
the economy had been moving, continued to move, on the track that
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it was moving in 1984 and 1965, we would have had a highly prosperous
economy and that the revenues yielded, for example, in fiscal 1966 of
$104 billion, that we would have roughly come out at around that
had there not been intervention of Vietnam. -That is my assumption.

Senator WtLLIMS. Yes, that is right. I appreciate that, and you
have to make the assumption. But I might say that the staff disagrees
with those assumptions and did not feel that you had taken into con-
sideration the impact of a reduction in the expenditures which would
inevitably have a feedback effect on the economy.
. Senator CURTJs. I will go on to my next question, but I cannot

help but observe that I am greatly disturbed over the growing attitude
of those who are policymak ers in Government, who seem to accept
the idea of an increasing Federal debt and take solace in the fact
that it is less per capita and that it is less percentage of the gross
national product. I think that there is an element of character in-
volved. 1 think it would be worthwhile to say to the citizens of the
United States,' "Your bonds will be repaid out of surplus of the
Treasury, that they will not be repaid by merely issuing more bonds."

I think that the lessening of the burdens of Government would be
a spurt to ou' economy.

N ow I reidize that, dollarwise the increase in the gross national
product of the twenties does n6t equal present growth but it did

appen and there was an annual reduction of the Federal debt. The
present administration seems to accept the premise that to keep the
ball in thr air the Federal Government will have to borrow more
dollars evwry year.
, I do nAt want to cut anybody off. You do not have to answer
unless you want to.Secretary FOWLER. Senator Curtis, I want to say very clearly, I do
not take the view that it is necessary for the Government to incur
large deficits in order to maintain a healthy economy. I think the
experience that we had in the policy that was expressed in the first
section of the Revenue Act of 1964 and the results that flow from that
act showed that with a reducing, sharply reducing, trajectory of
deficit in the budget, whether it is administrative or some of the other
methods of calculating it, the American private sector is fully capable,
give the healthy environment that existed during that period, of
sI applying the jobs and the opportunities to move toward a fully
employed, fully utilized econom

I have faith that that would ave continued to be the case had we
had the surpluses that would have been posed had the Vietnamese
war not intervened.

I also think a considerable body of accepted economic opinion is to
the effect that surpluses and debt retirement can be handled in such
a way as to be completely compatible with continued healthy growth
and an expanding economy. So I do not think there is very much
difference between us on our positions here.

I point to these other elements simply to give a rounded picture of
the situation. If one wants to worry about increasing trajectoriesof
burden, there is the growth pattern, for example, in State and local
debt in recent years, which has moved since 1946 from about $23
billion to $101 billion in 1966. This represents a four or five times
rate of increase.
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I do not want to counter one. worry with another , but that does
round out the picture.

Senator CURTIS. I do not want to take our time and the time of
the committee to go into the State and local debt thing. I think
local and State governments are faced with two very realistic things:
One is a great portion of their budget goes to match Federal programs
and, secondly, inflation is hitting these units of government in no smali
measure.

I have county commissioners tell me that if they never increased
the services rendered, if there is a minor repair needed in the county
courthouse where they used to get a bill for $7 or $8, they are lucky
if they get off with $25 now.

Secretary FOWLER. Senator Curtis, I would just like to add one
eneral. comment here. I think we want economic growth. We
oth want that. We must recognize that credit growth goes with

economic growth. I think we both have a distinct preference for
wanting the credit growth that goes with economic growth to be
predominantly and preponderantly private credit. I think that has
been the case over the last 15 to 20 years.

Senator CURTIS. But I think we have got to face the grim reality
that we have an increasing debt over the long pull. I do not just
indict the President, I include myself, all of my colleagues, and
everyone that in anyway can influence the financial policies of our
Government.

We have an increasing debt because the politicians at a given time
want to give to the people more Government bounty than they are
willing to face up to and have the people pay for. I think it is that
simple.

We are faced with that hard decision that to my mind involves
character.

I want to ask this question: If this bill is uot passed, is there any
system of priorities set up as to what bills shall bo paid from the funds
that are available to pay bills, and if so what in general are those
priorities?

Secretary FOWLER. No, sir, no set of priorities has been established.
Senator CURTIS. Now, one thing about the increase in what is said

in your paper of the anticipated war expenses, Vietnam war expendi-
tures. I am aware that no one can predict what the Congress will do,
no one can predict catastrophe, a lot of things that happen, but in the
realm of the Defense Department, the Secretary of Defense does have
access to secret and confidential war planning, he has access to the
military intelligence reports. Certainly the directions for conducting
a watr are not on a day-to-day or month-to-month basis. So I want to
ask you this: Did the Secretary of Defense err in advising the budget-
makers concerning the anticipated war expenses or did the budget-
makers go ahead without his estimates.

I will ask you, Mr. Schultze.
Mr. SCHULTZE. I think the major point involved is that the Secre-

tary of Defense did advise the budget-makers, as he advised the
Congress-I am not sure of the precise timing-that barring a cessa-
tion of hostilities, the costs of the Vietnam conflict in fiscal 1967 would
be significantly higher than the amounts provided in the 1967 budget.
We must remember that it is about 15 months ago that the original
budget estimate was made.
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He also advised the budgetmakers; as he was proceeding to go
through the services' requests and doing his war planning, that until
it was fairly late in the game that he would be unable to pin down
precisely what the requirements were going to amount to.

For example, in August, within 72 hours before his appearance
before the Senate Appropriations Committee, he was faced with three
different and revised estimates of Army requests for troop strength,
and these changes continued to come in.

Senator CURTIS. He did not know abor:l this?
Mr. SCHULTZE. It is not so much that ne did not know about them,

but that he was unable, except as he went through and pinned down
the specific requirements, to put dollar numbers on what he was finally
going to recommend to the President. So the answer is that in terms
of the fact that Vietnam expenditures were going to be higher, yes,
of course we were advised. In terms of the specific amounts, this
was something that developed only as the specific requirements could
be reviewed and the Secretary could make his determination on wha'
he was going to recommend to the President.

Senator CURTIS. Would you for the record, Mr. Schultze, put in
the amount of the Federal debt at the close of each fiscal year for
the last 20 years including the estimate for the current fiscal year?

Mr. SCHULTZE. Yes, sir.
(The information referred to follows.)

Public debt, 1947--67
Pt~ibc det PUMbC d4t

at e4 of as endof
er I Ver I

Fiscal year: (mOiui) Fiscal year-Continued (m)lim)
1947 ----------------- $258, 376 1958 ------------------ 276,444
1948 ------------------ 252, 366 1959 ------------------ 284, 817
1949 ------------------ 252,798 1960 ------------------ 286,471
1950 ------------------ 257,377 1961.----------------- 289,211
1951 ------------------ 255,251 1962 ------------------ 298,645.
1952 ------------------ 259, 151 1963 ------------------ 306, 466
1953 ------------------ 266,123 1964 ------------------ 312, 526
1954 ------------------ 271,341 1965 ------------------ 317,864
1955 ------------------- 274,418 1966 ------------------ 320,369
1956 ------------------ 272, 825 1967 estimate --------- 327, 300
1957 ------------------ 270,634

1Includes Government enterprise debt guaranteed by the U.S. Treasury.

Senator CURTIS. Now, what are the expected revenues for fiscal
1968?

Mr. SCHULTZE. $126.9 billion.
Senator CURTIS. What was the expenditure of the Department of

Defense for fiscal 1961?
Mr. SCHULTZE. For fiscal 1961, expenditures for the Department of

Defense, military functions, plus the military assistance program-
we normally think of them together-were $44.7 billion.

Senator CURTIS. Now, what will be the estimated expense of the
Department of Defense, including the Vietnam war, for fiscal 1968,
using the same definition?

Mr. SCHULTZE. $73.1 billion.
Senator CURTIS. $73.1.
Mr. SCHULTZE. Correct, sir.

Senator CURTIS. What were the total revenues in fiscal 1961?
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Mr. SCHULTZE. Total revenues in, fiscal 1961 were $77.7 billion.
Senator CURTIS. $77.7 billion.,
Mr. SCHULTZE. Revenues for fiscal 1961, that is correct, air.
Senator CURTIS. In other words, the revenue from fiscal 1961 has

gone up from your estimate for 1968 $49.2 billion.
Mr. SCHULTZE. COITect, sir.
Senator CURTIS. The cost of the Vietnam war, including increased

costs of running the Defense Department generally, has gone up
$24

Mr. SCHULTZE. $28.4 billion.
Senator CURTIS. $28.4 billion.
Mr. SCHULTZE. That is correct, sir.
Senator CURTIS. So from the estimated increased revenues for fiscal

1968, after you allowed for the increased cost of defense, which in-
cludes the cost of the Vietnam war, would still leave a leeway for the
expansion of nonmilitary activities of the Government and operating
surplus of $20.8 billion, is that right?

Mr. SCHULTZE. That is correct, sir, compared with 1961.
Senator CURTIS. One other question, I believe it was in the Secre-

tary's paper that referred to savings and loan insurance p.ptvments.
Mr. SCHULTZE. That was mine, sir.
Senator CURTIS. As affecting the budget.
Mr. SCHULTZE. That is correct, sir.
Senator CURTIS. Do they go into the general fund?
Mr. SCHULTZE. Yes, this is a self-financing operation.
Senator CURTIS. How do they affect the budget?
Mrl'. SCHULTZE. There are advance payment3 on premiums which

are netted against expenditures to support the operations of the Federal
Savings and Loan Insurance Corporation. Those advance payments
are in turn based upon the inflow of savings in o savi-ngs and loan
institutions. In the current fiscal year, the inflbw of savings was
down, the advance payments are in turn smater, and therefore
the net expenditures are higher than we originally tstiruated.

In other words, the net cost of those operations as shown in the
budget is higher because the premiums were doivn.

Senator CURTIS. I have taken more time than I anticipated,
and the next question, the answer can be submitted for the record
because I must answer a telephone call.

On page 16 of your statement, Mr. Schultze-
Mr. SCHULTZE. Yes, sir?
Senator CURTIS. At the top of the page, the actual program re-

ductions which have been undertaken exceed the target set out last
fall.

Mr. SCHULTZE. Yes, sir.
Senator CURTIS. Reductions and deferrals in program obligations ,

commitments, and contracts totaled $5.2 billion.
Mr. SCHULTZE. Yes, sir.
Senator CURTIS. The following sentences give some information

as to that $5.2 billion, but will you itemize it for us?
Mr. SCHULTZE. Yes. I have already indicated I am Eupplying

for the record a list of about 150 odd items which go into thi~t. (See
p. 14)

Senator CURTIS. Thank you.
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Senator HARTKE. Mr. Secretary, we have a problem here in which
I am involved on the floor of the Senate, and I do have some questions.
However there is a rather desperate call from the floor that unless I
appear something is apt to happen, I am not sure what. But I am
going to make a speech there which they insist has to be done.

Do you have some questions you want to ask?
Senator METCALF. Mr. Chairman, I am a member of this Joint

Committee on Reorganization and I am awaiting an opportunity to
offer an amendment of my own, and I need to get to the floor, too.

Senator HARTKE. Can the two of you be back here tomorrow at 10?
Secretary FOWLER. We can be back this afternoon. I am free upuntil 3 o'clock.

Senator HARTKE. Will you not be here tomorrow morning?
Secretary FOWLER. Oh, yes, I will be here.
Senator H A.TKE. Could you be here tomorrow morning at 10

o'clock?
Secreary FOWLER. Yes.
Mr. SCHULTZE. Senator, I may come in a little late tomorrow

morning. I think it has already been communicated to the com-
mittee; I have a prior appointment, but I will come between 10:30
and 11.

Senator HARTKE. I was just going to ask, I just wonder, I did not
want to go back to 1968 or something like that.

Senator WILLIAMS. We will save some questions for you.
Secretary FOWLER. I hope you will reserve all the questions on the

budget for the Director when he comes tomorrow morning because
this is a kind of a dual act and we provided-.

Senator HARTKE. All right, the committee will then stand in recess
until tomorrow morning at 10 o'clock.

(Whereupon, at 12:30 p.m., the committee recessed, to reconvene
at 10 a.m., Thursday, February 16, 1967.)
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THUE8DAY, FEBRUARY 16, 1967

U.S. SENATE,
COMMITTEE ON FINANCE,

Wa8hington, D.C.
The committee met, pursuant to recess, at 10:05 a.m., in room 222i,

New Senate Office Building, Senator Vance Hartke presiding.
Present: Senators Long (chairman), Hartke, Williams, Carlson, and

Curtis.
Senator HARTKE. The committee will come to order.
Good morning, Mr. Secretary.
Secretary FOWLER. Good morning, Senator.
Senator HARTKE. Good morning. I hope you had a nice night.
Senator Williams, I think, has a question or two he wodd like to ask.
Senator WILLIAMS. Mr. Secretary, to get the record straight so

that we can approach this more intelligently, the deficit projected
for 1968 is $8.1 billion, is that correct?

STATEMENT OF HON. HENRY F. FOWLER, SECRETARY OF THE
TREASURY, ACCOMPANIED BY FREDERICK L. DEMING, UNDER
SECRETARY FOR MONETARY AFFAIRS; AND HON. CHARLES L.
SCHULTZE, DIRECTOR, THE BUREAU OF THE BUDGET, ACCOM-
PANIED BY SAMUEL M. COHN, ASSISTANT DIRECTOR FOR
BUDGET REVIEW, BUREAU OF THE BUDGET-Resumed

Secretary FOWLER. That is correct, Senator.
Senator WILLIAMS. In arriving at that figure, I understand that

your plans are to sell $5 billion in participation certificates.
Secretary FOWLER. That is correct.
Senator WILLIAMS. And your plans also embrace an acceleration of

the corporate tax by changing the ratio from 70 to 80 percent on the
estimate, and that would bring in an extra $800 million.

Secretary FOWLER. There are two aspects to that, Senator. The
movement from 70 to 80 would bring in $400 million, and the other
aspect, which would be to apply over a 5-year period the same accelera-
tion to taxes which are less than $100,000 would bring in the remaining
amount.

Senator WILLIAMS. But the total would be $800 million, approxi-
mately?

Secretary FOWLER. That is correct.
Senator WILLIAMS. Then I understand that the seigniorage on

coins, that is the profit that accrues out of reducing the silver content
is estimated at $159 million.

Secretary FOWLER. That is correct.
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Senator WILLIAMS. Now those total $6,319 million.
My question is, assuming that we do not sell these participation

certificates and these others, your deficit would be $14.4 billion, is
that correct?

Secretary FOWLER. Well, if you add in the participation certificates
only it would bring it from $8.1 billion tW $13.1 billion.

Senator WILLIAMS. That is correct. "Then, if'we'do not accelerate
the corporate tax as proposed, that would be another $800 million.

Secretary FOWLER. Another $800 million.
Senator WILLIAMS. Of course, tle seigniorage 6iffl develop because

we have already made that deciAon.
Secretary FOwLER. Yes.
Senator WILLIAMS: That brings it to $6.3 billion or a total of $14.4

billion, and that $14.4 billion is arrived at by assuming that the 6
percent across-the-board tax will be passed and effective July 1, is
that not correct?

Secretary FOWLER. That is correct.
Senator WILLIAMS. So, in effect, without some affirmative action

by Congress in this direction of the Department, your real deficit
for 1968 would be $18.9 billion rather than the $8.1 billion.

Secretary FOWLER. That is correct.
Senator WILLIAMS. Now, the same ratio would be true in the 1967

deficit. I understand there are about $3.2 billion we will pick up in
accelerated corporate tax rates as a result of the remaining of that
acceleration of corporate

Secretary FOWLER. Yes, of the law already enacted as of last year.
Senator WILLIAMS. Yes. And the seigniorage on the coins is

estimated, I think, to be about $1 billion in 1967.
Secretary FOWLER. That is correct.

.Senator WILLIAMS. And the participation sales you were projecting
around $4.1 billion, if you are able to move the rest of them. I think
that was the plan.

Secretary FOWLER. The exact figure is $3.580 billion.
Senator WILLIAMS. I think that was my understanding. But the

projected goal was $4.1 billion.
Secretary FOWLER. Yes. But that has been reduced somewhat

as the year has gone on.
Senator WILLIAMS. And, as a result of a speedup by Executive order

of the payment of the withheld payroll taxes, a speedup of the pay-
ment of the excise taxes, plus the change in the graduated withholding
tax brought in $770 million in 1967.

Secretary FOWLER. I do not have the exact figure in mind, but
that sounds like a reasonable figure.

Senator WILLIAMS. So those four items would total $9 billion, and
without these nonrecurring income items our deficit for 1967 would
have been, $18.7 billion.

Secretary FOWLER. That is correct.
Senator WILLIAMS. I point this out because I think that not only

we in Congress but the American people should recognize the true
deficit based on prior accounting methods. Also, we would be in a
better position to evaluate why this debt ceiling must be changed at
this time.

Secretary FOWLER. Senator, I cannot accept the statement "the
true deficit" nor can I accept the statement on "prior accounting
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methods." We are following exactly the accounting methods, as far as
this is concerned, that have been followed over many administrations.

Insofar as what is the true deficit, the Budget and Accounting Act
of 1921 requires by law that the President outline the expenditure
and revenue program, and it has been always characteristic of every
budget that I can recall that when the President has recommendations
for toix action or other action which he expects to yield revenue, these
are computed as a part of his budget. Now whether Congress, by a
series o different actions converts that President's projected detcit
from $8.1 billion to a higher figure is, of course, a matter for the
Congress to determine.

Mr. COHN. I would point out in that connection, Senator, that the
Congress also has to act on the appropriation requests of the Presi-
dent, and if the Congress does not approve those or changes them it
also affects the deficit in that way.

Senator WILLIAMS. I am not questioning that point and I am not
questioning the legality of what has been done or anything. I am
just trying to get the picture for these nonrecurring items of income.

Secretary FOWLER. Some of those ou have cites.
Senator WILLIAMS. The accelerated tax rate, accelerated corporate

rate. I accept that position of accelerating it.
Secretary POWLR. I do not think we have any differences.
Senator WILLIAMS. That is correct.
Secretary FOWLER. You characterize it one way and I cannot

accept that characterization. I would characterize it in another way.
Senator WILLIAMS. I realize it may be somewhat embarrassing

to accept a $18 billion deficit.
Secretary FOWLER. I would not for a moment accept an $18.1

billion deficit, and I think, Senator Williams, it is not fair and proper
to present that to the country as an $18.1 billion deficit.
Senator WILLIAMS. If not, let's do it over again.
Senator HARTKE. Just a minute. Will you yield? Can we

put in a couple of more items before we go ahead with this philosophi-
cal discussion?

All right?
Secretary FOWLER. All right.
Senator HARTKE. What I think we want is an honest accounting

here, and this is what is involved. In addition to the items Senator
Williams mentioned, is it not also true the budget has in it, and it
presumes, an increase in postal rates of $700 million?

Secretary FOWLER. That is correct.
Senator HARTKE. That was not included in your items, so you have

to add $700 million more.
Secretary FOwLE. I was going to add that one, too.
Senator HARTKE. All right. I am glad we have such an agreeable

group here this morning. It is good no one else is here. We might
have disagreement if the rest of the committee were here.

In addition to this you have the sale of stockpiled material for an
additional $800 million; isn't that right?

Secretary FOWLER. I do not recall the figure, but I know there is a
substantial figure in the budget.
Senator HARTKE. All right.
Now that raises us another $1.5 billion in addition to that which has

to go into it.
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In addition to that it also has the implication that there will be a
tapering off in the rise of defense expenditures; isn't that right? All
right. They are projected to rise $2 billion and a quarter the first
half of 1967, and approximately $1.2 billion the second quarter of
1967, and one-half billion during the first half of calendar 1968.

Secretary FOWLER. I am going to have to defer, Senator Hartke,
to the Director of the Budget who NIl be here shortly as to what the
quarterly outlook is on the expenditure patterns. I am not familiar
with them.

Senator HARTKE. Let us assume I am right, and I will assure you
I am, just as I was right last summer when you said I was not about the
$10 billion deficit which is in the record.

I was surprised at those people who chided us for trying to get an
honest accounting last summer. I might point out-maybe I had
better wait for Mr. Schultze on that because it was an exchange with
him when he denied I was right when I said there was $10 billion short.
I am going to go on to one thing'

Also in 1968 there is going to e another factor which is going to be
the reestablishment of the investment tax credit which yesterday you
said we would reestablish, that credit balance, whatever that amounts
to. What is the amount?

Secretary FOWLER. That has been computed in the figures, Senator
Hartke.

Senator HARTKE. And the deficit is also in there-is the fact ther&
is going to be a sharp drop in the automobile and telephone excise.
taxps also computed in those figures.

Secretary FOWLER. That is also computed.
Senator HARTKE. What we are trying to get is an honest accounting

here.
Senator WILLIAMS. I think we agree on the figures. The Secretary

just confirmed them down the line, and what I was trying to point
out is that the $8.1 billion deficit last year, which is recognized, is
arrived at by taking into consideration $6.3 billion on nonrecurring:
income. We won't get into whether they should be included as a part
of the debt or not, but proceeds from the sale of participation certifi-
cates are used to reduce expenditure items, and has a tendency to
reduce the deficit.

And, of course, the seigniorage on the coins, we all recognize that is.
a nonrecurring profit.

Secretary FOWLER. Every year that we make coins we get a profit.
We have every year that I recall.

Senator WILLIAMS. That is correct. Every year you make coins.
ou get a profit. But the letter I received from your Department, I
elieve signed by you, pointed out that in the changeover of these

coins we Will pick up about $2 1 billion quick profits, I billion of it
which went in last year, $519 million in fiscal 1968, and some of it the
year before, but once that changeover is made that profit drops back
to an average annual income of around $100 to $200 million per year..

Now, that was your own letter, Mr. Secretary.
Secretary FOWLER. Yes, Senator Williams. We tried to solve the.

coin shortage and we had a very large production under the direction.
of the Coinage Act of 1965. We have tried to avoid any shortage in
coins, and that has meant a greatI bulge in production in the fiscaL
year of 1966 and 1967 which, I think, all past experience would idi-
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cate would be far in excess of the normal production runs that would
be required.

Senator WILLIAMS. That is correct. I am not quarreling with what
you did. I supported what you did. I think you had to do it.

But I am just pointing out in doing that we did pick up this $2
billion income in the 2 years' budgets and you cannot figure that as
recurring income.

I am glad that the Senator from Indiana pointed out the two items
I have missed. Perhaps that is what the Secretary referred to when
he thought my figures were not quite correct, because I said that with-
out these one-shot operations there would be an $18.9 billion deficit.
With these additional items it will be a little over $20 billion, so I
accept the correction of both of them.

Secretary FOWLER. Except it would not be a true deficit, Senator
Williams. The true deficit is $8.1 billion.

Senator WILLIAMS. The true deficit is $8.1 billion arrived at by
virtue of these nonrecurring items and tax increases. But without
them the deficit would be, and the true deficit last year, which did
not have a one-shot job, would have been $18% billion, based upon
prior accounting methods.

I have one other question.
Senator HARTKE. Will the Senator yield? At this point, just for

the sake of the fact that this is not an unheard of figure, I might point
out that the chairman of this committee, after a conference at the
White House, at a private briefing at the White House, came out and
said that unless we raise taxes this year that there would be the possi-
bility of a $20 billion deficit. I think that the chairman probably
was very nearly correct. It is Chairman Long I am speaking about.

Senator WILLIAMS. I think that is the position we are in now.
Secretary FOWLER. One other comment, just to round out this

little exchange we have every year. I think it is in the record and
perfectly clear before, but we go through this dance, so we may as
well complete the figure.

You have used the term "nonrecurring receipts and nonrecurring
revenues." I think some of these items are nonrecurring. For
example, the pickup on the accelerated corporate tax, as I have
agreed with you, last year that is a one-shot or a wholly temporary
thing.

Senator WILLIAMS. The seigniorage on coins would be the same
basis?

Secretary FOWLER. We won't have the seigniorage to the degree
we have.

Senator WILLIAMS. That is correct.
Secretary FOWLER. In a sense part of that is nonrecurring. But

you take an item like participation sales or sales of assets, I would
not agree that is a nonrecurring receipt. This is an item that has
been figured into the budget for the last 12 to 15 years. Unless
there is some startling change in policy, I assume that the Govern-
ment is going to go along making loans each year, many of which have
very excellent security behind them, and selling participations in
these assets, which are the security behind the loan, this is not what
I would characterize as a nonrecurring receipt.

Senator WILLIAMS. It may be recurring as long as the present
administration has its way, but I am not sure you will always have
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it. There are many people today who are concerned with the fact
that in this method of financing, the Government is paying an addi-
tional and unnecessary one-half of a percent to finance its debt. This
was done to some extent under the Eisenhower administration; you
are correct.

Secretary FOWLER. To a very considerable extent.
Senator WILLIAMS. But nowhere near to the extent that there is

here, and I will be glad to put in the record at this point, if you wish,
your report on the various participations, sale, of participation
certificates, which was furnished.

Secretary FOWLER. Yes.
Senator WILLIAMS. I ask that be inserted at this point in the record.
Senator HARTKE. Without objection, so ordered.
(The material referred to follows:)

Sale of U.S. Government financial aset, 1954--681
[In millions of dollars)

Fiscal year Direct sales Participa- Total
tion sle

1964 --------------------------------------------------------- 796 47 843
I955 . . ..----------------------------------------------------- 228 -------------- 228
195 ----------------------------------------------------- 9 9
1957 --------------------------------------------------------- 6 -------------- 6
1958 --------------------------------------------------------- 122 -------------- 122
195 --------------------------------------------------------- 837 -------- _ ..
1960 -------------------------------------------------------- 335 336
1961 ------------------------------------------------------ 64 8------------- 64
1962 ------------------------------------------------------ 204 30 504
1963 -------.------------------------------------------------- 892 250 1,142
194 ----------------------------------------------------- 704 . 373 1,077
1965 ------------------------------------------------------- 814 750 1,584
1966-- _. * 360 2, 601 2, 961

95---- --------------------------------------------- 380 3,60 322
1987 (estimated) -------------------------------------------- 342 3,580 3922
1968 (estimated) --------------------------------------------- 275 5,000 6, 275

I Excluding (a) direct sales incident to insurance or guarantee of loans, (b) direct sales from one Govern-
ment agency to another, (c) sales of CCC cetificates of interest, and (d) direct sales of RFC loam.

Secretary FOWLER. Senator Williams, while we are on this'subject,
we acknowledge the fact that the President has announced he is set-
ting up this bipartisan commission for the study of recommenda-
tions on budget presentation, which will investigate the treatment of
individual accounts that have been questioned on one ground or
another. The lending operations of the Government as distinct from
the spending operations will receive increased attention because in
each of the last 3 years, for example, in which there has been all this
commotion about increased

Senator WILLIAMS. New style bookkeeping.
Secretary FOWLER (continuing). Deficits, one-shot operations, and

so forth. It so happens that in those 3 years the Government was
making loans to the extent of about $10 billion a year-these are
rough fizures--and it is getting back in the repayments of those loans
and in the sale of assets under the participation certificate technique
about $10 billion. 1

Now, one year, I think, there was more lent than was repaid by
about $500 million. ,,The other ear it was about even Steven.- This
next year, fiscal 1968, we are colecting back about $800 million more.
I don't have the exact figures, but that is the rough pattern.
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So if you take out the lending operations of the Government in
this particular, and present that as a lending budget in contrast to
the spending budget which exhausts itself like a salary or payment
for material or a piece of equipment or something of that sort, I
think tile public would have a much different picture of the total
extent of so-called Government spending.

They would-realize that these overall totals we hear represent
both one part Government spending and another part Government
lending.

Senator WILLIAMS. I agree with you that I think that revision of
the present accounting system and reporting would be in order. We
should have some separation in just loans and expenditures.

Secretary FOWLER. Yes, sir.
Senator WILLIAMS. And I hope we can work that out.
Senator HAIRTKE. Let us come back to the participation certifi-

cates, because although they do represent a continuation of a policy
which began before-never in the proportions or in the amounts that
we are talking about today. Is it not true that we now have a legal
opinion that the participation certificates are backed up by the full
faith and credit o the United States and, therefore, in reality are an
obligation of the United States as a contractual debt and, therefore,
should be included as a part of the budget, the deficit?

Secretary FOWLER. Part of the-
Senator H:iRTKE. The Department-as I understand, the Attorney

General-issued a ruling about 6 months ago in which they made a
decision, a ruling, that participuuion certificates are backed up by the
full faith and credit of the United States. Therefore, they become a
part of the obligation of the United States as is the regular debt, and
should be included in the debt rather than as a separate item.

Secretary FOWLER. No, Senator Hartke; your information is not
correct on that.

On September 30, the Attorney General did issue an opinion relating
to the P.C.'s which was very similar to a number of opinions that had
previously been issued relating to other paper issued by Federal
agencies. I would like to submit the full text of that opinion of
September 30 for the record-

Senator HARTKE. All right.
Secretary FOWLER. Now, in the hearings-
Senator HAIRTKE. Just a minute. Before we go can we also have

the letter dated February 3 of this year
Secretary FOWLER. Yes. I have that right in front of me.
Senator IIARTKE. And can we make that part of the record so we

will have the record complete at this place?
(The material referred to follows:)

OFFICE OF THE ATTORNEY GENERAL,
Washington, D.C., ,September 80, 1966.

The HONORABLE the SECRET 4RY OF THE TREASURY.
DEAR MR. SECRETARY: This is in response to your letter of September 2, 1966,

forwarding a memorandum of law of your General Counsel and requesting my
views on the question discussed in the memorandum, i.e., whether the guaranties
by the Federal National Mortgage Association (FNMA) of the participation
certificates it markets from time to time give rise to general obligations of the
United States.

These guaranties are authorized by section 302(c) of the FNMA Charter Act
(12 U.S.C. 1717(c)), which empowers FNMA to act as a trustee for the purpose

74-SS7-67-5
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of issuing particupations in certain securities in which the United States has "a
financial interest" and "to guarantee any participations . . . [so issued],
whether evidence of property rights or debt.'

I am in agreement with the conclusion of your General Counsel that 42 . p.
A.G. No. 1 (1961), the culmination of a series of opinions beginning in 1953, is in
point here. As stated in that opinion, a guaranty authorized by congress is "an
obligation fully bonding on the United States despite the absence of statutory
language expressly pledging its 'faith' or 'credit' to the redemption of the guaranty
and despite the possibility that a future appropriation might be necessary to
carry out such redemption." Thus, the holders of participations guaranteed by
FN MA hold valid general obligations of the United States and are in a position
to reach beyond the assets of FNMA to the United States for payment, if
necessary.

I am aware that the legislative history of the Participation Sales Act of 1966,
which amended section 302(c) of the Charter Act, discloses contrary statements
asserting that FNMA's guaranties of participations are not backed by the full
faith and credit of the United States.* However, these statements were based
largely on the inclusion in previously issued participation certificates of language
required to be inserted in FNMA debt obligations authorized by section 306(b).
This language, which is to the effect that such obligations "are not guaranteed bT
the United States and do not constitute a debt or obligtaion of the United States,'
is not required in the certificates issued to represent participations sold under
section 302(c). Moreover, the language is not appropriate in these certificates
because, as already noted, the provision of section 302(c) granting FNMA author-
ity to "guarantee any participations" that it sells has the effect, under the holding
of 42 Op. A.G. No. 1 and its precursors, of creating a debt or obligation of the
United States. Since these opinions were not brought to the attention of the
witnesses and committee members during the cited hearings, it appears that the
persons making the statements I have referred to did not take them into account.
indeed, it seems clear that the statements constituted merely a description of the

familiar law and practice which pertain only to the debt obligations of FNMA.
It should be noted also that the Participation Sales Act of 1966 added a require-

ment to section 302(c) that the agencies transferring portfolios in trust to FNMA
"shall guarantee to the trustee timely payment thereof." Aside from the effect
of the provision authorizing FNMA 'to guarantee any participations," this new
provision is enough to create a general obligation of the United States in favor
of FNMA, as trustee, and thus of the holders of its participation certificates, as
beneficiaries. The failure to refer to the series of opinions of the Attorney General
mentioned above no doubt prevented an appreciation of this result during the
hearings.

In sum, I concur in the view of your General Counsel that FNMA's guaranty of
a participation certificate brings into being a general obligation of the United
States backed by its full faith and credit.

Sincerely, NICHOLAS DEB. KATZENBACH,

Attorney General.

OFFICE OF THE ATrORNE" GENERAL,
Wahington, D.C., February 3, 1967.

THE HONORABLE THU SECRETARY OF THE TREASURY.
DEAR MR. SECRETARY: This is in response to your request of January 30, 1967,

for my views on a question relating to the outstanding participation certificates
that have been issued by the Federal National Mortgage Association (FNMA)
under section 302 of its Charter Act (12 U.S.C. 1717). More particularly, that
,question is whether those certificates are to be included among the Government
obligations" whose aggregate amount may not exceed the $330,000,000,000

ceiling set by section 21 of the Second Liberty Bond Act, as modified by Public
Law 89-472 of June 24, 1966 (31 U.S.C. 757b). Section 21 now reads as follows
in pertinent part:

"The face amount of obligations issued under the authority of this Act [all
of which are direct Treasury obligations] and the face amount of obligations
guaranteed as to principal and interest by the United States (except such guar-
anteed obligations as may be held by the Secretary of the Treasury), shall

"8ee Hearings of Senate Banking and Currency Committee on H.R. 14544 and S. 32M3. 89th Cong., 2d
se.. p.38; S. Rept. No.1140,89th Cong.. 2d sen., p. 3; Hearingsof House Banking and Currency Committee
on H.R. 14544, 89th Cong., 2d ses., p. 49: Hearings of House Rules Committee on H.R. 14544 and 8.2499.
SMb Cong., 2d ss., pp. 20-23. 40-41. 6-5. 8-9.
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not exceed in the aggregate $285,000,000,000 [temporarily increased to $330,-
000 000,000 by P.L. 89-4721 outstanding at any one time .

1or the reasons set forth below, I am of the opinion that FNMA participation
ce tificates are not within the scope of this statute.

As originally enacted in 1917, the Second Liberty Bond Act authorized the
Secretary of the Treasury to issue bonds, certificates of indebtedness and war
savings certificates subject to a separate limitation as to the amount of each
category. Subsequently, as the result of a number of amendments culminating
in the Act of July 20, 1939 (53 Stat. 1071), there emerged a single limitation
applicable to the total face value of all Treasury debt obligations.

Six years later, by the Act of April 3, 1945 (59 Stat. 47), Congress brought
the borrowings of certain agencies other than the Treasury within the overall
debt limitation. It did so by amending section 21, supra, to include "the face
amount of obligations guaranteed as to principal and interest by the United
States (except such guaranteed obligations as may be held by the Secretary
of the Treasury)." The Committee reports on this legislation (H. Rept. No.
246 and S. Rept. No. 106, 79th Cong., 1st Sess.) reveal that this amendment was
adopted to embrace the borrowings of each of eight agencies, named in the
reports, whose governing statutes provided that their obligations were fully
and unconditionally guaranteed as to principal and interest by the United
States. No amendment that is relevant here has been enacted since 1945.

From this brief history, it is clear that section 21 is concerned with debt
that arises from borrowing and with nothing else.

FN.MA was first given the fiduciary authority to sell participations in a pool of
Government-owned mortgages by the Housing Act of 1964 (78 Stat. 769, 800).
The description of this program in the Report of the Senate Banking and Cur-
rency Committee (S. Rept. No. 1265, 88th Cong., 2d Sess., p. 46) began with
the statement that it "would provide a means for FNMA to sell property in-
terests in respect to mortgages or interests therein."

The Participation Sales Act of 1966 (Public Law 89-429, 80 Stat. 164), which
broadened the program authorized in 1964, was described by the House Com-
mittee on Banking and Currency (H. Rept. No. 1448, 89th Cong., 2d Sess., p. 1)
as "designed to provide an efficient and orderly method of liquidating financial
assets held by Federal credit agencies .

In accordance with the arrangement provided for in the 1964 and 1966 legisla-
tion, FNMA and certain federal lending agencies are authorized to enter into
trust agreements by which any such agency conveys to FNMA, as trustee, its
interest in a portfolio of mortgage or other loans which it desires FNMA to
liquidate. The loans of course represent principal and interest which the
agency expects to collect from the loan obligors over a period of years. FNMA
is authorized to pool in a trust the loans so transferred by one or more of these
agencies. FNMA, still as trustee, sells participations--i.e., beneficial interests--
in this pool of loan assets to the investing public. The participation, which
are essentially shares in the toal of principal and interest payable by the loan
obligors, are evidenced by transferable certificates entitling the holders to pay-
ment of the face amounts thereof, and stated interest, at stipulated future dates.
Such payment is guaranteed by FNMA.

It is thus apparent from the expressed purpose of Congress, as well as the
mechanics of carrying out such purpose, that in marketing participation certifi-
cates FNMA is selling ownership interests in mortgage notes and similar assets,
rather than borrowing money. onsequently the participation certificates do not
represent debts which should be taken into account in applying the limitation of
section 21. Moreover, at the time of the most recent increase in the debt limit
in June 1966, it was understood by the Congress that the participation certificates
sold and guaranteed by FNMA are not within the cov'era~e of section 21. See
H. Rept. No. 1607, 89th Cong., 2d Sess., p. 15 (minority views).

I understand that the Opinion of the Attorney General transmitted to you on
September 30, 1966, with respect to the FNMA guaranty of participation certifi-
cates has been cited in support of a contrary conclusion. This position seems
to be grounded principally on the Attorney General's statements that the
guaranty brings into being a general obligation of the United States and is

backed by its full faith and credit.
The opinion of September 30, 1966 was based upon a series of Opiniols of the

Attorney General beginning in 1953. In each, it was held that a federal agency's
guaranty or equivalent support of certain debt obligations of a local government
agency or private person to the holders thereof would be backed by the full faith
and credit of the United States. Most of these opinions characterize" the
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guaranty or other support as a "general" or "valid and binding" obligation of tile
nited States. The use of these terms, and the purpose of each of these opin-

ions, was simply to state for the benefit of prospective investors that in the event
of default by the debtor the guaranty would be supported by the entire credit of
the United States. The coverage of section 21 is an entirely different legal
question from the one considered in those opinions. There is a great variety of
guarantees and other types of undertakings which are valid and binding obliga-
tions of the United States, entitled to its full faith and credit, but which are
not "obligations" within the more limited meaning of section 21.

Like the earlier opinions, the Attorney General's opinion of September 30, 1966,
was sought and transmitted solely with a view to informing prospective investors
in FN.%A participations of the legal effect of FNMA's guaranty. It was not
concerned with the construction of section 21 and affords no basis for suggesting
that these participations come within that statute.

To repeat, I am of the view that the amount of FNMA participation certificates
outstanding at any time is not a factor in determining whether the "public debt
limit" set by section 21 of the Second Liberty Bond Act has been reached.Sincerely,

RAMSEY CLARK,
Acting AUorncy General.

Senator HARTKE. In the February 3d letter, there is a statement
that the item is not to be included in the Federal debt, is that correct?

Secretary FOWLER. That is true. At the suggestion of members of
the Ways and Means Committee tho Attorney General on February 3
did submit an opinion in response to the question of whether or not,
given his opinion of last September, it followed that we should count
in the P.C.'s as part of the debt limit as a matter of law. In his
opinion he held that it did not follow, and I would like to submit that
also for the record.

Senator WILLIAMS. It is my understanding that that letter was to
the effect that we will have to have legislation--

Secretary FOWLER. That is a matter of legislative jalicy, Senator
Williams.

Senator WILLIAMS. Which we both endorse.
Secretary FOWLER. It is a matter of existing law.
Senator WILLIAMS. We would both endorse that legislation, would

we not?
Secretary FOWLER. No, I do not want to take the position of en-

dorsing that at this time. I do have it under study. I know it
presents a question for both this committee and the Ways and Means
Commit tee.

I am conscious of the Saltonstall amendment last 'ear, and the
Department, at the request of the Ways and Means Committee, is
planning to make some study over the next couple of months of a way
of appraising the scope and extent of these contingent liabilities in a
regular and orderly fashion.

Senator HARTKE. Mr. Secretary, just so we can come back-and
that I am always wrong, and I have been wrong so many times-

Secretary FOWLER. Not for me, Senator Hartke.
Senator HARTKE. Just a minute.
You said my impression was wrong. Just so my impressions are

not wrolg, many times, I sometimes become a little disturbed about
how wrong I am and how right I am subsequently, and this bothers
me a little bit. I become Tong so often.

In this letter of September 30, do you mean to say that this letter
says that it should not be included in the public debt?
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Secretry FOWLER. It says, as a matter of the way the law is set
up today, that it is not the opinion of the Attorney General, and I
think the opinion will speak for itself

Senator .HARTKE. Yes; I understand that.
Secretary FOWLER. That it should be counted in under the law as

it exists today.
Senator liARIKE. Where does it say that?
Secretary FOWLER. Well, let us read the whole
Senator HARTKE. I do not want to read the whole item. I just

want to read where it says that.
Secretary FOWLER. On page 5, "It is thus apparent from the ex-

pressed purpose of Congress"
Senator HARTKFE. You are looking at the September 30 letter?
Senator FOWLER. No; I am looking at the February 3.
Senator HAIRTKE. NO. I was going to conie to the February 3

letter, but you jumped in ahead of me. You were going to insert the
September 30 letter, then I wanted the February 3 letter included. I
had not gotten to that. I am back to September 30.

Let me come back so tnat there is no misunderstanding. I said
that as far as the September 30 letter of the Attorney General was
concerned that these were general obligations of the United States.
They were backed up by the full faith and credit of the United States
and, therefore, whether it says it in substance, they should have
been included in the debt. In the language of the Second Liberty
Bond Act which we are now discussing, which is the debt limit act,
on page 11, section 21, it describes the face amounts of obligations
issued under authority of this act, and the face anmount of obligations
guaranteed as to principal and interest by the United States.

Now, that is the language of the act, and the September 30 letter
says specifically:

I am in agreement with the conclusion of your General Counsel that 42 OP A G
No. 1 (1961), the culmination of a series of opinions beginning in 1953, is in point
here. As statd in that opinion, a guarantee authorized by Congress is "an obli-
gation fully binding ont the United Sates despite the absence of statutory language
expressly pledging its 'faith' or 'credit' to the redemption of the guarantee and
despite the possibility that a future appropriation might be necessary to carry
our such redemption." Thus, the holders of participations guaranteed by FNMA
hold valid general obli ations of the United States and are in a position to reach
beyond the assets of FNMA to the United States for payment, if necessary.

Now, within the terms of this language, if that is not a statement
that it is a general obligation, therefore within the debt limit, if it is
not exactly a declaration, it sure sounds an awful lot like it, does it
not?

Secretary FOWLER. Senator Hartke, I think this language could
give rise to a concern on that subject in many minds. I had my own
general counsel examine the question-

Senator HARTKE. Welcome, Mr. Schultze.
Secretary FOWLER (continuing). And he gave me an opinion that

it did not follow from the language that that was the case, and I was
reassured by the opinion of the General Counsel of the Treasury.

Then, however, the question did arise further in the minds of
members of the House Ways and Means Committee, just as it arose
in your mind. We did ask the Attorney General for an opinion to
see whether or not his judgment was the same as that of the General
Counsel of the Treasury, and it was his opinion of February 3, which
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* you have already referred to, that he supported the General Counsel',k
opinion. The real test was that those items are included under the

-debt limit which Congress in the statute creating the obligation
specifically guaranteed. It is that category of instruments that the
lawyers conclude are the ones that should be included in the debt
limit under the law as it stands today.

Now, it is perfectly appropriate for the Congress to change its
policy as reflected in the Second Liberty Loan Act and specify that
other items than those in which it has included a specific provision in
the law be included.

But that is a matter, I think, of legislative policy.
Senator WILLIAMS. If Congress decided to do that it would be

necessary to increase the debt further at this particular time by the
projected $3.1 billion, I understand, for 1967, and more for subsequent
sales.

Secretary FOWLER. That is correct.
Senator WILLIAMS. But, if we were going to leave the law as it is,

and let participation sales continue, we should include them as a part
of the national debt and clear up this misunderstanding.

I have another question: Why pursue this sale through the sec-
ondary mortgage participation certificates where the full faith and
credit of the United States is back of it- you know it and I know it and
the bankers who buy it know it. But the average citizen does no6
know about it and, therefore, we pay an extra average of one-half of
1 percent interest. Why pay that interest charge for nothing? Why
not finance the debt in the normal manner as we have done heretofore
or should have been doing all the time? Would you not agree that it
would be better to do it, to finance them and sell straight Government

,certificates and save this one-half of a percent that we are paying
needlessly in this area?

Secretary FOWLER. Senator Williams, I support the participation
sales program. It is quite a desirable thing.

The practice that was inaugurated in 1954 in the Eisenhower
administration, and has been consistently followed since, of develop-
ing ways and means of turning back into the private credit market on
something approaching a revolving fund operation, is a desirable and
appropriate adjunct and corrolary of the Federal lending programs.

The Participation Sales Act is simply a method of trying to reduce
the spread between Treasury obligations and what would be realized
if you sold these assets on an individualized basis so that instead of a
point and a half you reduce it to the half point that you mentioned.

Now, that leaves a question as a matter of judgment for the Congress
and for the administration as to whether or not the revolving fund
aspect of Federal credit programs is a desirable thing involving as
it does the extra cost which starts off at being at one level.

It is our hope that over t1an time as the market becomes familiar
with these instruments that that margin may be narrowed. But
whatever the margin is, there is the question whether it is worth the
price to have the revolving-fund type of operation to which we have
been moving rather constantly in the last three administrations--

Senator HARTKE. Mr. Secretary, let me come back. I think it is
necessary-I know that this may appear to be an exercise in semantics.

I want to come back to exactly what this is doing and what it has
done already. But until we have a clear understanding of what you
and I agree upon is at least an interpretation.

ran
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Now, the letter of February 3, which is the one which explains the
letter of September 30, because the letter of September 30 gave a
taste of honey to this proposition that they were to be included in
the general obligations, and, therefore, within the debt limit, is a
complete turnabout, and therefore puts a stamp of approval that they
do not have to be included in the debt limit; is that correct?

Secretary FOWLER. That is correct.
Senator H1ARTKE. I understand, and this gives rise to a subsidiary

issue which I do not want to pursue at this moment, but it seems
rather peculiar to me that we have an administration Attorney
General passing judgment upon the legislative history for a sister
administrative agency. Possibly it would be much better if we, in
the Reorganization Act, would have an Attorney General from the
legislative side who would truly understand what the legislative history
was and would not be inclined to make it accommodate the position
of some other administrative agency. But I do not want to pursue
that with you at the moment. That is a problem for the Congress
and for the administration.

Secretary FOWLER. Yes, it is, Senator Hartke. It has' been a
practice theit has been followed since the beginning of our Government.

Senator HARTKE. I grant you it has been the practice.
What has happened here in the February 3 letter was that this is

almost a complete reliance upon the hearings rather than upon the
statute; isn't that true?

Secretary FOWLER. Well, I do not want to characterize the Attorney
General's opinion. It speaks for itself.

Senator HARTKE. Well, it says that.
It says very simply that they came on back, and the way they

moved around this hiatus is a very simple thing. They said this
when they made the amendment of 1945

Secretary FOWLER. 1945, yes.
Senator HARTKE. The 1945 amendment specifically included certain

agencies which were operating at that time. They said by inference
the fact that no others had been included since that time, and there-
fore, they were not within the purview of the debt limit.

Secretary FOWLER. Also, Senator, I am not trying to be a lawyer
here

Senator HARTKE. You are a very capable lawyer, we all know that,
and I want to compliment you on that.

Secretary FOWLER (continuing). But the stress that we found on
our examination was that each of the instances, where the Congress
in 1945 did include the item added to the debt, were cases in which
Congress itself had specified in the act that this shall be done-that
they should be guaranteed.

Senator HARTKE. Yes.
Secretary FOWLER. I have a legal presentation which was made in

the executive session in the House Ways and Means Committee,
Senator, in which we ran this down statute by statute to develop
this point.

Senator HARTKE. I think we ought to include it at least by reference.
Secretary FOWLER. I would be glad to submit it for the record.
Senator HARTKE. Let us put it in.
Without objection, it will be made a part of the record.
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(The material referred t.o follows:)

LEGAL BASES FOR EXCLrDINO PARTICIPATION CERTIFICATES FROM DEBT LIMIT;
AND FOR INVESTING TRUST FUNDS IN PARTICIPATIONS

It his been suggested during the course of these hearings that we are trying
to have our cake and eat it, too, that is, that we are trying to say that Participation
certificates are guaranteed by the United States, so as to make them eligible
investments for the trust funds, but at the same time say they are not guaranteed
by the United States, so that they are exempt from the debt limit. The simple
answer is that these are two separate pieces of cake. The question of whether
participation certificate and other securities are eligible investments for the
trust funis is one le-gal question involving one legal concept and one set of statutes,
and the question of whether participation certificates and other securities are
subject to the debt limit is a different legal question, involving totally different
legal concepts and totally different and dissimilar statutes.

The legal questions are (1) may participations be purchased by the trust funds;
and (2) are participations included in the debt subject to the debt limit? The
answer to the first of these is yes, participations may be purchased by the trust
funds; and the answer to the second is no, participations are not part of the debt
subject to limit. These conclusions are ba.-sed on two separate sources of legal
authority, and I should like to explain these to the Committee.

Now let us look at the law, first with respect to various types of securities in
which trust funds have been invested?

(1) Farm loan bonds issued by Federal land banks. Their eligibility for in-
vestment by trust funds is established by section 27 of the Federal Farm Loan
Act of 1916, Title 12 IT.S. Code, Section 941.

(2) Obligations of tne Federal Home Loan Banks. Section 15 of the Federal
Home Loan Bank Act of 1932, 12 U.S.C. 1435.

(3) Debentures of the Federal intermediate credit banks. Section 6(b) of the
Farm Credit Act of 1935, 12 V.S.C. 1045.

(4) l)ebentures of the banks for cooperatives. Section 1 of the Act of August
23, 1954, 12 U.S.C. 1134m.

(5) Participations issued by the Federal National Mortgage Association.
S-ection 311 of the FNMA Charter Act. 12 U.S.C. 1723c.

What about participation issued by Export-Import Bank? There is no statute
such as those Ihave been rending applicable to Export-Import Bank. We have
concluded, therefore, that trust funds may not be invested in Export-Import
participations, and we have not done so.

Now let us turn to the totally different legal question of whether participation
certiticates must be included in the debt subject to the debt limit. Since these
aire not issued by the Treasury under the Second Liberty Bond Act, the question
is purely and simply whether they are "guaranteed as to principal and interest by
the United States." Our conclusion that participation certificates are not guaran-
teed as to principal and interest so as to come within the debt limit is based upon
G) the fact that nowhere are they stated to be gummarnteed as to principal and
interest by the 'nited States, and (2) interpretations of the meaning of those
words in that statute arrived at years ago in light of evidence au to the intention
of C,'ngress, in enacting them. "Those words have been consislntly applied by
the Treasury since 1945 to include only (1) securities, (2) which are debt obliga-
tions, anid (3) which are stated in their authorizing statutes to be guaranteed by
the United States. Let us look at some of these statutes. At the present time
there art' outstanding in significant volume only two types of securities not issued
by the Treasury but included under the debt limit These are:

(I) District of Columbia Armory Board. Sections 2-1722 and 2-1727 D.C.
Code.

(2) Federal Housing Administration Debentures, 12 U.S.C. 1710, 1713, 1739,
1.943.

In addition to these there is still outstanding about $600,000 of matured debt
consisting of obligations of:

Coitmnodit v Credit Corporation
)istrict cf'Columbia Armory Board

Federal Farm Mortgage Corporation
Federal Housing Administration
Home Owners Loan Corporation
Reconst ruction Finance Corporation.
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The statutes under which their obligations were issued are quoted at pages

5-7 Appendix I to Mr. Smith's Opinion of January 12, 1967, attached. Each
states that the obligations shall be fully and unconditionally guaranteed as to
principal and interest by the United States.

To summarize, we have concluded that trust funds may be invested in FNMA
participation certificates because participations issued by FNMA are by statute
stated to be lawful investments for trust funds; we have concluded that partici-
pation certificates are not included in the debt subject to limit because they are
not by statute guaranteed by the Unite1 States. There can be no serious question
as to the validity of these conclusions in light of the statutes I have been reading.

I hope that it will have been noticed that in explaining our legal conclusions
and reading the statutes upon which those conclusions are based, I have not
alluded to the September 30 Opinions of the Attorney General which have seem-
ingly caused some confusion. These Attorney General Opinions were not o4-
t:iined for the purpose of justifying the investment of trust funds in participation
certificates and other securities nor have they been relied on in any way in support
of our legal conclusions on these questions. They are in fact irrelevant to these
questions. The matters dealt with in those Opinions arose in connection with
the marketing of participation certificates and other securities and the Opinions
were obtained solely to give assurance to the market and the underwriters of the
securities, that under no circumstances could there be any question ultimately
as to their payment. Our conclusions are based on the statutes I have read and
would have been the same in the absence of those Opinions of the Attorney
Generad. For example, even though these two Opinions reach identical con-
clusions with respect to FNMA and Export-Import Bank, trust funds may be
invested in FNMA particijpations but not in Eximbank participations.

What we have done is strictly in accord with present law as evidenced by these
statutes. We agree, oi course, that the Congress can change the law at any time
it chooses to do so. I remind you, however, that in my opening statement I
urged that because of the urgencies of the present situation you do not use this
particudar occasion for the handling and disposal of broad and controversial
questions. There will be ample time for this later in the Spring.

THE GENERAL COUNSEL OF THE TREASURY,

To: The Secretary. Washington, D.C., January 12, 1967.

From: Fred B. Smith, General Counsel.
Subject: Scope of the statutory public debt limit.*

You have asked that I confirm my earlier advice to you to the effect that
guaranteed participation certificates issued by the Federal National Mortgage
Association (FNMA) and the Export-Import Bank are not includable under the
statutory public debt limit prescribed by section 21 of the Second Liberty Bond
Act, as amended (31 U.S.C. 7570).

Section 21 provides:
"The face amount of obligations issued under the authority of this Act [I] and

the face amount of obligations guaranteed as to principal and interest by the
United States (except such guaranteed obligations as may be held by the Secretary
of the Treasury), shall not exceed in the aggregate $285,000,000,000 [2] outstand-
ing at any one time. The current redemption value of any obligation issued on
a discount basis which is redeemable prior to maturity at the option of the holder
thereof shall be considered, for the purposes of this section, to be the face amount
of such obligation."

The only obligations authorized by the Second Liberty Bond Act, as amended,
are that type of security which are debt obligations. In this respect, please notice
that in the first sentence of Section 21 the reference to "obligations guaranteed
as to principal and interest by the United States" is coupled to the reference to
obligations issued under the Act. It would be almost impossible to find a more
fitting place than this for the application of the "familiar rule in the interpretation
of written instruments * * * that 'a passage will be best interpreted by reference
to that which precedes and follows it.' * * * In Broom's Legal Maxims, page

SUnle inicitel, all unders)ring in thi; oniniin lii been addel.
See sees. 1. 5. IS and 2"2 of the Act (eoiiiei. re peztively, at 31 U.S.C. 752. 7J3. 754 and 757c). the only

sections which authorizee the issuance of imv oh!izjtion;.
* The ciVt ion above is to the p~rma-ent d,.ht Jim t wiich was temporarily increased to $330,4). .01A

by the Act approved June 24.1954. Public L ow ;9-472.
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450, it is said: 'It is a rule laid down by Lord Bacon, that * * * the coupling of
words together shows that they are to be understood in the same sense. Neal
v. Clark, 95 U.S. 704, 709 (1877). Consequently, the obligations "guaranteed as
to principal and interest by the United States" referred to in the statute are also
debt obligations.

The legislative history of the Act of April 3, 1945, which first brought guaranteed
obligations within the statutory debt limit confirms that Congress had in mind only
certain debt obligation, of Government agencies. The Committee Report named
each Government agency then being affected and there were cited the respective
statutes authorizing the issuance of the "obligations"'. These statutes have
several noteworthy common denominators: (1) each provides in so many words
by Congressional flat for an unconditional guaranty as to "principal and interest
by the United States"; (2) each deals with "securities" in the usual sense of that
word which does not include guaranties or insurance, and (3) each deals with that
species of security which, by its nature, is a debt.4

Briefly then, the guaranteed obligations includable under the debt limit are
obligations which Congress by fiat (not in any derivative sense, that is, not through
authorization to an agency or officer) has expressly provided in the statutes author-
izing their issuance 'shall be fully and unconditionally guaranteed both as to
interest and principal by the United States"; and they are without a doubt a
direct debt of the agency at the time they are issued and must inevitably be paid,
without regard to any contingency, either by the agency or by the United States
in case of default by the former.

By contrast, neither from a legal nor from an accounting point of view can
agency guaranties of private obligations be characterized as debts.'

"Every debt must be either solvendum in praesenti or solvendum in futuro-
must be certainly, and in all events, payable; whenever it is uncertain whether
anything will ever be demandable by virtue of the contract, it cannot be called
a 'debt.'" 26 C.J.S. 5.

Accord: Guaranty Trust Co. of New York v. Galveston City Railroad Co., 107
F. 311 (1901) and United States v. Virgin, 230 F. 2d 880, 882. "When payable
upon contingency it becomes a debt only when the contingencxy has happened.
Guaranty Tust Co. of New York v. Galveston City Railroad Co., supra.

Accord: 26 C.J.S. 6, National Bank of Commerce v. Rockefeller, 174 F. 22 (1909);
Sharpe v. First National Bank of Antigo, 264 N.W. 245, 247. (1936).

For accounting purposes: "A contingent liability exsts when there is no present
debt but when conditions are such that a liability may develop, usually as the
result of an action or default by an outsider." Finney and Miller, Principles
of Accounting, Intermediate, Prentice-Hall, Inc., 5th ed. p. 437 (1963).

It is undeniable then, that guaranteed participation certificates heretofore or
hereafter issued by FNMA or any other agency and other contingent liabilities
are not includible under the statutory debt limit. '

The only possible basis for any doublt on this score arises because of the recent
application to FNMA and Export-Import Bank of the principle established in a
series of recent opinions of the Attorney General "that a guaranty by a Govern-

3 House Report 246 79th Cong. 2-3. See Appendix I hereto for more complete information on important
asp es of the legislative history.The provisions of section 30f2(c) of the Federal National Mortgage Association Charter Act, as amended

(12 U.S.C. 1717(c)) under which guaranteed participation certificates are issued bears none of those Con-
gressional imprints. Export-Import Bank participations are not expressly dealt witf by statute.

I The participations themselves are not debt instruments as Robert C. Weaver, Housing and Home
Finance Administrator, pointed out in connection with the Housing Act of 1964: "As suggested, the sig-
nificant feature of the participation instruments to be issued is that they would evidence property rights
of the holders in respect to the pooled mortgages, rather than being evidence of debt." tlearings before
the Senate snbcommittee on Banking 3nd Currene, 88th Cbn., Id seu., on S 2468, and other pending bill#,
p. 400 (February 19-20, 24-28, and March 3, 1964).

In short, a participation certificate is more like an ownership share, i.e., a stock certificate and more
particularly like the type of preferred stock which not only has a prior right to income but also a preferred
right to payment out of capital assets upon distribution. The principal difference here is that the "guar-
ant y removes all speculative risk.

n The amount of statutory debt obligations outstanding as of December 30, 1966. which are includable
under the statutory debt limitation of $330,(rVr,000.000, amounted to $329,547,688,2.53.40. If the amount of
guaranteed and insured loans for major Federal credit programs were addel, it would be well over $400000,-
000,000. The actual amount of such loans during 1965 was $91,414,000,000. The estimate for 1V65ts $98,.547-
000,000, " Special .4 nal ses. Budget of the United States," Fiscal Year 1967, p. 57.
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meant agency contracted pursuant to a congressional grant of authority for con-
stitutional purposes is an obligation fully binding on the United States despite the
absence of statutory language expressly pledging it 'faith' or 'credit' to the redemption
of the guaranty and dep its the possibility that a future appropriation might be
necessary to carry out su2 redemption." 7 42 O.A.G. 1, 3-4 (1961) 8

The most recent opinions of the Attorney General in this series were issued on
September 30, 1966, and related specifically to FNMA and Export-Import Bank.
Nowhere in any of them did the Attorney General refer in terms to the statutory
debt limit. That would have been an exceedingiy strange omission had he con-
sidered himself to have been deciding that the "obligations" he was there dealing
with were as a result of his Opinion to be includable under the limit. In this
connection, I am convinced that he was treating the term "obligations" in the
sense of contingent liabilities,' which as indicated at p. 3 are not debts, that he
was aware that he was so doing and that, therefore, he would have considered it
to have no relation to the statutory debt limit.

The thrust of all of the opinions in the series is this, and only this-that any
obligation entered into pursuant to Federal law, whatever its form may be, a
simple contract, a guaranty or insurance of a mortgage or other form of guaranty
is in the absence of express limitation a "general" obligation of the United States
and, therefore, (1) it is inherently backed by the full faith and credit of the United
States, and (2) it has a legal claim upon the general funds of the United States,
whether or not appropriation has been made therefor. More simply put the
opinions mean that the holder of any general obligation is assured that he is in
a position to reach beyond the assets of any agency or instrumentality to the
United States for payment, if necessary.' 0

That is a far cry from holding that all obligations of the United States are public
debt obligations." It certainly is not a holding that all contingent obligations of
the United States are public debt obligations. As has been indicated at page 3,
there is a sharp distinction between contingent obligations and debts. There
is no mistaking the fact that the Attorney General knew that the obligations
involved in his opinions were contingent obligations.12 Accordingly, I find
nothing in those opinions which leads me to conclude that guaranteed FNMA
or Export-Import Bank certificates are public debt obligations.

I The quotation is from an opinion involving guaiantles of the Development Loan Fund under theMutual
Security Act of 1954. as amended. The other opinions to which it referred dealt with simple contracts of the
Public Housing Administration to make" Annual Contributions" to a large number of local public housing
agencies to achieve and maintain the low-rent character of certain housing projects, 41 O.A.G. 138 (1953);
Ship Mortgage and Loan Insurance Contracts entered into by the Secretary of Commerce under the Mer-
chant Marine Act of 1936, as amended, 41 O.A.G. 353 (1958); Railroad Loan Guaranties entered Into by the
Interstate Commerce Commission under the Transportation Act of 1958, 41 O.A.G. 403. (1958); Mortgage
Loan Guaranties contracted by the Secretary of Defense or his designee, under Title IV of the Housing
Amendments of 1955, 41 O.A.G. 424 (1959).

* The principle Involved applies to the other agencies as well as to FNMA. In his letter dated September
30. 1966. advising you that participation certificates guaranteed byFNMA under section 302(c) of the Federal
National Mortgage Association Charter Act, as amended (12 U.S.C. 1717(c)) were valid general obliga-
tions of the United States, the Attorney General said:

"It should be noted also that the Participation Sales Act of 1968 added a requirement to section 302(c)
that the agencies transferring portfolios in trust to FNMA 'shall guarantee to the trustee timely payment
thereof.' Aside from the effect of the provision authorizing FNMA 't guarantee any participations,' this
new provision is enough to create a general obligation of the United States in favor of FNMA, as trustee,
and thus of the holders of its participation certificates, as beneficiaries."

'The term obligation is a "generic word, derived from the Latin Substantive 'obligatio, 'having many
wide and varied meanings, according to the context in which It is used." Black's Law Didionary, 4th ed.
(1951). See quotation at fn. 12. p. 6 which shows that the Attorney General was using the term "obligations"
in the sense of "contingent liabilities."

10 See the letter opinion of September 30, 1960, addressed to you wherein it is said ". the holders of
participation guaranteed by FNMA hold valid general obligations of the United States and are in a position
to reach beond the assets of FNMA to the United States for payment. If necessary." A copy of th it letter
and of the letter of the same date concerning Export-Import Bank certificates are attached as Appendix I[.

"1 There is nothing strange about the Attorney General finding that contingent liability obligations as well
as debt obligations are general in the absence of express limitation by Congress.

" In 41 O.A.G. 424, 432, where he held that the loan guaranty commitments of the Secretary of Defense
under the Capehart Act were "general obligations" backed by the full faith and credit of the United States
despite the absence of any appropriation to back them, he said:

"The reasonable explanation for the failure of Congress to appropriate funds in support of the Secretary's
loan guaranty lies in the difficulty, if not futility, of trying to estimate a contingent liabity in advance for
budgetary purposes."
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APPENDIX I

OPINION OF JANUARY 12, 1967, FROM FRED B. SMITH, GENERAL COUNSEL, TO
HENRY H1. FOWLER, SECRETARY OF THE TREASURY

"Obligations guaranteed as to principal and interest by the United States,"
Sec. 2, Act of April 3, 1945, 59 Stat. 47, 31 U.S.C. 757b.

H.R. 2404, superseding H.R. 2138, 79th Cong., 1st Sess., the Public Debt
Act of 1945, Section 2 of which was to further amend See. 21 of the Second Liberty
Bond Act, as amended, to provide that the "face amount of obligations issued
under authority of this Act shall not exceed in the aggregate $300,000,000,000
outstanding at any one time." During the hearings of the House Committee on
Ways and Means, February 21-23, 1945, some of the committee members ex-
pressed dissatisfaction with the manner in which the debt limitation was referred
to as they believed the limitation in Sec. 21, which applied only to securities
issued by the Treasury Department under authority of the Second Liberty
Bond Act, as amended, did not accurately reflect the condition of the "national'
debt.

After the hearings were concluded, the Committee recommended that Sec. 21
be amended to provide that the "face amount of obligations issued under authority
of this Act, and the face amount of obligations guaranteed as to principal and
interest by the United States (except such guaranteed obligations as may be held
by the Secretary of the Treasury), shall not exceed in the aggregate $300,000,-
000,000 outstanding at any one time." Noted below is an excerpt from Report
No. 246, House Committee on Ways and Means, 79th Cong., 1st Sess., concerning
the recommended change:

"The bill differs from the bills which have been enacted in recent years placing
a limitation on the amount of obligations which may be issued and outstanding
at any one time tinder the Second Liberty Bond Act, as amended, by incorporating
a provision, suggested by your committee, fixing an over-all limitation applying
not only to the public-debt securities issued under the Second Liberty Bond Act,
as amended, but also including securities issued by governmental corporations
and agencies which are guaranteed as to principal and interest by the United
States and are outstanding in the hands of the public. These securities are
customarily referred to as guaranteed obligations of the United States and their
issuance under certain statutory limitations and conditions has been authorized
to finance activities of the following corporations and agencies:

Commodity Credit Corporation.
Federal Farm Mortgage Corporation.
Federal Housing Administration.
Federal Public Housing Authority.
Home Owners' Loan Corp oration.
Reconstruction Finance Corporation.
Tennessee Valley Authority.
United States Maritime Commission.

"There is an over-all limitation in each case as to the amount of guaranteed
obligations which each corporation or agency may .issue or have outstanding,
but your committee is of the opinion that such obligations should not be used as a
supplement and in place of regular public-debt obligations. * * * The Under
Secretary of the Treasury informed your committee that th&e would be no
objection to including in the limitation both public-debt obligations and the
guaranteed obligations of Federal agencies which are outstanding in the hands
of the public. The obligations referred to by your committee are those that
may be issued tinder section 4 of the act of March 8, 1938, as amended (U.S.C.,
title 15, see. 713a-4); section 4(a) of the act of January 31, 1934, as amended
(U.S.C., title 12, sec. 1020c); sections 204, 207, 604 and 608 of the act of June
27, 1934, 48 Stat. 1248, as amended (U.S.C., title 12, sees, 1710, 1713, 1739 and
1743); section 20 of the act of September 1, 1937, as amended (U.S.C., title 42,
section 1420); section 4 of the act of June 13, 1933, as amended (U.S.C., title 12,
see. 1463); section 9 of the act of January 22, 1932, as amended (U.S.C., title 15,
sec. 609); sections 15(a) and 15(c) of the act of May 18, 1933, as amended (U.S.C.,
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title 16, sees. 831n-1 and 831n-3), and section 1105 of the act of June 29, 1936,
amended (U.S.C., title 46, sec. 1275)." 1
As shown by the following comments on the floor of the llouse, Congressional

Record, Vol. 91, pt. 2, March 8, 1945, a number of questions were raised as to
what should be included in the statutory debt limitation:

P. 1931. "Mr. CRAWFORD. * * * We know that at the present time the fund
we shall have to put up through the Treasury in connection with the Bretton
Woods agreement and the stabilization of currencies an( the creation of the
International Credit Bank capital structure is not rumor. The bill is now before
the Banking and Currency Committee of this House and certainly within die
course, 60, 90 or 120 days, it will have passed through the legislative machinery.
To be very plain, there is nothing in this estimate of $304,000,000,000 which has
anything to do % ith the commitments we may make und(r the l)iimbarton Oaks
proposals, tnder the Export-Import Bank proposition aid tinder the stabilization
plan for currencies or the International Credit Bank. That is true, is it not?

P. 1932. "Mr. KEEFE. Of coir.e, it ought to be perfectly clear that in the
figures just (luoted there is not included the proposal for the expenditures of
money that may ultimately be translated into piilic debt transactions under
lend-lease. * * * But what I wanted to say, if the gentleman will yield further
to me is this: This bill involves a question of public debt. * * * So I think the
question that is involved here involves a q(ftstion as to what are the prospective
actual expenditures that will be translated into actual public-debt transactions.

P. 1932. "Mr. JENKINS. * * * (). 1933) Likewise we muist not forget the
fact that we have dozens and dozens of Government agencies set il) and in
operation all over. (p. 1934) I shall not bother you to read all this list, but I
have a list of 41 different Government agencies, many of which have authority
to borrow money and to assume obligations for which our country will be bound.
If all these agencies were compelled to make public statements as to their financial
obligations, I am sure millions of dollars could be saved by the Government every
month. * * *" 2

P. 1952. "Mr. KEEFE. * * * whatever the expenditures of government are
they can be only as great as the Congress of the United States itself permits them
to be. Nothing becomes a public debt until the money is spent and is translated
into a public debt transaction.

"May I call your attention to this? We must be very carefl in the consider-
ation of the great bills that are shortly to come before this Congress to see to it
that the expenditures of billions of dollars that are to be used in this international
monetary fund and bank and other proposals are kept within the public debt of
the United States, and are not permitted to be considered as transactions outside
of the public debt transactions. * * *

"The Committee on Ways and Means has now bought [sic] by the provisions of
this bill all of the notes and obligations growing out of the issuance of securities by
Government corporations. They are issued as public debt transactions, and they
are now added to the total limitation under this bill. * * *"

Although, as the above-quoted excerpts from the debates show, the House
considered prospective legislation as it might affect the public debt and was fur-
nished with a list of the corporations subsequently subjested to the Government
Corporations Control Act, no recommendation was made that agencies having
power to borrow from public debt receipts but not authorized to issue their direct
obligations, or that any other agencies be added to those listed in the committee
report, or that they be considered as coming within the framework of the proposed
amendment to Section 21. Neither was there any recommendation that Section
21 as under consideration be further revised.

Because of the comments on the House floor, the Statutes at Large for the 79th
Congress, 1st Session, were also examined for any subsequent legislation enacted

'All of the sections cited authorize issuance not of contingent liabilities of the agencies but of their direct
obligations.

2 The 41 agencies listed were those subsequently included In the Government Corporation Control Act,
59 Stat. 97, 31 U.S.C. 846, et seq.
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by that Session of Congress as it related to charges against the public debt. The"Bretton Woods Agreement," 59 Stat. 512, and the "Export-Import Bank Act of
1945,"' 59 Stat. 528 referred to extensively during the dates, were the only such
statutes found. either is shown as coming within the debt limitation con-
sidered and discussed in depth just a few weeks earlier, nor do they contain the
common denominators referred to below.

An analysis of the legislative history and the statutes referred to in the Com-
mittee report, as in effect in February 1945,8 makes it clear that when Congress
provided for the inclusion of "guaranteed obligations of the United States" in the
overall statutory public debt limitation, it referred to obligations having these
common denominators:

(1) That such obligations be "securities" in the usual sense of that word.
f2) That the securities be issued by the agency as its direct debt obligations.
3) That statutes authorizing their issuance provide an express guaranty

as to payment of principal and interest.
The obligations of the District of Columbia Armory Board, issued pursuant to

the District of Columbia Stadium Act of 1957, P.. 85,300, 71 Stat. 619, as
amended by the Act of July 28, 1958, P.L. 85-561, 72 Stat. 421, come within the
debt limitation as these statutes contain the common denominators.

The distinction between the agency obligations and the Stadium bonds is this:
The statutes relating to the agency obligations provide that in the event of
default of payment of principal and interest, when due, the amount to be paid
to the holders of the securities "is hereby authorized to be appropriated, out of
any moneys in the Treasury not otherwise appropriated." In the case of the
Stadium bonds, in any year in which the Armory Board certifies to the Commis-
sioners of the District of Columbia that the amount in the sinking fund is
insufficient to pay interest on, or retirement of, the bonds, the Commissioners
are required to include in the District budget estimate for that year the necessary
amounts out of District revenue to insure such payment, and if the District
appropriation has not been made in time, the Commissioners are authorized to
borrow from the Secretary of the Treasury in accordance with the statutory
formula.

Excerpts from statutes referred to in Report No. 246, House Committee on
Ways and Means, 79th Congress, First Session, dated March 2, 1945, as then
in effect.
Commodity Credit Corporation

15 U.S.C. 713a-4. The Commodity Credit Corporation is authorized to issue
* * * bonds notes, debentures, and other similar obligations * * *. Such
obligations siall be fully and unconditionally guaranteed both as to interest and
principal by the United States, and such guaranty shall be expressed on the
face thereof, **

Federal Farm Mortgage Corporation
12 U.S.C. 1020c. The corporation is authorized to issue * * * bonds * * *

Such bonds shall be fully and unconditionally guaranteed both as to interest and
principal by the United States and such guaranty shall be expressed on the
face thereof, * * *.
Federal Housing Administration

12 U.S.C. 1710, 1713, 1739, 1743.
1710(a) * * * the Administrator shall, * * *, issue to the mortgagee deben-

tures * * *. (d) The debentures * * * shall be a liability of the Fund (Mutual
Mortgage Insurance Fund), but such debentures shall be fully aiid unconditionally
guaranteed as to principal and interest by the United States; * * *. Such
debentures as are issued in exchange for property covered by mortgages insured
after February 3, 1938, * * * shall be paid out of the Fund, or the Housing
Fund, as the case may be, which shall be primarily liable therefor, and they shall
be fully and unconditionally guaranteed as to principal and interest by the United
States, and such guaranty shall be expressed on the face of the debentures.

1713(i) Debentures issued under this section * * * shall be paid out of the
Housing Fund which shall be primarily liable therefor, and they shall be fully and
unconditionally guaranteed as to principal and interest by the United States, and
such guaranty shall be expressed on the face of the debentures.

1739(a) * * * the Administrator shall, * * * issue * * * debentures * *
(d) The debentures * * * shall be executed in the name of the War Housing

3 Similarities or differences not appearing pertinent here and minor variations in phraseology are not
discussed.
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Insurance Fund as obligor * * *. Such debentures * * * shall be paid out of
the War Housing Insurance Fund, which shall be primarily liable therefor, and
they shall be fully and unconditionally guaranteed as to principal and interest by
the United States, and such guaranty shall be expressed on the face of the
debentures. -

1743(c) * * * the Administrator shall, * * * issue * * * debentures * *
(e) Debentures issued under this section shall be issued in accordance N ith the
provisions of section 1739(d) of this title * * *

Federal Public Housing Authority
42 U.S.C. 1420(a). The Authority is authorized to issue obligations in the form

of notes, bonds, or otherwise, which it may sell * * *. (c) Such obligations shall
be fully and unconditionally guaranteed upon their face by the United States as to
payment of both interest and principal, * *

Home Owners' Loan Corporation
12 U.S.C. 1463(c). * * * the Corporation is authorized to issue bonds * * *

which may be sold * * *. Such bonds shall be fully and unconditionally
guaranteed both as to interest and principal by the United States, and such
guaranty shall be expressed on the face thereof, * *

Reconstruction Finance Corporation
15 U.S.C. 609. The corporation is authorized * * * to issue, * * * its notes,

debentures, bonds, or other such obligations; * * *. The said obligations shall
be fully and unconditionally guaranteed both as to interest and principal by the
United States and such guaranty shall be expressed on the face thereof.

Tennessee Valley Authority
16 U.S.C. 831n-1. The corporation (Tennessee Valley Authority) is authorized

to issue bonds * * * which may be sold * * *. Such bonds shall be fully and
unconditionally guaranteed both as to interest and principal by the United States,
and such guaranty shall be expressed on the face thereof, * *

831n-3. The corporation is authorized, * * * to issue bonds * * *. Such
bonds shall be fully and unconditionally guaranteed both as to interest and
principal by the United States, and such guaranty shall be expressed on the face
thereof, * * *.
United States Maritime Commission.

46 U.S.C. 1275(a). * * * the Commission shall, * * * issue * * *debentures
* *. (c) They (the debentures) shall be paid out of the fund, which shall

be primarily liable therefor, and they shall be fully and uncondition.lly
guaranteed as to principal and interest by the United States, and such guaranty
shall be expressed on the face of the debentures.

District of Columbia Stadium bonds
P.L. 85-300, 71 Stat. 619, as amended by P.L. 85-561, 72 Stat, 421, Secs.

2-1722 and 2-1727, D.C. Code, 1961 Ed. The Board (Armory Board) is hereby
authorized to provide for the payment * * * by an issue or issues of negotiable
bonds of the Board, * * *. * * the Board may * * * issue temporary
bonds, or interim certificates without coupons, exchangeable for definitive bonds
when such bonds that have been executed are available "' * *. All bonds and
other securities issued by the Board * * * are hereby guaranteed as to both
principal and interest by the United States.

NoTE.-Even if the guaranteed FNMA participations dealt with in the General
Counsel's Opinion of January 12, 1967, to the Secretary of the Treasury, were
debt obligations instead of contingent liability obligations, it would still be
impossible to ignore for statutory debt limit purposes the Congressional concept of
"guaranteed" obligation (see third paragraph, page 4 hereof); and as recently
as 1958 Congress has indicated its awareness of that concept when it authorized
the same type of guaranty for the District of Columbia Stadium Bonds. More-
over, since 1945 the Congress has amended the debt limit statute sixteen times
and each time has been aware of the consistent and uniform interpretation of the
types of securities that came under it. Therefore, that interpretation is well
established.

(The first letter from appendix II already appears in this hearing at
p. 61. The second letter follows:)
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APPENDIX II

OFFICE OF THE ATTORNEY GENERAL,
Washington, D.C., September 30, 1966.

,The Honorable, the SECRETARY OF THE TREASURY.
DEAR MR. SECRETARY: This is in response to your letter of September 2, 1966,

forwarding a memorandum of law prepared by the General Counsel of the Export-
Import Bank of Washington (Eximbank) and requesting my views on the question
discussed in the memorandum, i.e., whether Eximbank's guaranties of the partic-
ipation certificates it markets from time to time give rise to general obligations of
the United States.

As noted in the memorandum, my predecessor in the Office of Attorney General
pointed out in 42 Op. A.G. No. 1 (1961) that:

A series of opinions of the Attorney General issued between 1953 and 1959 has
established that a guaranty by a Government agency contracted pursuant to a
congressional grant of authority for constitutional purposes is an obligation fully
binding on the United States despite the absence of statutory language expressly
pledging its "faith" or "credit" to the redemption of the guaranty and despite the
possibility that a future appropriation might be necessary to carry out such
redemption.

That opinion was concerned with the nature of a guaranty of the former De-
velopment Loan Fund which, like Eximbank, was a Government corporation
specifically authorized to issue guaranties in pursuance of its statutory functions.
The opinion ruled that the Fund's guaranties constituted general obligations of
the United States backed by its full faith and credit.

I am of the view that the opinion is in point here and, I might add, applies
not only to Eximbank's guaranties of participation certificates but also to the
other contractual liabilities it is authorized to incur under its governing statute,
the Export-Import Bank Act of 1945, as amended (12 U.S.C. 635), including
its guaranty, insurance, co-insurance or reinsurance of exporters. In sum, I
concur in the conclusion of the General Counsel of Eximbank to the effect that
the persons who hold the guaranties incident to Eximbank's participation cer-
tificates, along with the persons in whose favor it has incurred other types of
contractual liabilities in accordance with law, have acquired valid general obli-
gations of the United States, and are therefore in a position to reach beyond
Eximbank and its assets to the United States for a source of payment, if necessary.

Sincerely,
eNICHOLAS DEB. KATZENBACH,

Attorney General.

Senator HARTKE. The staff brings this down to English, which is
very helpful.

In 1965 sales, the Participation Certificate Act, was the law,
right?

Secretary FOWLER. Yes, sir.
Mr. SCHULTZE. 1966.
Senator HARTKE. 1966, pardon me. The 1960' Participation

Certificate Act is a statute which, in effect, creates an obligation of
the U.S. Government which has not alone its security for those
obligations of these various agencies but, in addition to that, in the
event of default the full faith and credit of the U.S. Government;
isn't that true?

Mr. SCHULTZ. That is not what the act says. It simply pro-
vides a FNMA guarantee for the obligations.

Senator HARTKE. Let me come out of the philosophical and ,et
it right down on the table, why one part of this is important, and ttis
is not the heart of it yet, because this is just a subsidiary issue. We
have a depression in the housing industry or a severe slump. Do
you agree with that?
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Mr. SCHULTZE. This is your assumption; yes, sir.
Senator HARTKE. We have to get the ground riles here. Is there

a slump in the housing industry or is there not?
Mr. SCHULTZE. Yes, it is down from previous levels.
Senator HARTKE. All right.
One of the groups of securities which are to be disposed of under

the law legally are the FNMA obligations, right?
Mr. SCHULTZE. Participation certificates.
Senator HARTKE. That is right. The participation certificates or

disposing of these guarantees, these were loans made under FNMA;
isn't that right?

Mr. SCHULTZE. That is correct.
Senator HARTKE. These FNMA obligations in effect are guarantees

by the Federal Government of loans which are made by certain sav-
ings and loan institutions primarily to individual homeowners; isn't
that right?

Mr. SCHULTZE. No; most of them are not. They are loans of one
kind or another made by the Federal Government.

Senator HARTKE. For homes.
Mr. SCHULTZE. Some are, some are college housing loans, some are

small business loans. They cover a number of programs.
Senator HARTKE. The FNMA obligations which I am speaking

about. I am not talking about small business loans for the moment.
Mr. SCHULTZE. The participation certificates are sold by FNMA

but are based on a pool of loans froin all over the Federal Government,
including home loans.

Senator HARTKE. I am not confused on that. I understand how
the technical end of it is.

Mr. SCHULTZE. Right.
Senator HARTKE. Let me state what the proposition is. You have

what I consider to be a depression or a recession in the homebuilding
industry, and you have difficulty in some of these people making pay-
ments, and this is the danger right now. There is going to be a num-
ber of these foreclosures. I think this is a real danger, whether you
want to assume it is or not. Assuming that this occurs, then as far
as these people are concerned in the marketplace, they will come back
and call on'these certificates; isn't that right?

Mr. SCHULTZE. No, sir; that is not the way it will work, as a matter
of fact.

Senator HARTKE. Well, they will come back and foreclose and then
be guaranteed.

Mr. SCHULTZE. That is correct.
Senator HARTKE. But there is no way in which the people who buy

the participation certificates are going to have to go back through the
process, through FNMA, through the savings and loans back to the
individual person and assess a deficiency judgment.

Mr. SCHULTZE. That is correct.
All I wanted to get at is that there are a number of options which

would be used before the FNMA guarantee on the certificate itself
comes into play, namely, that the agency which puts the tlan into the
pool can substitute a good loan for one which is foreclosed. This is
how the actual backup is going to work in practice.

Senator HARTKE. Yes.

74-887-67- 6
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If you have a mass foreclosing goingon you are going to be hard
pressed to find enough good loans to take care of the bad.

Mr. SCHULTZE. If you have a mass foreclosing and a massive
depression; that is correct.

Senator HARTKE. I understand what you think is going to happen.
But I am coming back right to the legal proposition. I am trying
to come from the other side now to this legal proposition.

The point still remains that the man who buys the participation
certificate, the bank who buys it or anyone else who buys it, has at
his disposal the complete faith and credit of the U.S. Government in
order to make sure he does not lose.

Mr. SCHULTZE. Ultimately that is correct, sir.
Senator HARTKE. Not ultimately, it is correct today.
Mr. SCHULTZE. What I meant is there are a number of ways in

which the investor is protected even before the FNMA guaranteecomes int play.
Senator HARTKE. I understand it.
Mr. SCHULTZE. May I make a point, Senator, which is, I hink,

qiiite relevant to the point you are making? This precise situation is
true with respect to some $53 billion worth of FHA insured mortgages
and about $30 billion worth of VA-guaranteed mortgages. You are
quite right, if a situation arises in which they will have to be made
grood, tey will be made good. And, as the Attorney General has

indicated, the full faith and credit of the United States is behind them.
You are quite correct, sir.

Senator lIARTKE. All right.
Now, just so we will have it clear again, now I am on the prospectus

here, which is under date of January 5, 1967, of $1,100 million partici-
pation certificates in the Federal Assets Liquidation Trust, the Fed-
eral National Mortgage Association, Trustees. I am going to ask
permission to put the front page of this prospectus into the record
without objection at this place.

I quote in a boxed-in section to call attention to it in the center of
this prospectus:

The Attorney General of the United States stated in an opinion dated Septem-
ber 30, 1966, that "FNMA's guarantee of a participation certificate brings into
being a general obligation of the United States backed by its full faith and credit"
and that "the holders of participations guaranteed by FNMA hold valid general
obligations of the United States and are in a position to reach beyond the assets
of FNMA to the United States for payment, if necessary."

Pretty much the sama thing appears on the front page of another
prospectus, dated Feb. 7, 1967, covering the sale of participations in
Export-Import loans.

(The material referred to follows:)

PROSPECTUS--SALOMON BROTHERS & HUTZLER, THE FIRST BOSTON CORPORA-
TION, MORGAN GUARANTY TRUST COMPANY OF NEW YORK, MERRILL LYNCH,
PIERCE, FENNER & SMITH

$1,100,000j000 PARTICIPATION CERTIFICATES IN THE FEDERAL ASSETS LIQUIDATION
TRUST, FEDERAL NATIONAL MORTGAGE ASSOCIATION, TRUSTEE

(Dated January 19, 1967, Due January 19, as shown below)

Of the $1,100,000,000 aggregate principal amount of Participation Certificates
in the Federal Assets Liquidation Trust, $500,00J,000 will be scld directly by the
Federal National Mortgage Association, as Trustee, to Federal Government
Investment Accounts, at the same prices (plus accrued interest from January 19,
1967) and with the same interest rates shown below, with maturities of $125,000,-
000 on January 19, 1972, $125,000,000 on January 19, 1977, and $250,000,000 on

78
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January 19, 1982. The remaining $600,000,000 rincipal amount of P..rtici Ation
Certificates are offered by this Prospectus and will have maturities in the fallowing
amounts on January 19 of each of the following years and will have the interest
rates and offering prices (plus accrued interest from January 19, 1967) set forth
below:

Year Principal Interest rate Price
amount (percent)

197 ---------------------------------------------------- $150,000,000 5. 20 1M
1977 --------------------------------------------------- $150,000,0o0 5.20 100
192. . . . . . . ..------------------------------------------- $300, 000,000 5.20 100

Timely payment of principal of and interest on the Participation Certificates is
guaranteed by the Federal National Mortgage Association ("FNMA"), a corporate
instrumentality of the United States. (See letter of the Secretary of the Treasury
appearing later in this Prospectus regarding the availability of funds for such guar-
anty.) The Independent Offices Appropriation Act, 1967 (Public Law 89--555
approved September 6 1966), appropriated funds to allow the Trutors of the Federak
Assets Liouidato3n Trust to pay the Trustee any amounts the Trustee may require
(in addition to fund in the Trust) topay the principal of and interest on outstanding
Participation Certificates. The Federal National Mortgage Association Charter
Act (referred to later in this Prospectus) provides that 'Such trustor shall make
timely payments to the trustee from such appropriations, subject to and in accord
with the trust instrument."

Interest on the Participation Certificates is not exempt from Federal income
taxes.

The Attorney General of the United States stated in an opinion dated September
30, 1966, that "FN MA's guaranty of a participation certificate brings into being a
general obligation of the United States backed by its full faith and credit" and
that "the holders of participations guaranteed by FNMA hold valid general
obligations of the United States and are in a position to reach beyond the assets
of FNMA to the United States for payment, if necessary".

The Participation Certificates are issued in registered or coupon form, in de-
nominations of $5,000, $10,000, $25,000, $100,000, $500,000 and $1,000,000. The
principal together with the last installment of interest, of registered Certificates
is payable at the Federal Reserve Bank of New York and, under certain cir-
cumstances, at the Federal Reserve Banks of Chicago and San Francisco, upon
the presentation at such Banks and surrender of the Certificates. The interest
on registered Certificates is payable by check semi-annually, on January 19
and July 19 in each year. The principal of and interest on bearer Certificates
with coupons are payable at the Federal Reserve Banks of New York, Chicago and
San Francisco. The Participation Certificates are not redeemable prior to
maturity.

More complete information regarding the Federal Assets Liquidation Trust and
the Participation Certificates issued thereunder appear later in this Prospectus
under "Federal Assets Liquidation Trust."

It is expected that the Participation Certificates in definitive form will be
available for delivery on or about January 19, 1967.

Senator HARTKE. Do you agree that is true or is not true?
Mr. SCHULTZE. Yes, sir; it is correct.
Senator HARTKE. And there is no difference between that and a

U.S. savings bond?
Mr. SCHULTZE. Yes, sir.
May I say something further, Senator?
Senator H ARTKE. Yes.
Mr. SCHULTZE. The Attorney General's opinion, on the basis of

which that statement was put in the prospectus, is precisely the same
opinion which has been given with respect to any guarantee authorized
by the Congress.

For example, such opinions have been given with respect to ship
mortgage insurance, insurance by the ICC of certain railroad loans,
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and a whole host of others. There is nothing peculiar about the
participation certificates.

The Attorney General has said that any cotntingent liability re-
sultilng from congressional authorization of a guarantee of an agency
obligation brings into being the full faith and credit of the United
States.

The only point I want to make, Senator, is that that opinion1 ha-i
been explicitly rendered with respect to a whole host of obligations
which are not, in the debt limit, which are contingent liabilities, and
which were never reent to be in the debt limit, including ship mort-
gage insurance and ICC insurance of certain railroad loans. It is
clear if we had asked for an opinion on the FHA mortgage insurance,
the same thing would be true.

These are guarantees of contingent liabilities authorized by the
Congress, and the Attorney General has said that any such guarantee
ultimately brings into being the full faith and credit of tle United
States. So there is no difference between these PC's and many
hundreds of millions of dollars of contingent liabilities. That is my
only point.

Senator WILLIAMS. In other words, from the standpoint of the
man who buys them they are just as sound as a Treasury certificate
itself.

Mr. SCHULTZE. All I am saying, Senator-
Senator WILLIAMS. IS that correct?
Mr. SCHULTZE. Senator, this is a matter for bond counsel to

evduate. All 1 am saying is that the Attorney General has said
that th,,o, guarantee by FNMIA brings into being the full faith and
credit of the United States. What a bond counsel thinks about it,
I cannot tell you. I am nct a lawyer.

Senator WILLIAMS. Neither am I a lawyer, and I am glad to talk
to a nonlawyer.

Senator H-ARTKE. I might say if you want to talk to a lawyer,
tdk to Secretary Fowler and talk to myself. We will be the legal
team. [Laughter.]

Mr. SCHULTZE. From the standpoint of security, I would say the
two are comparable. But in other terms, no.

Senator NN ILLIA.uS. That gets back to the wisdom of paying an
extra one-half of 1 percent to finance this. ,Ve raised the question
earlier. But, Mr. Secretary, because we keep s Meaking of the fact
that these participation sales are nothing new, wll you Lurnish for the
record, broken down by years for each of the past 15 years, the
totals of all sales of participation certificates by FNMA?

Secretary FOWLER. Mr. Schultze has that, andif you will permit
him to supply it

Mr. SCHULTZE. 'May I ask you to amend your request?
Would you say participation certificates or similar instruments

by any agency?
Senator WILLIAMS. No. You furnish what you please.
Mr. SCHULTZE. I will give you the FNMA figures.
Senator WILLIANMS. I want them by FNMA. Do you have them

with you?
Mr. SCHULTZE. I can furnish it for the record.
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Senator WILLIAMS. I want them broken down by years beginning
with 1952.

Mr. SCHULTZE. There were no participations by FNMA until
1965. I think it was 1965.

Secretary FOWLER. The act of Congress, 1964, authorized it.
.Mr. SCHtULTZE. Senator, may I
Senator WILLIAMS. NIuch has been said-but put in the years,

enumerate the years 1952, zero; or whateverr it may be
Mr. SCHULTZE. Correct.
Senator WILLIAMS (continuing). Right through on FNM.A partici-

pation certificates.
Mr. SCHULTZE. But, Senator, I do not want to close the record-
Secretary FOWLER. You won't object to Mr. Schultze adding to

that a list, of the disposition of similar instruments by whatever name?
Senator WILLIAMS. YOU can furnish a supplemental report of

whatever you wish. But that report, I want alone, separate, just on
FNMIA p participation certificates. I am tired of this continuous
repeating that you are only carrying out policies of previous adminis-
trations, because the record shows, your own letters show, that is not
true, and I want that one statement alone.

After that you can fill the record through for 50 pages.
Secretary F OWLER. You cannot do it that way. You have to

take into account these other things.
Mr. SCHULTZE. Senator, I do not want to close this oral record

without stating what the Secretary and I had in mind when he said
this has been done since 1954.

The Reconstruction Finance Corporation in 1954, not FNMA,
but the Reconstruction Finance Corporation pooled loans and issued
certificates of interest.
Senator WILLIAMS. And we abolished that about the same time.
Mr. SCHULTZE. And the Commodity Credit Corporation issued

certificates of interest.
Senator WILLIAMS. You go back to World War II, but I am talking

about FNMA participation certificates. That is what we are talking
about this morning, whether they should be a part of the debt.

Mr. SCHULTZ. Senator, I must say, I do not see the logic in talking
about these belonging in the debt limit just because they are issued
by FNMIA.

I am saying there are exactly analogous instruments issued by the
Commodity Credit Corporation which have been issued for the last
14 years. They are not issued by FNMA, but they are exactly
analogous instruments, and it seems to me they are quite relevant to
the situation.

But in response to your request, I will insert a table for the record:
(The following was later supplied for the record:)
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Sales of certifcates'of participation and certificates of interest, fiscal years 1954-68'
(In millions of dollars]

Federal Na- Export-Import Commodity Reconstruction
Fiscal year tonal Mortgage Bank Credit Finance

Association I Corporation 2 Corporation

1954 ------------------------------------ -------------------------------- 1,504 47
1955 ---------------------------------------------------- 751 ................
196 ----------------------------------- -------------------- 232 ................
1957----------------------------------------------------------------- 86.
1958 ------------------------------------ -------------------------------- 244 ----------------
1969 ---------------------------------- -------------------------------- 229 ----------------
1960 ----------------------- ---------------- ---------------- 155...........
191 ------------------------------ ------------- ------------------ -- -----------
1962 --------------------------------------------------- 300 902 ..............
1963 --------------------------------------------------- 250 834 ..............
1964 ----------------------------------- ----------- 373 377 ----------------
1965 --------------------------------- -- 300 450 419 ----------------
19- . ..------------------------------- 1,840 761 85 ----------------
1967 estimate -------------------------- 2,880 700 675 ..............
196 estimate -------------------------- 4,000 1,000 1, 225 ..............

Total -------------------------- 9, 020 3,834 9, 094 47

I Reflects sale of participations in loans owned by FNMA as well as in loans owned by other agencies and
sold through FNMA as trustee.

' Outstanding at end of year. Since these are short-term certificates, the amount outstanding at the end
of any year undoubtedly understates the gross amount issued and redeemed during that year.

Senator HARTKE. Let me say I am interested in this legal and
political discussion, and I want to come back to what a trouble it is
causing us, and that is the problem, and it seems like we have a diffi-
cult time in establishing the ground rules here and agreeing upon even
what I thought were elementary and basic facts.

But now, since you have returned, Mr. Schltze-the return of Mr.
Schultze-"I shall return," he said-isn't it true that in this, in the
budget, which has been submitted to us at the present time, which has
a deficit estimated at, for this year, what is it, $8.1 billion?

Mr. SCHULT7E. $9.7 billion this year.
Senator HARTKE. $9.7 billion this year-isn't it true that this also

includes within it a basic assumption of a continued growth in the
economy-

Mr. SCHULTZE. Oh, yes, sir.
Senator HARTKE (continuing). Of a substantial nature?
Mr. SCHULTZE. Yes, sir.
Senator HARTKE. All right.
Now, Mr. Fowler, you have a council of advisers, or economic

advisers to the Treasury. *
Secretary FOWLER. Well, the President, has a Council of Economic

Advisers.
Senator HARTKE. I understand the President has.
Don't you have-Senator Williams says you have as your advisers

the Senate Finance Committee. [Laughter.)
Secretary FOWLER. I rely most heavily on them, that is for sure.

[Laughter.)
Senator HARTKE. Is there a business advisory council?
Secretary FOWLER. No, Senator Hartke. There is a business

council.
Senator HARTKE. This is a council which, of economic advisers

which, advises the Treasury, sort of have a semiofficial status?
Secretary FOWLER. We have a variety of varieties of consultants,

Senator Hartke.
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Senator HARTKE. No, I am not talking about consultants at the
moment. I am talking about a commerce group, the one that
caused a furor a few years ago?

Secretary FOWLER. There was a business advisory council which
was an adjunct of the Department of Commerce. About 4 years
ago-it dissolved as an official adjunct of the Department of Com-
merce, and was organized and established as a private business
organization, abandoning its official status as adviser to the Secretary
of Commerce.

Senator HARTKE. As I understand, you have been polling a group
of advisers, council, maybe these are your private consultants, as to
the future and what they estimate wll be the corporate earnings in
the rest of 1967. Is that true or is that not true?

Secretary FOWLER. Senator Hartke, there are exchanges between
the President's Council of Economic Advisers and certain economists
who are economists for companies which are represented in this
business council.

I myself have, as do other departments of the Government, liaison
arrangements with the business council whereby we exchange views
maybe once every 2 or 3 months about the general outlook for eco-
nomic conditions. I find it very useful and profit by hearing the views
of the chief executive officers of various companies and getting their
imupressions of the general economic outlook.

Senator HARTKE. They have been polled recently, have they not?
Secretary FoWLER. I do not know of any poll.
Senator HARTKE. You have not had a poll being made as to the

prognosis of corporate earnings during this next 6 months?
Secretary FOWLER. No, Senator Hartke. I made no poll of that.

sort.
Senator HARTKE. Has the Budget. Bureau made such a poll?
Mr. SCHULTZE. No, sir.
Senator HARTKE. How do you come up with this decision as to the

amount you anticipate next year of $83 billion?
Secretary FOWLER. That is a judgment that was arrived at by the

Treasury department after a full consultation with the Council of
Economic Advisers, the Director of the Bureau of the Budget, and
various sources in the Government that have views on the general
outlook.

Senator HARTKE. All right.
Now when was that last analysis made as to what the corporate

earnings were going to be for this next 6-month period?
Secretary FOWLER. I would say in late December and early Jan-

uary.
Senator HARTKE. Nothing has been done since that?
Secretary FOWLER. Well, we keep this under fairly constant study,

Senator Hartke.
Senator HARTKE. Yes. All right.
What are these experts telling you now is the prognosis for c rporate

earnings for this next 6-month period?
Secretary FOWLER. I find a wide divergence of opinion.
Senator HARTKE. What is the consensus?
Secretary FOWLER. I do not know of a consensus.
Senator HARTKE. You have no consensus as to whether the cor-

porate earnings are going to go up or the corporate earnings are going
to go down or whether they are going to stay level?
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Secretary FOWLER. I have no conseirsus to report on that.
Senator IIARTKE. Mr. Schultze, you htve none?
\fr. SCHULTZE. Consensus, no, sir. Vhat we have, as you will

notice from the budget, is a 6 percent grov,'th in GNP from calendar
year 1966 to calendar 1967, and about a 1.5 percent growth in cor-
porate profits.

Senator WILLIAMS. Mr. Secretary, didn't you conduct a survey in
recent weeks from various business organizations, and the response
was predominantly on the position that

Secretary FOWLER. I have conducted no such .urvey.
Senator WILLIAMs. That the corporate earnings would be low?
Secretary FOWLER. I have conducted no such survey.
I do not know what the source of your information is, but I have

not conducted a survey. I always ask peoples' opinions when I meet
them informally or formally, but I have not conducted any survey.

Senator HARTKE. This is a very important part of this budget, is
it not?

Secretary FOWLER. It certainly is.
Senator HARTKE. It represents, you have estimated, an increase of

$2 billion in corporate taxes, right, from $81 to $83 billion?
Mr. SCHULTZE. Not quite $2 billion. Closer to $1 billion.
Secretary FOWLER. $81.8 billion to $83 billion, corporate profits are

now estimated for 1966 at $81.8 billion. Now, that is a preliminary
estimate.

Senator HARTKE. All right.
Secretary FOWLER. It is a preliminary estimate because the fourth

quarter of profits will not be known with final precision until some
time in March and April.

Senator HARTKE. They have been very disappointing, have they
not?

Secretary FOWLER. Well, we have scaled the profit estimates down
in late December and early January from what they had been.

Senator JIARTKE. And the profits are going down, instead of up?
Secretary FOWLER. Oh, I find a very mixed pattern, Senator

Hartke. ] do not have a detailed analysis of recent, corporate profit
reports, but I am toid in conversation with people who have looked at
and analyzed these things that some of the profits figure are up,
so11me of tho profit figures are down. Sometimes in the very same
in(u1stry you will have one company where the profit figures are
g(ing up, and another company where the profit figilres are going
do\wn1.

Senator H iRTKE. I would like to refer to the February 10 issue of
Tlownsend-Greenspan Co. in which they say the estimate of 1967
gross national product would be more realistic. It would be in the
neighborhood of $779 billion with pre-corporate-tax profits of $78
million . If that is true this w(uld represent another $5 billion we

would have to raise soine place, isn't that teue?
Secretary FOWLER. There would certainly be a substantial lessening

of the revenues which we are estimating if the projections which 'rou
have quoted turn out to be correct. We have seen many, many
projections.
Seitor HARTKE. Let us have one thing clear. You have made no

poll in recent. weeks ()f ecnjnni.-. and business and butsiiess enter-
prises to make a determination as to the corporate profits which are
anltici)ated for this coming 6 months which is in fiscal 1967.
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Secretary FOWLER. Senator Hartke, I have not made any poll. I
will check in the Department to see if anybody in authority in the
Department has ,made any contacts that would be properly charac-
terized as a poll. I am not aware of it if there have been.

I had conversations yesterday, with the so-called Treasury Liaisoil
Committee.

(Tie following information was subsequently supplied:)
The Treasury Department has not carried out a survey of businesses and

economists in recent weeks on anticipated corporate profits for the coming 6
months.

Senator HAIITKE. With who?
Secretary FOWLER. The Treasury Liaison (Committee that I meet

with fronm'the Business Comcil, which I referred to. We discussed
generally a large number of subjects of which corporate profits were
one. There are differences of opinion ver-y clearl--

Senator LIARTKE. What is the nmia;ority opi,fion".
Secretary 'OWLER. I do not have a majority opinion. We do not

have a show of hands. We ask, What is your feeling abott this sit tu-
tion or that, situation or the other situation?

Senator HARTKE. Did yout form a judgment front it?
SecretarT FOWLER. 1 forced a judgment in late December and

early January, in association and after the most detailed consultations
with the members of the Council of Economic Advisors and the
Director of the Budget. We came to the conclusion that $S3 billion
was a proper and appropriate estimate at this time for corporate
profits in 1967.

Senator HARTKE. I understand vtu have suggested it for the budg-et.
What I am trying to find out, is whether the economy is accelerating,

decelerating, or holding even.
Secretary FOWLER. I think, if I can give von this picture, that the

estimate for 1966, with the fourth quarter figures being )reliminary, is
that, corporate profits for 1966 will be $81.8 billion. The projection
carried in the budget the basis for otir revenue estimates, is that. corp-
orate profits in 1967 will be $83 billion.

Now, contrasted with previous years when corporate profits have
been moving up $4 and $5 and $6 and $7 billion a year, this represents
a tendency toward a leveling insofar as corporate profits are concerned.

Now, one of the factors that I think should be taken into account,
is that I wotdd expect a good deal of harder bargaining in collective
bargaining negotiations this year, and thus some pressure on corporate
profits in connection with wage and salary negotiations.

Senator HARTKE. In other words, you expect a substantial increase
in wages this year.

Secretary FOWLER. I would expect a very real effort (o the part
of trade union spokesmen to negotiate substantial increases in wages.

Senator HARTKE. This is a fair inference.
Secretary FOWLER. This would create some pressure on corporate

profits.
Senator IIARTKE. And to some extent this would be by hard

bargaining-
Secretary FOWLER. That is right.
Senator HARTKE (continuing). Which would not be effective unless

it included an actual conclusion of substantial wage increases.
Secretary FOWLER. That is right.
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Senator HARTKE. In other words, you see a big boost in wages for
this year.

Secretary FOWLER. I do not know how this tussle will come out.
I would see some very strong resistance on the part of management to
increased wages, too.

Senator HARTKE. But if you are on your guesstimations today you
would guesstimate that the wages are going to go up?

Secretary FOWLER. I am not an expert in collective bargaining
matters, Senator Hartke. I only say that the estimate of $83 billion
as against $81.8 billion for last year took into account the expectation
that the rapid increase in corporate profits which has characterized
previous years is not likely to be the case in 1967. One of the factors
to be taken into account in making that estimate, was the fact that
there would be wage increases which probably would not be passed on
in prices.

Senator HARTKE. All right.
Now, I follow you on that.
Do you have no opinion then as to what is going to generally happen

as far as corporate profits are concerned? In other words, am not
now speaking of the ways factor, I am speaking now of the general
economic climate. Are we going into a period of a slowdown or-
not stagnation, I hope-

Secretary FOWLER. I think the opinions that were expressed
Senator WILLIAMS. Readjustment is the word that I think the

Secretary is trying to find.
Secretary FOWLER. Senator Hartke, I share the opinion as far as

the outlook is concerned, which was stated in the report of the Council
of Economic Advisers. I think the first quarter or two is going to,
perhaps, see some inventory readjustment, and that the last half of
the year is probably going to see the economy moving along at a
better clip than the first part.

Senator HARTKE. Let me get either one of you people back to this
point.

Now, basically what we operate under, the national income account,
at least, or what we are thinking about here when you are making
these determinations as to the future. In 1964 the implied surplus
on the national income account on full employment levels is about
$9 billion, is that correct?

Mlr. SCHULTZE. I would have to check that, Senator. You want
the full employment surplus in 1964?

(The following was later supplied for the record: In fiscal year
1964, the estimated full employment surplus was approximately 9%
billion; it was approximately $6 billion in calendar year 1964.)

Senator HARTKE. Yes. In other words, the whole basis of the
national income account surplus pro position is based on the fact that
you are going to be in a position of full employment?

Mr. SCHULTZE. No. There are two parts to that, Senator. The
national income account measure of the budget itself has nothing to do
with full em)loyment.r

Senator HARTKE. No; I am ikot trying to say that. I am just
saying that on the basis of full ehlploynient

Mr. SCHULTZE. Right.
Senator HARTKE (continuing). You come back to-you also can,

generally speaking, come back with a concept that you will have a
surplus in your national income account.
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Mr. SCHULTZE. In some cases yes and in some cases no.
Senator HARTKE. Now, to come back to the question that I was

directing to Secretary Fowler on the anticipation of the future in the
field of economic conditions. The Federal Reserve Bank of St. Louis
just recently estimated a full employment deficit for fiscal 1967 of
$3.6. Is that true?

Mr. SCHULTZE. That would be about right. The deficit we are
estimating is $3.8 billion on a national income accounts basis for
fiscal 1967, and the full employment level would be about the same,
so it is about right; yes, sir.

Senator HARTKE. Then this represents sort of a sag in the economic
development of the country?

Mr. SCHULTZE. No, sir; I would not think so.
Senator HARTKE. Are we going to go like we did in 1966 then?
Mr. SCHULTZE. No, sir.
Senator HARTKE. We are going to go at 6% percent as compared

to 7 percent, you would say?
Mr. SCHULTZE. That is right. I don't call that a sag.
Senator HARTKE. And you have riot taken any serious warnings

from the recent returns of these major corporations, their fourth-
quarter earnings statements? You do not consider those distressing
or disturbing?

Mr. SCHULTZE. No, sir. J think basically we have no evidence as
yet that our basic forecasts for the economy are not what we thought
they were going to be.

Senator HARTKE. I hat-e read these statements in front of the
Economic Committee ahout a gentleman speaking here about how
all this worked out fine under a set plan, said set plan of 1966. You
did not want a tax in='rease and how you balanced it all off. But
wasn't it true we were faced with a rather severe financial situation
in the midpart of 1963? We came close to having a financial crisis,
did we not?

Mr. SCHULTZE. I would certainly not say we came close to having
a financial crisis. I think the Secretary can probably speak better
on the financial mutters than I can. But it is obviously clear that
in the months of August and September the financial markets were
severely congestecd.

I think it is going awfully far to say that we came very close to a
financial crisis. Perhaps the Secretary would want to add something.

Senator HARTKE. Isn't this what. Mr. Martin said?
Secretary FOWLER. I do not know, Senator Hartke. But, as you

know, we came here in September to support the President's recom-
mendation or, the investment credit as a part of the three-point
program exp 'essed in his message of September S.

I myself h.id great stress on the condition in the financial markets,
the excessive demands for credit, as being a factor that I thought
ought to b. taken very importantly into account.

Senator HARTKE. ou used excessive demand for credit. I said
near finaacial crises, and we will assume that I have my definition
and you have ours. But at least, we can agree to that.

What is the basic purpose of the proposed 6-percent surtax?
Secretary FOWLER. There are at least three purposes, Senator.

One is to pay for the costs of the war.
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I think we have reached a point now where-Senator Williams and
I have had exchanges on tnis--we have used various special devices
to fund the cost of the war. These were expressed in the Tax Adjust-
ment Act of 1966, and in special administrative actions. I think we
have pretty well run through those and now it is time to pay the bill
by increasing income-tax rates.

Senator HARTKE. Just a minute. Let ui.- have a picture-
Secretary FOWLER. Can I complete the three that you asked me

were the reasons?
Senator HARTKE. All right, go ahead.
Secretary FoWLEn. The second reason is that we want to not allow

the deficit in either the administrative budget or the national income
accounts budget to, in effect, get out. of hand, creating a feeling that
there is not a measure of control over the amounts of these deficits.

And then the third, perhal)s the most important, factor now in
encouraging the healthy balanced growth of business, including the
sectors that have suffered so munch, such as housing, is the assurance,
insofar as it can be given, that there is going to be available money
and credit on reasonable terms. I believe, the surtax proposal coming
at a time 9 months after the Federal Reserve Board has shifted from
a policy of rather severe restraint toward a policy of monetary ease,
that it is important to take the necessary fiscal steps to make that
policy a mox ement toward continued monetary ease, of readily avail-
able credit on reasonable terms, a condition under which business can
operate for tle duration of war.

Senator HARTKE. All right.
Secretary FOWLER. I would prefer to rely on the tax increase as a

way of not only paying for the war and minimizing the deficit that is a
consequence (f the war, but also providing some condition under
which we can expect a continuance of a movement away from tight
money and high interest rates.

Senator HAE'TKE. I think that ought to make the chairman happy
if we avoid that tight money.

What about inflation?
Secretary FOWLER. That is all a part of the pattern of balanced

growth, that this policy mix of monetary ease and the fiscal action
indicated is designed to facilitate a return to the type of balanced
economy without inflation that characteriz(4 the period prior to
Vietnam.

Senator HARIKE. All right.
Now, I quite agree that we need to have a plan to pay for the

war no matter. You understand my position basically is not in
sympathy with the war.

Secretary FOWLER. Yes.
Senator HARTKE. But most certainly I want the boys there to

hlive everything they need. I want to start paying for it. I want
to provide for it, and I want to have a plan to provide for it. It
has nothing to do with whether you agree with it, the basic concept,
or, ais tile chairman does, or whet her you disagree with it. Both (if
uts would like to see a plan come ip as. to how yoni are gilg to pay
for it on a legitimate basis wit hiout causing g a crisis.

But in this gr(up, to pay the (.cost of the war has nothing whatso-
ever to do with your budget itself. In other words, that is an element
which is really outside the budgetarT comsideratio m, isn't that right?
You could pay for it through taxes or you (could borrow.
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Mr. SCHULTZE. In a technical sense, of course. Tile question is
what the implications are for the fate and health of the economy.

Senator HA TKE. Yes. What we did this year and what we did
last year.

Secretary FoWLER. Senartor Hartke, you would also want to know,
too, that to the extent that the Federal Government borrows it adds
to that extent to the volume of borrowing in the financial market and
to that extent places additional pressure on interest rates and-

Senator HARTKE. This is the point to which I want to come.
What I wanted is to pin (hown just exactly what we are going to

do about taxes first-whether we are going to hat-e the administration
come and ask for them or wOhether they are going to back away.

I understood you to say yesterday that we would be better able to
assess the situation in April or in May. Is that true?

Secretary FOWLIR. In the contacts and conservations I have had
about it, Members of Congress feel that they would then be better
able to assess the near-term economic outlook.

Senator HARTKE. What does the administration think?
Secretary FOWLER. I think the more time passes the more knowl-

edge one has-the closer to die events, the better the vision.
Senator WILLIAMS. Would the Senator yield?
Senator HARTKE. Yes.
Senator WILLIAMS. I tLink yesterday the Secretary's position was-

it may have changed toda-y-that the administration wanted Congress
to give top priority to increasing social security, and after that if they
had1 time and were still in the mood they would get around to the tax
increase.

Secretary FOWLER. That does not characterize my position, Senator
Williams.

Senator WILLIAMS. Well, do you recommend that the tax increase
be (riven priority over the social security increase.

Secretary FOWLER. No, no; that is not recommended.
Senator WILLIAMs. That is what you said.
Secretary FOWLElI. No. You characterized it in a very--
Senator WILLIAMS. I beg your l)ardon, now
Secretary FowLERn. Quite a different way.
Senator WILLIAMS. How would you do it, then?
Secretary FOWLER. I would say that in order to meet with the

budgetary proposals that the President has made, we have a surcharge
increase, effective as of July 1; but. I would exl)ect to gt to hearings
before the Ways and leans Comimittee after they have comp)leted
their pr()posal ()f the social secritv prop als.

I understand Chairman Mills scheduied the opening hearings on
sOCial security ill early March. I have not consulted with him as
to exactly how;I much time lie ex)ects that to take, but the adminis-
tration\ will be ready to ((ome fri ard and make its case for the surtax
l)ro)osals at whatever tinie the Ways a.vd Means Committee has
C'OI'lIded and whenever the ,(nunittee iiidica tes its des-ire for the
ap)r(,j)riate tinie, we will make (our piescntation.

Senatol r WILLIAMS. Well, I think that is just nice.
Secretary FOWLER. That wtld be s(me tinte lresuniably betw een

the niiddle of March and the first (of Ma.
Senator WILLIAMS. Well, 1(w, 1 think we both realize that by

the tiie Coltgress gets through with the social security that you Avill
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not have time for consideration and hearings on the proposal of the
tax increase, because in social security we have revision of title 19 to
take up. I have been at least two and a half months waiting for an
answer from the bureau to t(ll me what they plan to do on title 19.

Perhaps you can tell us this morning.
You will remember that in social security, title 19 was put in,

an estimated cost of $238. In May last year
SecretarvFowLER. What bureau is that, Senator Williams?
Senator WILLIAMS. It was HEW.
Secretary FOWLER. Well, I wanted to get that straight.
Senator WILLIAMS. That comes in under social security. In May,

we found that the cost was going to be around a billion and a quarter
dollars rather than $238 million. Something had to be done.

We never heard any more from them until about 10 days before
Congress adjourned, and then tltey came down With a proposal
which they wanted to rush through in the closing days. I joined
in blocking it because I wanted to look at it.

The estimate of cost by HEW on that revised proposal to close
the $1 billion loophole was $2% billion that it wouldcost.

I said that is the first time I ever heard of closing a $1 billion
loophole by opening it and making it $2% or doubling it. But as
yet we still have no proposal at all on changing title 19 before us.

The last estimate that I had of the cost of that would be that it
would exceed $34 billion rather than a quarter billion. We are not.
going to resolve that within 10 days because nearly every Governor
is going to be down before the Ways and Means Committee and the
Finance Committee, and I think the administration might just as
well recognize that if you want consideration of a tax increase you
had better put it on top priority.

Senator H ARTKE. Mr. Secretary, let me come back to what I
want to know.

On the tax increase, I want to know whether you ure going to ask
for it because you want the money. You asked for $42 billion;
right, is that right?

Secretary FOWLER. Yes.
Senator HARTKE. What makes you think you are going to get $49

billion? We came here in 1964 and we came in with a philosophy
and a theory that if you reduced tax rates you could increase tax
revenues. We reduced tax rates and we increased tax revenues. We
came with that philosophy to reduce tax rates and increase tax revenues.

What makes you think that if we increase them now we can have
it both ways?

Is it going to work both ways?
What makes you think we are going to get even $4% bifiwn?
What makes you think we are going to increase the tax revenue?
Secretary FOWLER. At the time we made the recommendation for

tax reductions, Senator Hartke, there was a great deal of slack through-
out the entire economy.

Senator HARTKE. In 1964.
Secretarv FOWLER. In 1963 when we c(ame up with the proposal
Senator HARTKE. We passed the law in 1964.
Secretary FOWLER. It was finally passed in February of 1964.
There was a great deal of slack in the economy which had been of

great concern tor a matter of 6 or 7 years, as you will recall,fand we
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felt that the tax reduction would stimulate the private economy and
result in the creation of jobs both through incentives and through
increased purchasing power; that this would result in increasing jobs,
increasing production, and that the expanding volume of business
that would follow would produce additional revenues.

Now, for the duration of the Vietnam War it seems to us that,
while there are imbalances and have been severe imbalances in the
economy, in overall terms the total demand is such, given the neces-
sary war expenditures, that the increase in surcharges-the effect on
the7 economy (f which we have taken into account in our computa-
tions and our estirnates-which we will be prepared to come forward
with and support at the appropriate time will yield the revenues
that are indicated.

Senator HARTKE. Yes.
In the face of this economic turndown to which I have referred, I

do not think anyone can deny it. The headlines the day before
yesterday in the New York Times: 20 percent downturn in automo-
bile sales for the first 10 days of February; auto sales for the first 10
days of January, 20 percent down; industrial production in December
the same level as October and November and only 1 percent higher
than midyear.

Housing starts curtailed by one-third over a year ago; fourth quarter
1966 retail sales 3 percent above 1965 or just equal to the increase in
the prices; Federal Reserve index of industrial production for Novem-
ber only 2 percent higher than August; between August and November
output of defense equipment up at the annual rate of 10 percent com-
pared with a 30-percent increase over the first 8 months; further
acceleration of inventory accumulation and consumer goods and
industrial materials.

Now, this is an indication of a contracting market. Whether you
want to say that it is contracting relatively fast or slow, it is sure not
one of an expanding market. Isn't that true?

Secretary FOWLER. Senator Hartke, we are familiar with those
indications that you have summarized. We have taken into account
these trends.

We do believe that the economy has moderated very substantially.
As a matter of fact, going back to last May, I publicly stated then that
I thought, having used up a great part of the slack, having reduced the
number of the unemployed, having used up the spare capacity and the
unutilized plant capacity; that it would be desirable for the economy
in real growth terms, leaving out price changes, to scele back to a rate
of real growth of between 4 and 412 percent, instead of growing at a
5%- to a 6-percent scale which characterized 1965 and a good part of
1966.

This would be the most sustainable growth pattern that promised
to be enduring and stable that we could expect.

Therefore, the overall moderation in the rate of growth reflected in
the gross national product quarterly figures for tle, third and fourth
quarters is not a disturbing thing.

The disturbing thing was the elements that we discussed last fall
here, the imbalance in the economy, the fact that some sectors were
going up, and in boom conditions, and other sectors, such as housing,
were in a recessive condition.

We think that the changes that have occurred as a result of many
factors, which we talked about last fall, led the Federal Reserve
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Board to shift from a policy of very severe monetary restraint toward
a policy of ease in October, November, and December. In that
period, when the turn canie, the Federal NIA budget as Mr. Schultze
indicated, went from a posture of restraint in the first half of calendar
1966 to roughly a natural position in the third quarter, and to a deficit
position in the fourth quarter. Both of these factors of Federal
policy here are giving the economy a chance to come through this
stabilizing period. Our expectation is that the economy is going to
grow and continue to grow in 1967; that the rate of growth in the last
)art of the year is going to be somewhat more than the rate of growth

in the first p art of theyear.
Senator HARTKE. All ri ght.
Now, we have established then two basic thin gs I think on the

economy. One of them is you anticipate there will be a substantial
increase in wages which will cut back on the profits.

Secretary FOWLER. I did not, say that, Senator. I said there
would be substantial bargaining, and I thought that the probable
result was that there would be increases in wages which could not be
absorbed by equivalent increases in prices and, therefore, there would
be some pressure on profits.

Senator HARTKE. That is right.
Secretary FOWLEiR. They all cotdd not-be passed on.
Senator HARTKE. Let ls characterize it as you please, you and

Senator Williams in your characterizations. I just want to try to
corue back and try to be an auditor here, andl try to audit back
through these figures.

What it means is that there will be a reduction in profits in your
opinion.

Secretary FOWLER. But that reduction in profit margins may not
necessarily result in a reduction in the volume of business.

Senator HARTKE. I grant vot that.
Secretary FOWLER. It ma reflect an increase in the unit costs.
Mr. SCHULTZE. I think, Senator, if you will look at the fact that

our GNP projection is for 60 percent growth in GNP, and there is a
1!.-percent difference in the margin of growth, what the Secretary is
saying is that while profits miay be down, the volumewill expand
and I)rofits will grow modestly.
, Senator IIARTKE. This means you will have an increase in wages

which is not comparable to productivity.
Mr. SCHULTZE. Yes.
Senator HARTKE. Isn't that a fair assumption?
Mr. SCHULTZE. C4)rrect.
Senator HARTKE. All right.
Mr. SCHULTZE. Correct.
Senator HARTKE. That is what I want to get back to. What vou

are going to do to this whole question of money in the niarketpface
at the moinent. In the second place, I think you used "moderated
substantially," it means it will not increase at the same rate as last
vezir.

Secretary FOWLEat. That is corTect.
Senator HARTKE. And certainly if you do not have an expanding

market you have a contracting market as compared to last year.
Se(.retrv FowLER. As compared to last year. but still ain expainilint

market.



8336 BILLION DEBT LIMIT 93

Senator, a real growth of 4 and 4% percent is a very, very great
target. You will remember our rate of growth all during the last half
of the fifties averaged about 2.2 percent.

Senator HARTKE. I do not want to go back to that.
Secretary FOWLER. No. We certainly do not want to go back to

that. We want to go back to about double that. But around 4- and
43-percent rate in real growth, the studies of the Joint-

Senator HARTKE. What is wrong with 5 percent real growth? I
heard the Russians are bragging about the fact that they have 7 per-
cent real growth compared to or percent real growth.

Secretary FOWLER. Well, I will defer-
Senator JIARTKE. Just in all fairness to you, you know 7 percent

of one is not, nearly as hard to come by as 2 percent of 50. I under-
stand that. I am not trying to he facetious on that, but what I am
saying is you have set an arbitrary limit on how much this country is
going to grow.

Secretary FOWLER. No, Senator; that is not so. I have not set
any arbitrary limit.

I think you will find many, many studies by the Joint, Economic
Committee, for example, one that was released last week, on this
subject.

Senator HARTKE. Let us assume you do not say that.. What I am
saying is that how do you anticipate you are going to absolutely
increase the amount of revenue? What is there, on what basis, and
since we have switched within a period of 2 years from a philosophy
that an increase in taxes now will increase revenue, whereas 2 years
ago a decrease in taxes would increase revenue

Mr. SCHULTZE. Senator, because 2 or 3 years ago we had significant
unemployment and substantial unused plant capacity.

Senator HARTKE. All right. Let me ask you a question.
Mr. SCHULTZE. May I .nish?
Senator HARTKE. IS there significant unemployment in housing

today?
Mr. SCHULTZE. There apparently is some; yes, sir.
Senator HARTKE. Is there a cutback in employment?
Mr. SCHULTZE. Our projection and our policies go toward increas-

ing-
Senator HARTKE. Is there a cutback in automobile workers?
Mr. SCHULTZE. Yes, sir.
Senator HARTKE. Have you been out to Columbus, Ind., and seen

the 500 laid off at Cunumins-Diesel? They are not going to pay taxes
on wages. They are not going to pay taxes on unemployment checks.
These people are out of work.

They are not going to pay taxes on a soft market.
MX~r. SCHLLTZE. Senator, let me make a number of points.
Senator HARTKE. Automobile sales are down. They are not going

to pay taxes on those automobiles that they do not sell. Those
corporate profits are down.

Mr. SCHULTZE. Automobile sales are indeed down. Housing has
been down and is beginning to recover, Senator. There are many,
many other areas in ttie economy-

Senator HARTKE. Percentagewise where is it compared to a year
ago?

MXlr. SCHULTZE. Husiulg?
74-S 7-67-o7
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Senator HAWTKE. Yes, housing, compared to a year ago.
Mr. SCHULTEz. It is about a million compared to 550.
Senator HARTKE. Yes. ' ...

Mr. SCHULTZE. Again, as Secretary Fowler indicated earlier, one of
the major thrusts of our policy is to get a better balance and improve
the situation in housing.

Senator HARTKE. Let me tell ou you are talking about soft spots.
Aren't there soft pots in the economy?

Mr. SCHULTZE. Yes, there are soft spots.
Senator HA.RTKE. Is it not so that the appliance sales are down?
Mr. SCHULTZE. I am not sure of that.
Senator HARTKE. You have an expert on your left.
Mr. SCHULTZE. You can pick out soft spots.
Senator HARTKE. Of course you can. I picked out housing and

automobiles and appliances. How about the defense industry? I am
agreeing with you that you are doing right well if you have a defense
contract.
Mr. SCHULTZE. Defense industries, soft goods industries, and State

and local spending are all at high levels and increasing.
Senator HARTKE. State,- governmental spending on a National,

State, and local level, somebody has to pay the bills.
Mr. SCHULTZE. Consumer nondurables, consumer services are also

doing very well. The economy, on balance, is continuing to go up,
Senator.

Senator HARTKE. Yes, but services do not produce.
Mr. SCHULTZE. Of course, they do produce.
Senator HARTKE. No, services are not a production item.
Mr. SCHULTZE. Senator, this is something new to me. Services

contribute to the economy as much as production, they are as much
a part of GNP as an automobile.' I believe a doctor produces as
much as anybody else.

Senator, Ido not want to get into a philosophical argument of wit
is productive.

Senator HARTY. I am talking about production of goods.
Mr. SCHULTZE. Production of services generates income, taxable

Come.
Senator HARTKL. All right.
Mr. ScRULTzz. All I am saying, Senator, on balance-'-
Senator HARTKE. You are trying to tell me theeconomy is as

healthy today as it was a year ago. ''
Mr. ScHULTE. Yes. AU right, let us put it that way. In some

sense, yes. .

Senator HARTKE. In some sense.
Mr. SCHULTZE. Let me give a balanced picture, Senator.
Senator HARTK. Let me ask you a question.
Without the war is the economy as good as it was a year ago,

without the war expenditures, whatever we are spending, $24 billion,
$30 billion; without the war is it as healthy as it was a year ago?

Mr. SCHULTZE. I am not sure I knc exactly what you mean by
"without the war. ' ' - The war is a part of the current situation.

Senator HARTKL Without the war we would have a real serious
poblem in the United States today in keeping this country giving

ancially.
Mr. SCHULTZL I do not think so. -
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Senator HARTK. r think so.,
Mr. SCHULTZ. I do not believe so. I believe the history of this

.country. during many periods show--and I will give you the history
of this country in 1962, 1963, 1964, 1965-that without the war in
Vietnam the economy was expanded. I

Senator HARTKE. That. is why some of these people are worrying
that we would have a recession if the war would end.

Mr. SCHULTZEL Senator, I do not believe the American economy
requires a war to keep it healthy, and I think we have good historical
experience on that.

Senator HARTKE. Ii you do not get the tax increase you are going
to increase the deficit by $434 billion.

Mr. SCHULTZE. Approximately by that.
Senator HARTK. And you even sure you ae going to

ask for it. You are nO g for it ye today, are youi?
Secretary Fowi. _ nator, when the tine es will be up herep. hig h on it. You can rely on that.Seaor HA cz. Let me ask y question.

In your atement on b h a su issue-it
says at th ttom oft p p 1:

Unless t debt li . ein b end February, atw time our
out~sta obligati w el x t we egallth
poesibii of an econ d ary angemenu4dba realty.

Secr tar FOWLER. Du aloss of n fence hat woul occur.Sen ,r i~ma I auM *n r

,--.

Sen or LIAR We , that-Sec.,tar Fo WR tcoo] ,

?he rollary do t econo c and monetary

situatio of the Unte States
Secret Fowro Oh, . T tisn t- a e a
Senator RTK.E.
Itsays hisstate atthrec noqu onasto the

ur ncy Of ident's reques , is that right?
Secretary FO . Senator, let me say just se you move out

of the road when tuck is about to run you, it does not
necessarily mean you oing to mov ewalk and
everything is going to be ros use you duc hat truck.

Senator HARTKE. Allr ht. Just a minute.
Senator W Liu ms. While you are looking through your papers, I

woidd like to ask a question on another point.
How much of an increase in the debt ceiling are you expecting to

ask for in June?
Secertary FOWLER. I haven't figured that out yet, Senator.
Senator WILLIAMS. You have no estimate at all?
Sec etary FOWLUR. No estimate to submit at this time.'
Senator WUJums. In light of the proposed $8 billion deficit,

would it be reasonable to assume that you will be asking (or approxi-
mately that?

Secretary FowLga. I would not make any assume ticms.
Senator HARTxx Senator Williams, will you there, on that

point? If you do not have a tax increase you will have to at least ask

,95
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for, under the circumstances, for enough to cover the $4)J billion you
are not going to get, would you not?

Secretary FOWLER. If I thought I was not going to have a tax in-
crease I certainly would have to ask for more.

Senator HARTKE. Let me ask you if the question is only as to when
the price increase comes; am I mistaken? I thought the question
was whether we were going to ask for a tax increase now.

Secretary FOWLER. The President has asked for a tax increase.
Senator HARTKE. I understand it. I gathered that from the im-

pression here we would or would not make a definite push for it in
April or May. Am I wrong in that?

Secretary FOWLER. No, I did not mean to leave the impression.
I am glad to have the opportunity to correct it.

Senator HARTKE. You are going to insist on a tax increase?
Secretary FOWLER. Our current plans are reflected in the Presi-

dent's message, Senator Hartke. We think the situation will be such
that our appraisal made in January will be confirmed, and that it will
be in the public interest and in the national interest for the reasons I
have given, to ask Congress to enact a surtax.

Senator HARTKE. So this is an "iffy" proposition?
Secretary FOWLER. No, it is not that "iffy." I think we are not

going to be blind. If conditions turn out to be totally and completely
different from what we had anticipated at the time the President s
budget message and Economic Report went up, of course, we will be
open minded about the changed conditions.

But we do not think the conditions are going to be changed, and
we think we are going to be here asking for that tax increase.

This is a responsibity that we have, Senator Hartke, not that we
enjoy forecasting, but the Budget Accounting Act of 1921 requires us
to give a revenue program once a year.

Senator HARTKE. Is this true, in your opinion: That the important
thing to do now is to enact this legislation as quickly and as definitely
as possible and deal, as my statement to the committee indicated, wit
the future development as those future developments occur?

Secretary FOWLER. I think that is an appropriate statement. I
would say, adding to it, that I think those future developments will
call for a surtax in line with the President's proposal.

Senator HARTKE. In other words, you feel that this legislation
should be dealt with then on sort of a terror and crisis basis?

Secretary FOWLER. No. This legislation, Senator H'artke, is only
designed to take us to June 30, 1967.

Senator HARTKE. I understand that, but we are operating under
the gun; are we not?

Secretary FOWLER. Well, I am operating under the gun, and I think
the Government is operating under the gun, and my statement
indicates the time element involved.

Senator HARTKE. I just want you to know that when we took the
excise taxes off the statement I read to you was the same type of
statement. Every time we operate under these terror tactics, you
have to take this now and then we will take care of the details later.

Let us come back to this, the taxes for a minute. If you do not
raise the revenue with the tax increase, you are going to have to go
to the marketplace; isn't that correct?

Secretary FOWLER. That is correct; yes.
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Senator HARTKE. All right. No matter what happenS, even with
the sale of these participation certificates of $4 billion, you are going
to put a terrific pressure on the money supply by the sale of these
participation certificates; are you not?

Secretary FOWLER. No, Senator.
Senator HARTKE. You are going to-let me say it thi:3 way-you

are going to increase the demand on the money supply to the extent
of $4,% billion; isn't that right?

Secretary FOWLER. If we do not raise it in the participation cer-
tificates we would have to go into the market and raise it through
Treasury borrowing.

Senator HARTKE. Or raise taxes.
Secretary FOWLER. Raise taxes.
Senator HARTKE. Or increase taxes, which is a different side of the

equation; is it not?
Secretary FOWLER. I do not know what those words mean.
Senator HARTKE. In regard to the money situation
Secretary FOWLER. From the standpoint of the monetary policy

we are trying to promote, that is easier money and lower interest
rates, a tax increase is very desirable because it avoids the necessity
for the Government to that extent of going into the market and
raising money.

Senator HARTKE. Yes.
The point of it is that the money supply which is available in the

marketplace is definitely limited. If the Government goes after a
certain portion of it, it is not available to the private sector.

Secretary FOWLER. I would like to get this into some perspective,
Senator, because I think there is misunderstanding. Let us deal
with 1966. There has been a good deal of talk about the demands of
the Government on the money market in 1966.

Now, the heavy credit demands in 1966 came mainly from the
private sector, business borrowing especially made huge claims on
the capital markets.

Net debt and equity issues of corporations came to an estimated
$12.5 billion, while business borrowing from the banks rose $10
billion. State and local government debt rose $7 billion, and mortgage
debt by $25 billion.

Federal credit demands on the private sector netting out the pur-
chases by Government, and investment accounts, and the Federal
Reserve came to just $3 billion, as a $2 billion decline in Treasury
issues in the hands of the public partly offset the $5-billion increase
in Federal agency debt and participation certificates.

Senator HARTKE. But the truth of it is because of the financial
situation, you called off the sale of the participation certificates in
order to stop the drain on the money supply.

Secretary FOWLna. We not only did that. we hld off Feleral
agencies going into the market because, small as it was in the total
percentage intake of the market, we wanted to do whatever we could
ast September, in connection with the suspension of the investment

credit, and in connection with the projected reduction of Federal
expenditures, to lift that small additional burden from the market.

Senator WILLIAMS. Would the Senator yield?
Senator HARTKE. Yes, I yield.
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Senator WILLIAMS. Part of that borrowing by industry in 1966
was necessitated to finance the acceleration of corporate payments,
was it not, about $3% billion of it?

Secretary FOWLER. Undoubtedly.
Senator WILLIAMS. Well now, when we accelerated the corporate

payments and picked up an extra $3Y billion that would not have
been paid normally, that was more than the end of year's tax, and
either the industry-

Secretary FOWLER. My recollection is it was $1.4 billion in fiscal
1966, Senator Williams. That under the Tax Adjustment Act of
1966, and there may have been another $800 million for-

Senator WILLIAMS. And $3.2 billion in 1967, half of which
Secretary FOWLER. Fiscal 1967 was $3.2 billion.
Senator WILLIAMS. That is right; half of which fell in calendar

1966. So altogether you had $3.2 billion in 1966, and that would
result in the dropping of the reserves of the corporations or if they did
not have the cash reserves they would have to borrow it.

Secretary FOWLER. Yes.
Senator WILLIAMS. I think that is recognized as a part of that-
Secretary FOWLER. Yes. If we had not gotten the money that

way we would have had to go into the market for more.
Senator WILLIAMS. No question about it.
Secretary FOWLER. No question about it.
Senator IARTKE. No question about it.
But the point is when you went into the market to borrow you put

the tight money policy of the Federal Reserve Board which was com-
plicated and added to by the increase in this demand on the money
and the credit supply. This resulted in this near financial crisis we
had last summer.

Secretary FOWLER. All I am saying, Senator, is that it was $3
billion in 1966 that the Federal Government added by its direct entry
into the capital markets. That is what it took out.

Senator H-ARTKE. So the real engine of inflation
Secretary FOWLER. Out of $98 billion.
Senator HARTKE. So the real engine of inflation then was the

Government itself.
Secretary FOWLER. NO, no.
Mr. SCHULTZE. $3 billion out of $98 billion.
Secretary FOWLER. $3 billion out of $98 billion.
Senator HARTKE. I understand that, but with the pressure on from

the monetary side.
Secretary FOWLER. There is no difference between that $3 billion

and the $3 billion which might come from all the little bits and pieces
that are added in the market, and I just do not think it is an accurate
characterization of what occurred to say that the $3 billion the
Government took out of the market created the pressure. That was
the result of around $100 billion being taken out of the market or
whatever the total was.

Senator HARTKE. But this drove the small-business people into a
place where they could not find credit. Credit was not available last
summer, you will agree to that.

Secretary FOWLER. Credit was very, very tight, and the principal
thrust of what we are talking about in connection with this surtax
proposal is that we want to avoid by fiscal policy a return to that kind
of situation.
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Senator HARTKE. All right.
Whereas the Federal Reserve Board was shrinking the money

supply, you were putting additional demands on it from the Govern-
ment side, isn't that true?

Secretary FOWLER. In a small proportion
Senator HARTKE. But that is true?
Secretary FOWLER. To the total demand.
Senator HARTKE.* But that is true, is it not?
Secretary FOWLER. The facts speak for themselves.
Senator HARTKE. Sure, the facts r 2,eat.
Did you talk to the Chairman of the Federal Reserve Board or did

you advise them or did they advise yov as to what was going on here?
as there any discussion in this regard as to what was happening?
Secretary FOWLER. Constant discussion.
Senator HARTKE. What?
Secretary FOWLER. Constant discussion.
Senator HARTKE. What did the Federal Reserve Board tell you?
Secretary FOWLER. Well, I cannot repeat dozens and hundreds of

conversations, Senator.
Senator HARTKE. What was the substance of it? I do not want

words.
Secretary FOWLER. Their point of view was reflected in the minutes

of the Open Market Committee which were made a part of the record
before the Joint Economic Committee last week.

Senator HARTKE. Did they think you should increase taxes?
Secretary FOWLER. I have a set of the minutes up here that I will

be glad to provide.
Senator HARTKE. Did they think you should increase taxes?
Secretary FOWLER. Chairman Martin had proposed as early as, I

think, last May in a public statement that he thought that a tax
increase then would be desirable.

Senator HARTKE. All right.
Now then, let me ask you, then, this question, in relation to the

question of what happened last year, immediately becomes important.
Have you informed the Federal Reserve Board of the demand that

your operation is now putting on the money supply?
Secretary FOWLER. Of course, they are always familiar with our

financing.
Senator HARTKE. I do not say familiar.
Have you advised them as to the additional demand you are going

to put on the money supply?S Secretary FOWLER. Secretary Deming, you deal with them every
Wednesday on the subject. Of course they have been advised.

Senator HARTKE. Did you advise them? Did you advise them?
I am just asking you a simple question.

Mr. DEMING. Senator, they are conversant-
Senator HARTKE. I do not mean conversant. I can read the news-

paper and I can be conversant, and I can be conversant with whack is
going on. I want-the Budget Director is here. How conversant I
was, or unconversant I was, last summer when I ran into this problem.

Mr. DEMING. I do not know what you mean by conversant. We
tell them what is going on. We do not advise them in formal docu-
ments.

Senator HARTKE. Let us clear this up.
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This is the debt limit hearing on H.R. 15202 on June 13, 1966,
page 40, and I asked this:

Yes. So now what you have is a figure of $10.3 billion based on current esti-
mates, but that is also based on the basis of 200,000 men, isn't it?

That is, a $10.3 billion estimate.
You said:
"No, sir; let me make myself quite clear." And then you went

ahead and went back to this total overall number. All right.
Then I said:
Mr. Schultze, I am not trying to have you reveal anything out of secrecy. The

only thing I am trying basically to show is that in spite of the fact that you have
come up with $10.3 billion, a more nearly correct figure for this year would be
probably in the neighborhood of about $20 billion.

I ask you now what was it, what was the cost of the war on that
basis, was it the $10.3 billion that you estimated?

Mr. SCHULTZE. It is $19.4 billion.
Senator HARTKE. So I missed it by six-tenths of a billion dollars;

right?
Mr. SCHULTZE. Secretary Fowler is going to buy Senator Carlson

a dinner for the same reason. I suspect I owe you a dinner. [Laugh-
ter.]

Senator HARTKE. That is right.
So in the basis of that, some of us--all right, I will just put it back

on page 41:
But the point still remains if these figures do not include--and I do not think

they do, but you say they do-the cost of the 400,000 military troops, then this
means the estimate is going to be low by roughly about $10 billion.

Mr. SCHULTZE. Senator, I am not quarreling. You were very
close to being eight on your total. However, the increase is not for
men primarily; it is for procurement of the long-lead-time items
needed for carrying the war past the end of fi-;cal 1967.

Senator HARTKE. It is remarkable how I- u uld with a limited
staff come that close, and you, with all the exper bs you have, you can
miss it by 100 percent.Mr. SCHUL.TZE. All I am saying, Senator, at this time, is that if

you will go back and look at my statement before the committee,
sp ent a wh.e paragraph ayin out the uncertainty which was

involved at the time.
Senator HARTKE. I understood the uncertainties, ,and I laid the

certainties in front of you which you would not recognize. I went
through these detail by detail. I went through personnel, aircraft,
everything under the sun.

Mr. SCHULTZE. Senator, it turns out in terms of the total, you
were very close.

Senator HARTKE. And it was not classified material.
Mr. SCHULTZE. The increase is not because of greater manpower,

Senator; it is because of the long-lead-time procurement.
Senator HARTKE. I did not hold it to the manpower. If you want

to go through it all again I can, but all I am telling you is that some-
times I become a little disturbed about how wrong I always am, and
then 6 months later, hoping everybody will forget how wrong I was,
and then come back and tell me how right I was later on. Just do
not mind. I am simply trying to tell you-not trying to tell you that
I was right, but I hate to be told I was wrong.
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Now I am going to ask you, where are you going to get $4.5 billion
with corporate earnings going down?

Mr. SCHULTZE. I do not think they are going down.
Senator HARTKE. I know you do not, but 1 think they are, and

I think the records shows that; and you have a real problem. If you
go on this thing with the sale of these certificates-Export-Import
went 5.2.

Mr. SCHULTZE. The last issue by FNMA went at 5.2 percent.
The Export-Import Bank issue went at a lower rate.

Senator HARTKE. Quite honestly, if you were--Senator Fulbright
is a member of this committee-if you were interested in Arkansas
Power & Light, and if they were going to have an issue out here at
5.2, and the people in the marketplace had an opportunity to buy
that or to buy these participation certificates, which are they going
to buy?

Mr. SCHULTZE. I cannot be sure, but presumably if they were
priced at the same amount, the investors would prefer the guaranteed
participation certificates.

Senator HARTKE. Sure; they will buy the government things.
In other words, you are squeezing the private capital out of the market-
place.

Mr. SCHULTZE. No, sir. I absolutely disagree. The fact is that
when we put out a Treasury security, it is sold at a lower rate. So
as between an Arkansas Power & Light issue and a Treasury security
sold at the same rate, investors would presumably buy Treasuries.

This does not mean, however, that we should never issue Treasury
securities.

Senator HARTKE. All I can say I am trying right now evidently in
viin to display the fact you have got some serious problems. You
h tve got this credit problem on your hands again of squeezing the

rivate capital off to the. side. Although you had a colossalY $10
million blunder last year due to these mass affairs, evidently the
inability from your view point of Congress to take remedial measures,
I submit we are going to witness again this year some of the gross
econ.-)mic and monetary derangements which you say the passage of
this legislation is being used to avoid.

That is all.
7'he CHAIRMAN. Senator Carlson.
Senator CARLSON. Mr. Chairman, I wanted to ask a question. I

should have interjected myself when Senator Williams was discussing
title 19 and I bring it up for this reason. The Kansas Legislature
is in session at the present time. They are going to write some
legislation to implement this legislation, and they have asked me on
one or two occasions what are the prospects if it continued operation
on the present basis.

Is there going to be any suggestions from the Bureau of the Budget
that these funds be curtailed or are we going to continue to operate
full and free as we are presently?

Mr. SCHULI'ZE. Senator, the Department of Health, Education, and
Welfare is now working up some specific amendments to that title.
The particular thing on submitting those, I do not know at the
moment. But they are in process and they are well along, and of
course they involve specific recommendations for some changes.

Senator CARLSON. Could we assume that we would get some in-
formation within the next 30 days?
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- Mr. SCNULTZE. I think you could assume it.- First, Senator, I
have no explicit knowledge of any deadline but I think you could as-
sume that. I do not want to say it so flaty that, you know, Iwould
misleadjou, but to the best of my knowledge the timing is such that
you could.

Senator WILLAMS. If the Senator will yield, I concur in your
suggestion there. It is my understanding and it was my understand-
ing that they will be down here reasonably soon.

Mr. SCHULTZE. That is correct.
Senator WILLIAMS. I have been unable to get them, but I under-

stand they would perhaps be a part of the social security bill, and that
is why I raised the point that there may be more extended hearings
than some are contemplating. As Senator arisenon points out, there
is a tremendous interest in what is going to be done in that particular
title.

Mr. SCHULTZE. I realize that, Senator.
Senator CARLSON. I would urge, Mr. Schultze, if you had any

contacts down there it would be helpful to at least one State in this
Union if we could get some guidance or some idea as to whether these
funds are going to be open ended as they are at present or whether we
are going to try to impose some limitations.

Mr. SCHULTZE. Yes, sir.
Senator CARLSON. Thank you.
Mr. SCHULTZE. The issue is not so much whether the funds will

be open ended or not, but what restrictions are put on income and
other criteria.

Senator CARLSON. In other words, it has grown rather rapidly.
Mr. SCHULTZE. Yes.
Senator CARLSON. That is all.
Senator HARTKE. Can I ask one other question? It was a question

asked by Senator Williams yesterday but which evidently was not
left clear because some people asked me. Is there 4ny danger that
the social security payments are not going to be made to social
security beneficiary recipients?

Secretary FOWLER. I tried to cover that in a complete statement.
In my judgment now, Senator Hartke, it is technically possible and
we will certainly do the possible and assure that those payments will
be made. I don't think that the unfortunate and, to my mind,
unbelievable event would occur that the Conress would not take
appropriate timely action on this debt limit. i thtrk the Congress
will act in timely fashion. If it does not, we shall take the steps that
I outlined to Senator Williams yesterday which will make it possible
to pay those social security payments on time, having in mind that
this will concentrate the impact of the short fall on most of the
remaining checks that the Government will have paid during the
period.

Senator HARTKE. What I want clear though, if this legislation is
not passed, are you saying then that some social security beneficiaries
are in danger of not getting their payments?
. Secretary FOWLER. I am saying that, by the technical arrange-
ments which I outlined to Senator Williams in the statement yester-
day, we are able to give you the assurance, so you can give them the
assurance, that they will be paid. There will be great unfortunate
consequences involved to the management of the Government's
finances should that occur.

102
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Senator HARTKE. Let me ask this; If I am asked this question
can I say I have assurances from the Secretary of the Treasury that
social security payments will be made irrespective of what happens
under this isolation?

Secretary FOWLER. I have made my statement, Senator Hartke.
It is there for you and I cannot improve on it.
. Senator HARTKE. Well, you refuse then to give a categorical yes or
no answer to that question.

Secretary FOWLER. I have given you my statement.
Senator HARTKE. I say you refuse to give me a categorical yes or

no answer.
Secretary FOWLER. I gave those assurances yesterday to Senator

Williams.
Senator HARTKE. If you gave them to him, why can you not give

them to me?

Secretary FOWLER. I gave them to you.
Senator HARTKE. You assure me then so far as the social security

beneficiaries are concerned they will receive their payments irrespec-
tive of what happens under this law.

Secretary FOWLER. Assuming the Federal Reserve Board cooper-
ates in the program, assuming that the perfect synchronization that
is involved in the statement yesterday works out, which we will try
to make work, they will be paid on time.

Senator WILLIAMS. Will the Senator yield?
Senator HARTKE. I understand it. I have no problem under-

standing them. I just want to get an answer.
The passage of this legislation then, is necessary in order to make

sure, absolutely, 100 percent sure, that no beneficiary under the social
security program will possibly be denied his benefit payment to which
he is already entitled by law.

Secretary FOWLER. It will certainly be a very helpful and con-
structive step toward paying him.

Senator HARTKE. I know it will be helpful. I understand what
the problem is.

Secretary FOWLER. Well, I think I do, too, and I think we all do,
Senator.

Senator HARTKE. I understand this but I know a lot of people out
here who do not, and I know a lot of people out there who are not
technicians and lawyers.

Secretary FOWLER. I cannot clear up the workings of a complicated
arrangement of this sort and give a more categorical answer than I
have given in measured terms yesterday, Senator.

Senator HARTKE. All I can assume then is you refuse to give a yes
or no answer to that question.

Senator WILLIAMS. If the Senator will yield, there are about $20
to $21 billion in Government securities in the social security fund,
and the Secretary of the Tieasury acts as the trustee of that fund.
Whether or not this is passed to the extent that those securities have
any marketability whatever, they can be sold, the entire proceeds
can be used to pay social security benefits for the next 12 months,
and that is true of the railroad retirement fund and all other funds.
There is absolutely no question whatsoever.

The only reason they would not be paid would be that the trustee
failed to discharge his responsibilities under the law.
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If the Senator will yield, I have one other question, Mr. Secretary.
Senator HARTKE. That is all I have.
Senator WILLIAMS. There is a temporary-an increase in the tem-

porary debt ceiling. I think we both recognize that this question of
temporary and permanent is somewhat of a farce. We know that it is
mathematically impossible to go back to the $285 billion of a per.
manent ceiling at June 30. We realize that. Being realistic, we both
realize we are not going to live to see it go back to $285 billion.

Would it not be better business to make this $336 billion applicable
to a permanent ceiling, be done with it and then when you come in
here in June for whatever increase you may feel is necessary we will
not be operating under a deadline where you must pass something by
July 1 or invalidate the outstanding bonds? Would it not be better
from your standpoint, from our standpoint, all concerned, if we put
this $285 billion at $336 billion and be done with it and then face the
future as it comes up at the time?

Secretary FOWLER. No, sir; I do not think so, Senator Williams.
The decision that Congress will take about moving away from the
permanent ceiling at $285 billion is one that wold require a great
deal more study and debate than the present time frame of reference
would permit.

Senator WILLIAMS. That is the same answer you gave me the last
three occasions you have been up, and I expect you will be here again.

Secretary FOWLER. Yes, sir.
Senator WILLIAMS. One other question-
Secretary FOWLER. We have, Senator Williams, a study that we

made a year and a half ago at the request of the Ways and Means
Committee, presenting a goodly number of alternatives that Congress
might wish to consider whenever it arrived at a point where it wanted
to change this permanent figure from $285 billion.

I think if you want to examine that and see the range of alternatives
that are presented, you can see that it will take a considerable amount
of debate and deliberation.

Senator WILLIAMS. One other question was raised over in the
House. Do you favor or oppose modification of the existing ceiling
on interest rates on Government bonds with maturities in excess of
5 years?

Secretary FOWLER. I would be opposed to including any provisio i
of that sort in this legislation at this time. In a separate measure I
would welcome some flexibility in that regard.

Senator WILLIA.NiS. If I recall correctly, that is almost the identical
answer we have had on at least half a dozen occasions.

Secretary FOWLER. On this matter I seem to be fairly consistent.
Senator WILLIAMS. It is always tomorrow, but tomorrow never

comes, and has not the effect of that ceiling been that you have in
the past several years been unable to sell a Government bond in
excess of 5-year terms? Now, when I said several years, for the past
couple or 3 years. You are having to sell and do all of our financing
with short-term notes, is that not true?

Secretary FOWLER. It has limited us in the range of our financing,
Senator Williams, and I would welcome a limited measure of flexibility
under that ceiling.

Senator WILLIAMS. Well, you have been welcoming it for the past
3 to 4 years, longer than that, but you have been opposing any change.
How are you going to get a welcome change if we do not change?
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Secretary FOWLER. No, I am not opposing the change; I oppose
the timing of the change, including it as an amendment to this par-
ticular bill when time is of the -essence. As I said in my statement
very clearly, I do not think it wise to include a very controversial
item which might result in failure of passage in time of this bill.

Senator WILLIAMS. Will it be a part of your proposal on the next
request for a change in the debt ceiling?

ecretary FOWLER. Sir?
Senator WILLIAMS. Will it be a part of your proposal when you

are back here again to change the debt ceiling or will it be a part of
the proposal of the tax bill? It could be embraced in either.

Secretary FOWLER. I want to give some thought to that as to what
is the right time and the right circumstances and the right context
in which to raise it. This, I think, is a separate question which the
Congress might better address itself to as a matter of debt manage-
ment apart from the bills that have a kind of a time frame that becomes
important, such as the debt ceiling bills usually are.

Senator WILLIAMS. I think you have got a point on that, but that
is the reason I suggested that it could be made along with the tax bill.

Secretary FOWLER. Well, I will be very anxious to get that tax
bill through in time, too. We might put it up in connection with the
tax reform proposals that would come up.

Senator WILLIAMS. Well, if you are as anxious to get the tax bill
as you indicate, I strongly make this recommendation, that you put
it on priority ahead of this social security. If not, you get in here
before this committee in the last week or 10 days of June, some
members of this committee are not going to be very sympathetic to
your time element, I can assure you.

Secretary FOWLER. I am used to that position, Senator Williams.
Senator WILLIAMS. Well, you must like that position, because you

are always here just a day ahead of an emergency.
Senator HARTKE. Mr. Chairman, is there a man in the Treasury

Department by the name of John R. Petty?
Secretary FOWLER. Yes.
Senator HARTKE. He is the Deputy Assistant Secretary for Inter-

national Affairs.
Secretary FOWLER. Yes.
Senator HARTKE. Does the Treasury approve his policy of advocat-

ing a decline in the American balance-of-payments position, a decline
in the'American balance-of-trade position, and complimenting other
nations for accomplishing that?

Secretary FOWLER. I guess you must have reference to a speaking
engagement in Canada which Mr. Petty has filled. I have not read
his speech, Senator Hartke, and I would have to examine-

Senator HARTKE. Was his speech Treasury policy?
Secretary FOWLER. I would have to examine it and see whether

or not he was speaking for the Treasury or how he was speaking.
Senator HARTKE. He was speaking for the Canadians, I will

guarantee.
Although the United States continues to have a favorable net balance on auto-

motive products-

then he says this-
it dropped by $200 million, or 30 percent, last year-to the level of about $520
million achieved prior to the agreement in 1963. Moreover, Canadian plants

74-887 0-67-8
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are now better positioned to promote export business to third countries. There
seems little doubt that the results of automotive arrangements have been par-
ticularly beneficial to Canada.

And he brags about the fact that we have been able to substantially
cut our balance of trade.

Secretary FOWLER. Mr. Petty was aware, I think, of the other fact
that we do have an arrangement with the Canadian Government in
the handling of their reserves and handling of their access to our
capital market. Under these arrangements, although their trade
position may be improved as they want it to be improved, the degree
to which they can come into the capital market would be diminished
accordingly and they are.not going to build up their reserves at the
expense of our balance of payments.

eator HARTKE. I am not saying that. Here is a man who goes
to Canada and tells them it is good for us to have our trade balance
reduced and it is good for them to have their plants built up. He says
it is good for them to see the automobile industry there have a 5-
percent reduction in production while we have a 20-percent reduction
in production while we see our plants being shipped up to Canada
and our jobs being shipped up to Canada. At the same time we are
going to increase by about 500 percent the amount of money that we
are going to pay in unemployment compensation to people who are
knocked out of jobs because of an agreement which we imtiated.

Secretary FOWLER. Mr. Petty was probably supporting the general
policy of the administration reflected in the positions taken in con-
nection with the Canadian Autoparts Agreement.

Senator HARTKE. He bragged about the fine results it had for
Canada. I grant you that, and it has had. There is no question
about that. At the same time he points out it has had a detrimental
effect to the United States.

I have no further questions.
The CHAIRMAN (presiding). Mr. Secretary, I once attended a dinner

when you were Under Secretary of the Treasury, and a speechwa
made about the fact that you were a dedicated, sincere, public-sprted
American who served his Government at great financial sacrifice to
himself and great personal sacrifice to himself, and that you had ren-
dered a very valuable service to your Government far beyond the call
of duty. I want you to know that as far as the chairman of this
committee is concerned, every word that was said on that occasion is
entirely correct. o

You are entitled to the complete gratitude and thanks of your
Government that you have made yourself available to serve in this
capacity as well as Under Secretary of the Treasury .  he'

In my judgment you are one of the most honest, perhaps the most
honest, public spirited official in Government.

Secretary FOWLER. Thank you, Mr. Chairman.
The CHAIRMAN. And I am very proud that you are the Secretary

of Treasury at the time when it is my privilege to serve on the Senate
Finance Committee.

In my judgment you are doing the very best you can for this
Government as the good Lord gives you the light to see it, and that
is about all anybody can do for his country.

I wanted to make that clear because my earlier remarks might
have given a different impression. In my judgment you are doing
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in your capacity the best you can for your country, and I think the
Nation is in very good hands.

Frankly, I also believe it would be rather ridiculous for this, the
richest nation on earth, to declare ourselves bankrupt when we are
in a better position to meet our international obligation than any
other people.

In your opinion, are we still able to carry on if we have a little
confidence in ourselves?

Secretary FOWLER. I am absolutely positive of it and never could
be more positive.

The CHAIRMAN. So, as a matter of fact, all we are talking about
with our debt limit is whether we pay for our domestic and interna-
tional commitments by borrowing some additional money or by
raising taxes. Of course we could cut spending.

Secretary FOWLER. That is correct. Those are the three.
The CHAIRMAN. But as of this moment, there is no way on earth

we could cut spending enough to meet the payroll for the next few
months if we did not raise the debt limit, is that not about the size of
it?

Secretary FOWLER. That is correct.
The CHAIRMAN. There is no way you could fall into that much

money immediately.
Secretary FOWLER. Those bills are already made. "They are just

coming due for payment.
The CHAIRMAN. Yes; and the big problem is we have a war on our

hands which is costing I guess somewhere between $30 and $40 billion
a year. So we have a war on our hands and it is costing us quite a
bit of money, and we are running a deficit and we will continue to run
a deficit until this war is over, is that not about the size of it?

Secretary FOWLER. That is about the size of it. I would hope we
could keep the deficit down, keep it a measured deficit, and hold it
as closely as possible to balance, and having come through what we
have come through in the last year, maintain & fairly moderate neutral
position as far as the Government is concerned.

The CHAIRMAN. I do not hold anybody to a rule of relevancy, least
of all myself, Mr. Secretary, but let us just get this straight: Does this
bill here involve anything other than an increase in the debt limit?

Secretary FOWLER. That is all.
The CHAIRMAN. About a $6 billion increase.
Secretary FOWLER. That is all.
The CHAIRMAN. Nothing else?
Secretary FOWLER. Nothing else.
The CHAIRMAN. We are not raising the interest rate ceiling, we are

not passing a tax increase, we are not reducing expenditures, we are
not doing anything but just raising the debt ceiling, that is all there
is in this bill.

Secretary FOWLER. Just trying to stay right to that, Mr. Chairman.
The CHAIRMAN. I think someone who might have sat through these

hearings would be comforted to know that is all there is in the bill.
[Laughter.]

Senator WILLIAMS. Would you yield a minute?
Mr. Secretary, you will agree, would you not, as we raise this debt

ceiling we must also take into consideration the question as to whether
or not we are going to raise taxes, whether or not we tre going to
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sell participation certificates, and whether or not we are going and to
what extent we are going to increase or decrease Government ex-
penditures? Those factors are all to be considered in as a part of
this same question, are they not?

Secretary FOWLER. Senator Williams, I have said on various
occasions, I think before this committee as well as the Ways and
Means Commtittee, that the most useful thing about the debt limit
is that it does provide an occasion when we come up and we have
all this 'aper and we rake over the entire financial spectrum of the
United states.

I think this annual exercise is a very desirable and healthy and
helpful one. I think if we do it twice or three times a year it gets
to be a little bit, perhaps, unnecessary. I do feel that while I am
delighted to go over the entire range here that you will have me
coming back in May and I hope Mr. Schultze will be with me, and
we can range far and wide again. But I do have some feeling, as
Senator Long has expressed it, this really is a very. simple legislative
question.

Senator WILLIAMS. Well, you and I are in agreement that to a
large extent this is unnecessary repetition and that is the reason I
tried to get an estimate as to what you thought you were going to
need in June in order that we could deal with this as a one-package
job. Now it is your request that you are coming back in June.

Secretary FOWLER. That is right.
Senator WILLIAMS. It will be your request when you come back

gain the next year.
Secretary FOWLER. I brought it on myself, Senator. I just did

not want to get cluttered up in this bill because of the time problem.
Senator WILLIAMS. You must enjoy it and we enjoy it and it is a

wonderful time.
Secretary FOWLER. I look forward to it. This is what we call th

annual flagellation of the Treasury.
The CHAIRMAN. Would you mind repeating that?
Secretary FOWLER. Annual flagellation of the Treasury.
The CHAIRMAN. How do you spell it?
Secretary FOWLER. It means whipping.
The CHAIRMAN. Well, I did want to just cover one point or so.
Just as one member of this body, I find no problem supporting this

$6 billion increase in the debt limit. I realize it is necessary, but as
one member of the committee, I personally would prefer that you
ask for an increase in the debt limit once rather than ask for it twice.
I would imagine, however, that if we do ask for a greater increase,
the House probably would decline to go along. They have indicated
what they wanted to do about the matter.

Might I just inquire of you for the record why you do not ask for a
$12 billion increase rather than a $6 billion increase to give yourself
some elbow room?

Secretary FOWLER. Because I thought at this particular time it
would be so hard to justify $12 billion. It would undoubtedly take
us into a measure of what is going to happen in fiscal 1968, and I felt
that the House committee would much prefer to go into that question
in considerable depth, which is their characteristic performance on
that side. Therefore, I wanted to make it just as easy as I could for
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the House and Senate to come along and act promptly here during
the month of February, and, therefore, I just avoided anything that
might be th. least bit controversial.

1 do not think I was entirely successful in that regard. There seem
to be others who had a different view, but here we are.

The CHAIRMAN. Well, you know you are not the only one who
receives Pn annual flagellation, Mr. Secretary. We give it to you, but
after we report a bill on the floor, the manager of that bill receives his
annual flagellation on the floor. One stands there and wrings his
hands and talks about what a horrible thing this is, and how we are
putting this Government deeper in debt. Of course I can defend
myself against the members of the Appropriations Committee. I tell
them, "There would be no problem i you fellows would quit spending
so much money from your committee."

But from others on other committees it does become somewhat
tiresome to hear them make their speeches on all of the evils of deficit
financing.

Now sometimes I wonder why we do not present some overall
figures to show the situation is just not quite as bad as someone
would like to picture iL. For example, I have on occasion com-
puted what I think our net Federal debt is as compared to our gross
debt. On the net Federal debt that I compute I deduct the money
that we are holding in the social security fund and the money that
is held by the Federal Reserve Board in terms of bonds, which is
in effect money that the Federal Government owes to the Federal
Government. Now some would quarrel with me when I would
contend that these Government-held trust funds must be netted out
of the national debt, but in the last analysis if you did not hold this
money in the Government trust fund you would still owe the money
and insofar as you hold money in the funds you are just that much
further along the line toward meeting the contingent obligations of
the Go.'ernment which will fall due in the future.

Secretary FOWLER. Yes. I think the real figure to look at here
and certainly an important figure to look at is the amount of debt
that is held in private hands as distinct from the trust funds, and
that figure ranges around between $210 to $220 billion. That is
the direct debt of the United States to private individuals, private
companies, banks, institutions in this country and abroad.

The CHAIRMAN. Could you give us a chart to show that for the
record so that we could look at it on that basis?

Secretary FOWLER. Yes, and, Senator I have also, which I would
be glad to supply for the record, a series of charts which I will ac-
company with an explanatory comment dealing with the public debt
as a percent of gross national product, the growth of gross public
and private debt since 1946, the gross public and private debt, the
varying percentages of the total for the same time, the real per capita
Federal debt in 1957-59 dollars, the Federal debt interest as a per-
centage of receipts, the per capita Federal debt and disposable
personal income-all of which tend, as I said to Senator Curtis yester-
day, toput the problem of the debt into overall perspective.

The CHAIRMAN. Well, I would like to have that, and I would
instruct the staff to publish the various charts that are helpful to
people who want to study this problem.
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(The material referred to follows.)

[Excerpt from statement by Hon. Henry H. Fowler, Secretary of the Treasury,
before the House Appropriations Committee, February 7, 1967]

III. PuBuc DEBT

As I have indicated, the projected budget deficits resulting mainly from in-
creased defense costs will again require the Federal debt to rise. There is no
question, however, of the capacity of our economy to carry the extra burden.

In the first place, the Federal debt has grown at a much slower rate than the
economy. From the peak of more than one and one-third times the GNP in fiscal
1946, as shown on Chart 10, the public debt has steadily declined, dropping to
58% in 1960 and to 45% in 1966. We estimate that it will fall further to about
41% in 1968. This would compare with 51% in 1940, before the large wartime
debt rise began. By this measure, the size of the Federal debt should be less of a
strain on the carrying capacity of the economy.

While the dollar amount of the Federal debt was growing sowly-and declining
relative to GNP-private debt of businesses and individuals and State and local
debt was growing rapidly. As Chart 11 shows, in the 20 years since 1946 the
public debt increased by 27% while the debt of other borrowers increased to
between 5 to 8 times their 1946 levels. In consequence the Federal Ehare of total
indebtedness in the country, as indicated on Chart 12, declined from 58% at the
end of 1946 to 29% by December 31, 1960, and was only 22% at the end of last
year. During most of the postwar period, this relative decrease in the Federal
debt enabled the private economy to expand sharply without overstraining our
resources.

The burden of the Federal debt on each individual has also been sharply reduced
since 1946. The growth in our population has substantially exceeded the increase
in the Federal debt and as a result, the debt per person has dropped from $1,909
in 1946 to $1,628 in 1966. Adjusting the per capita debt for changes in the price
level, in Chart 13 we used 1957-59 dollars, the burden per capita has declined
from $2,849 to $1,439-or almost 50 per cet.

An even more striking story is told when we relate the debt per person to
income received. As shown in Chart 15 the decline in Fcderal debt per capita
from $1,909 in 1946 to $1,628 in 1966, is contrasted with dsposable income. Per
capita disposable personal income-the income left after Federal as we" as State
and local taxes-rose from $1,132 in 1946 to $2,567 in 1966. In relative terms
therefore, the debt has declined from 169% of disposable income in 1946 to 63%
in 1966.

Secondly, while the debt burden has been decreasing relative to the economy,
so has the interest burden. Despite the rise in debt and interest rates, interest
on the debt as a per cent of GNP declined from 2.3% in 1946 to 1.9% in 1960,
and e.en after the sharp 1966 rise in rates is still about 1.8%.

Interest on the public debt is the second largest category of expenditures in
the budget. These payments could be releted to either expeL ditures or receipts,
but in Chart 14 they are shown relative to receipts. In 1946 they were 12% of
receipts, rising to 16% in 1950, and in 1968 are estimated at 11%. Thus even
on this least favorable basis the interest burden has declined.

Each of these measures shows that the burden of the public debt has been
reduced during the past two decades. I want to stress this trend. In terms of
all these measures, it is abundantly clear that we are today well bble to bear the
present and prospective burden of the public debt.

In this connection, let me take the present occasion to remind the members of
this Committee that the forthcoming vote to increase the public debt ceiling for
the balance of this fiscal year, which I understand will be before the House very
shortly, is a matter of utmost urgency. Our cash supply is running down and
additional borrowing is needed by the end of February to pay the bills incurred
in carrying out defense and other programs. I cannot believe that the Congress
will force this Government to renege on its commitments.
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GNP-Debt ratio#, 1919-65

Percent of ratios of debt to grow national product
Gross

End of calendar year national
product State and Individual

(billions)' Federal local Corporate and non- Total
corPor To

1929 ------------------------- $9. 7 169 18.4 112. 74.8 222.6
1930 ------------------------ 83.1 19.3 22.9 131.5 8. 6 250.2
1931 --------------------------- 8 9 28,6 29.3 1516 96.3 304.8
1932 ------------------..----- 98 X.6 34.7 172.2 99.8 343.3
1933 --------------------------- 60.3 39.8 32.3 166.2 8&9 312.3
1934 --------------------------- 68.6 45.9 28.0 135.4 72.2 281.5
198 -------------------------- 77.4 45.3 25.1 119.0 6&8 253.2
1936 -------------------------- 8 45.2 22.7 107.7 58.2 233.8
1937 ........................... 87.6 47.8 22.4 108.5 58.1 233.8
1938 .......................... 87.6 5M07 22.6 101.6 57.0 231.8
1939.......................... 94.8 5t 2 21.2 9&.9 53.6 218.9
1940 .......................... 107.6 47.3 18.8 84.8 49.3 200.1
1941 .......................... 138. 8 4& 3 14.4 71.8 40.1 172.6
1942 .......................... 179.0 628 10.7 05 27.9 162.0
1943 ......................... 202.4 84.0 8.9 55.4 24.1 172.4
1944 .......................... 217.4 10& 8 7.8 50 7 23.3 188.5
1945 ......................... 196.0 142.2 8.3 51.2 27.9 229.6
1946 ........................... 221.4 117.2 7.4 49.9 27.4 201.9
1947 -------------------------- 245.0 104.9 7.3 82.9 28.9 194.0
1948 .......................... 261.2 96.8 7.6 53.7 31.9 190.0
1949 .......................... 20.5 98.7 8.7 54.1 36.0 197.6
1950 .......................... 311.2 82.5 & 2 54.2 3. 0 180.0
1951 .......................... 338.2 7. 7 8. 4 57.0 3. 5 177.5
1952 ......................... 361.0 74.1 8.6 5.4 37.6 17I 7
1953 ......................... 300.8 7&3 9.8 59.2 41.7 187.0
1954 .......................... 379.8 73.4 10.7 57.8 43.6 185.2
1955 ......................... 409.7 68.5 11.1 62. 46. 4 188. 2
1956 .......................... 433.2 63.9 11.6 64.4 47.9 187.7
1957 .......................... 438.1 62.8 12.5 68.1 8. 5 193.9
1958 .......................... 409. 2 60 3 12.7 67.2 51.0 191.3
198 .......................... 496.8 58.6 13.0 69.6 53.1 194.3
1900.------------------------- 504 57.7 13.9 73.4 569 201.8
1961 .......................... 542.8 54. 6 13.8 73.0 57.2 198.6
1962 .......................... 574.5 52.9 14.3 74.2 59.5 200.9
1963 ......................... 608.8 50.9 14.7 75.8 62.5 203.8
1984 ----------------------------. 649.4 49.1 14.6 76.0 64.6 204.3
1965' ......................... 705.6 45.5 14.5 77.5 65.2 202.7

Implied level end of year, calculated as the average of the 4th and 1st calendar quarters at seasonally
adjusted annual rates for the years 1939 through 1966. I'rior to 1939, averages of 2 calendar year figures
are used as the best approximation of Dec. 31 levels.

'PrefUmirary.
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Internatio,,! compari~on of changes in the value of money

Indexes ofvalue of money Annua rates of de-
preciatlon (percent)

1955 1960 1905 l1*5 I 1964-65

El Salv Sdov ---------------------------------------- 100 101 100 0 0.6
uste A -----------------------------------------. 100 101 100 0 -. 8

Ve nezuela.. . . . . . . 100 89 89 1.2 2. 0
United stat.. ----------------------------------- I0D 91 85 1.7 1.7
Ecuador -------------------------------------------- 1 00 103 85 1. 7 & 0
Luxembourg -------------------------------------- 100 94 84 1.7 & 4
Canada. -------------------------------------------- 100 91 84 1.8 2.3
Greece --------------------------------------------- 1 00 91 84 1.8 .9
Thailaid ------------------------------------------- 100 89 83 1.9 .9
douth Afti ..----------------------------------- 100 91 82 2.0 & 5
Belgium ----..-------------------------------------- 00 92 81 2.2 3.8
8iultzerand ---------------------------------------- 1 00 94 80 2.2 3.3
United Arab Republic (E t) --------------------- 100 93 80 2.2 12.7
Germany (Federal Repub ,-) ------------------------ 1 00 91 80 2 2 3 3
Po=tga----------- ----------------- 100 90 79 2.2 3.2
Australia ---------------------------------------- 100 88 79 2.3 3.8
New Zealand -------------------------------------- 100 87 76 2.7 & 4
Austria. ------------------------------------------- 00 90 74 2.9 4.8
United Kingdom --------------------------------- - 100 88 74 3.0 4.6
Netherlands ---------------------------------------- 00 88 74 3. 0 & 0
Pakistan ------------------------------------------ 100 84 73 & 1 5 2
Phlipplne --------------------------------------- 100 90 72 3.3 2.3
Norway ------------------------------------------- 100 87 72 3.3 3.9
Italy -----------------------------------... 100 91 72 8.8 4.3
Ireland---------------------------------------100 88 71 3 3 4.8
Sweden ----------------------------------------.... 100 83 70 3.6 4.6
Mexico ------------------------------------------- 100 75 O 3. 7 3.7
Japan -------------------------------------------- 10 93 69 3. 7 7.1
Denmark ........................................... 100 88 68 3.8 8.4
Vietnam -------------------------------------------- 10 95 68 4.1 1.9
Iran ----------------------------------------------- 100 72 65 4.2 1.8
France I---------------------------------------- 00 78 63 4.6 2.4
IsraeL ---------------------------------------- 100 82 58 & 3 7.3
IndIa_ ------------------------------------------ 100 77 57 5.4 8
Finland ----------------------------------------- 100 72 58 &.8 4.3
China (Taiwan) ------------------------------------ 100 58 62 4 -. 2

1 8 n .- .---------------------------------- ------------- 100 89 49 8.9 10.7
Turkey....-------------------------------------- 10 53 43 &O 4.4
Peru--- ------------------------------------- 100 67 43 8.1 14.3
Colombia- 77--------------------------------- 1 00 64 38 9.8 8. 7
Korea ---------------------------------------------- 1 00 61 30 11.3 12.0
Bolivia --------------------------------------------- 00 12 9 21. 1 & 0
Chile ---------------------------------------------- 100 26 8 22.5 22.4
Argentina ------------------------------------------ 100 20 7 23.4 22.3
Bra-il.............................................. 100 32 3 29.7 8. 2

Compounded annually.

NoT.-Depreciation computed from unrounded data. Value of money Is measured by
reciprocals of official cost-of-living or consumer price Indexes.

Source: Table prepared by First National City Bank of New York, July 1966.

The CHAIRMAN. For example, the chart that I was privileged to
see showed-or else I computed from it-what the national debt was
in terms of 1966 dollars and showed what the per capita debt was on
the basis of 1966 dollars in 1945 and in 1966. I believe the indication
was that in terms of 1966 dollars our per capita debt was about one-
third of what it was in 1945.

If you have that chart, I would like to have it for the record.
Here is what my chart shows. We are talking about the net Federal
deht, not the debt that the Federal Government owes the Federal
Government. We are talking about debt the Federal Government
owes to people who privately hold obligations of the Federal Govern-
ment both here and abroad. We are talking in terms of 1966 dollars.
That is how an economist likes to look at it if he wants to allow for
inflation which occurs in anybody's currency including ours. Mind
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ou, I am not saying that inflation is a good thing; let us agree on
alance it is a bad thing- •
Secretary FOWLER. It is less, the value of the dollar in-and people

should know and they do not seem to realize it, that the value of the
dollar has depreciated less in the last 10 to 15 years than any currency
in the world of any major country. There are only three countries,
Guatemala, El Salvador, and Venezuela in which the value of the
currency has been more stable than the dollar.

The CHAIRMAN. Now, could you give us whatever you have on
that subject so we could have that to help complete the record; if
it will not fit inside our hearing volume I will put it in the Congres-
sional Record. I think it would be well to have it so that people who
worry about these thing might have the picture somewhat in perspec-
tive. Here is a figure 1 have on this. This is the latest I could get.
I obtained it about a month ago in reparation for my speech to the
New York Economic Club where ITsaid a few things you did not
agree with and perhaps a few things vou did agree witti.

In terms of 1966 dollars, the netFederal debt on a per capita basis-
that is, privately field Federal debt on a per capita basis-was $2,901
in 1945, and in 1966 it is $941.

If you are thinking in terms of constant dollars, the per capita
debt is one-third of w at it was in 1945.

Now, when we hear such horrible things as the currency will not
buy what it used to buy, the Government is running a deficit, we have
a war on our hands, interest rates are too high, and everything else
that one can imagine, it is somewhat comforting that although the
national debt has gone up in terms of dollars, in terms of constant
dollars on a per capita basis, it is one-third of what it once was. And
that is because in spite of our best efforts we have not been able to
prevent some depreciation in the value of our currency, and two,
ecause we have a growing country with more people than we had

back at that time.
Secretary FOWLER. I think another interesting computation, Sena-

tor, is the fact that a great body of that debt was the rice we paid
for winning World War II and for sustaining our positlun in_ Korea,
and the costs that come afterward, perfectly fine and appropriate
costs, veterans pensions, et cetera. If you take out of the debt those
elements that are directly attributable to war, you get a much different
picture of the amount of the debt the Federal Government his accumu-
lated for, shall we say, nonwar reasons. o

The CHAIRMAN. Yes, and, Mr. Secretary, our studies ;.adicate that
the cost of veterans benefits after a war have exceeded the cost of the
war itself. As a matter of fact, the present trend indicates that
veterans benefits are beginning to run three times the cost of the war.
I fear that with the creation of a new Veterans Oommnittee in the
Senate these benefits have the prospect of running 10 times the cost
of the war.

But that is your problem in the future. If we are related to that
responsibility, you will be worried about it, and I hope you will be
around a long time here to worry about it, Mr. Secretary, and we will
do what we can to cooperate.

Measured in terms of gross national product-and I think measured
in terms of private income-the showing of the national debt would
be about the same. Relatively speaking, the Federal debt has de-
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lined from 142 percent of gross national product in 1945 to 43 percent
of gross national product today-less than a third of what it was ir
1945. If measured in terms of the privately held Federal debt as a
percentage of gross national product it has declined from 116 percent
in 1945 to 28 percent today. Thus, the net Federal debt today is
about one-quarter of the gross national product.

Furthermore, the assets held by the Federal Government-the
property we own and the buildings that we have constructed, which,
if need be could be sold off into private hands-greatly exceed the
debt we owe.

Mr. SCHULTZE. As a matter of fact, Senator, one other point might
be added to that-I do not have it in terms of net debt, but as the
gross debt as a percent of gross national product-is now below what
it was before we got into World War II.

The CHAIRMAN. In terms of what?
Mr. SCHULTZE. In other words, as a percentage of our gross na-

tional product, the debt is lower than what it was before we started
into World War II.

The CHAIRMAN. You mean if you relate your national debt to your
gross national product that percentage is a lower figure than it was at
the beginning of World War II.

Mr. SCHULTZE. That is correct; yes, sir.
The CHAIRMAN. That, ought to be a heartening thought to some

people who feel we are bankrupt, and if we are out of business, it is
only because we lack faith in ourselves. I am satisfied, and I would
like to ask that this little tabtdation I have here be included as part
of the general information available.

(The document referred to follows:)

Federal debt related to gross national product and population

1945 1946 1962 19661

Gross national product 2 (billions) -------------- $196.0 $221.4 $574.7 $762.66

Gross Federal debt 3 (billions) ------------------ 278.7 259. 5 304.0 329.8
Federal debt owned by Federal Government

billionss) ------------------------------------ 51.3 54.2 86.4 113.0

Net Federal debt 4 (billions) ------------- 227.4 205. 3 217.6 216. 8

Ratios of debt to GNP (percent):
Gross Federal debt ------------------------- 142.2 117.2 52. 9 43. 0
Net Federal debt --------------------------- 116.0 92.7 37.9 28

Per capital debt:
Oros, Federal debt ------------------------- $1,981 $1,817 $1,616 $1,666
Net Federal debt -------------------------- $1,616 $1,437 $1,156 $955

Real per capita debt (1966 dollars):
Gross Federal debt ------------------------- 3,557 2,875 1,730 1, 641
Net Federal debt ------------------------ 2,901 2,274 1,238 941

Estimated.
I Implied level as of Dec. 31. calculated as the average of the 4th and 1st calendar quarters.
3(Gross public debt and guaranteed obligations as of Dec. 31.

Gross debt less holdings of Federal Reserve System and Government investment accounts as of 1)cc. 31.

The CHAIRMAN. Thank you very much, Mr. Secretary.
Secretary FOWLER. Thank you, Mr. Chairman.
The CHAIRMAN. You have been most courteous and most polite,

and may I say that your patience and that of your assistants, Mr.
Deming and others here, and that of the Director of the Budget,
Mr. Cilarles Schultze, is really deserving of the highest praise.
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We have detained you longer than we should and asked you ques-
tions that ranged far afield from this bill, and I want to express on
behalf of the committee our appreciation of your tremendous patience
and your good humor and your cooperative s spirit.

We very much appreciate the manner in which all of you-Mr.
Fowler, Mr. Schultze, Mr. Deming, and Mr. Sam Cohn-have testi-
fied. We will close this hearing now, and we will consider the bill
in executive session at 10 o'clock tomorrow.

Secretary FOWLER. Thank you, Senator.
(Whereupon, at 12:40 p.m., the committee recessed, to reconvene

in executive session at 10 a.m., Friday, February 17, 1967.)
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