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$430 BILLION DEBT LIMIT

MONDAY, KABOH 8, 1971

U.S. SENATE,
COMMIrrEE ON FINANCE,

Washingtan, DX.
The Committee met, pursuant to recess, at 10:05 o'clock a.m., in

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

Present: senators Long, Anderson, Talmadge, Hartke, By rd, Jr., of
Virginia, Bennett, Curtis, Miller Jordan of Idahio, and1 annin.

The CHAIRMAN. The hearing will come to order.
This morning the committee is meeting in response to the Ad-

ministration's request that the current limitation on the public debt
be increased. Under p resent law, the limitation is $395 bill ion; if no
other action were taken, the limitation would drop to $880 billion on
#July 1 of this year.

The Administration recommends instead that the debt limit be
substantially increased. H-.R. 4690-the bill before us-wvould fix the
limit at, $4910 billion, a $35 billion hike. The Federal debt subject to
the limitation today stands at $393.5 billion.

It is a fact thatt-and I believe the Secretary will confirm it-that
the Federal debt iti growing more slowly than either State and local
government debt or private debt. As a matter of fact, in relation to
our gross national product, the Federal debt is actually declining and
has been since World War II.

Nonetheless, in the final analysis,. the only way to repay the Federal
debt is by taxes and it is this committee which bears the responsibility
in the Senate ior raising taxes sufficient for the orderly conduct of
government. Against this background, the Finance Committee gen-
erally takes a cautious approach to debt limit bills.

We are pleased to have as our chief witness this morning the Hon-
orable John B. Connally, Secretary of the Trreasur'y. Ile will be ac-
companied by Director of the Budget, George Shultz.

Mr.Connally, wve are pleased to have you back for your first official
visit since your confirmation last month.

In your statement, I hope you 'will elaborate on the proposal to
weaken the 414 percent limit on the amount of interest which can
be paid by the Federal Government on long term loans.

This pledge to low interest ratlas was written into the statute in
1918 and has remained unchianged since that. time. Our country has
endured massive economic crises and monetary disruptions in the 53
years since the 41/4 percent limit was fixed, and no compelling case
f or doing awvay wiit it has ever beert made.



If we are winning the war on inflation as the administration advises,
then what logic can there be to virtually surrendering to high interest
rate policies by weakening the 41-perecent limit at this time?

The $10 billion of long-term debt which the House bill authorizes
to be sold at rates above 41/-percent. is probably more than you will
be able to sell in the foreseeable future. That being the case, the bill
seems to poiefor a de facto repeal of the 41/ 4-percent limit. I hope
you will adrs yourself to this subject.

Along the same line, Chairman Wright Patman of the House Bank-
ing and Currency Committee has advised that hie would like to be
heard on this matter. Before we close the hearing we will call the

chairman of the House Banking and Currency Committee and invite
him to make his statement.

Mr. Secretary, you are recognized to proceed in your own manner,
and I shall urge Senators on the committee to resist the urge to raise
questions until- both you and Mr. Schultz have presented your state-
ments in brief. Then, we will ask your questions under the 10-minute
rule so that all Senators will have an opportunity to ask the questions
that occur to them in first order during this morning's session.

I would urge, Mr. Secretary, in view of the fact that your prepared
statement is not very long, that you simply read it to us as prepared.

Let us, at this point in the record, include our committee press re-
lease announcing this hearing, a copy of the bill, H.R. 4690, and mem-
oranda prepared by the staff for this hearing.

(The material referred to follows:)



PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
February 24, 1971 UNITED STATES SENATE

2227 Now Senate Office Bldg.

Public Debt Hearing A nnounced

The Honorable Russell B. Long (D.,0 La.), Chairman

of the Committee on Finance, announced today that the Co~rnmittee would

hold a one-day hearing on Monday. March 8. 1971, to enable Administration

witnesses to present the case for H. R, 4690, a bill which would increase

the debt limit from the present level of $395 billion to $430 billion. The

bill would also allow the Federal Government to issue up to $10 billion

of long-term bonds bearing interest at rates above the generally appli-

cable 4- 1/Z percent ceiling on interest payable on long-term bonds.

The Chairman reported that the Honorable John B.

Connally, Secretary of the Treasury, and the Honorable George P.

Shultz, Director of the Office of Management and Budget, would be the

witnesses for the A administration.

The hearing will be held in Room Z221, New Senate

Office Building, on Monday, March 8. and will begin at 10:00 a. m.

PR #Z
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IN THE SENATE OF THE UNITED STATES

MAitcH 4'(leglulative day, FuanuAnT 17), lol1
Read twice, and Watend to the Committee on Finance

AN ACT
To increase the public debt limit set forth in section 21 of the

Second Liberty Bondl Act, and for other purpose.

1 Be it enacted by he Senate and Howse of Representa-

2 tives of the United States of America in (Jongree assembled,

8 That the first sentence of section 21 of the Second Liberty

4 Bond Act (81 U.S.C. 767b) is amended by st~'king out

5 "$380,000,000,000" and inserting in lieu thereof "$400,.

6 000,000,000"p.

7 Sml. 2. (a) During the period beginning on the date

8 of the enactment of this Act and ending on June 30, 1972,

9 the public debt limit set forth in the first sentence of section

10 21 of the Second Liberty Bond Act shall be temporarily

11 increased by $80,000,000,000.

11



1 (b) Effective on the date of the enactment of tluis Act,

2 section 2 of Public Law 91-801 is hereby repealed.

3 SEC. 3. The first section of the Second Liberty Bond

4 Aot (31 U.S.C. 752) is amended by adding at the end of

5 the second paragraph the following now sentence: "Bonds

6 herein authorized mnay be issued from time to time at a rate

7 or rates of interest exceeding 4+ per ceentum per annum, btt

8 the aggregate face amount of bonds issued pursuant to thNo

9 sentence shall not exceed $10,000,000,000."p.
10 SEC..4. (a) Effective with respect to obligations issued

11 after March 8, 1971, the following, provisions of law are

12 hereby repealed 4

]a (1) Sectioni 14 of the Second Liberty Bond Act
14 (81 U.S.C; 785) ; and

15 (2) Section 8812 of the Internal Revenue Code of

161 1954 (relating to payment by United States notes and

c7 ertificates of indebtedness), and the item relating to
18, such sectiomi 682 in the table of sections for subchapter

19 B of chapter 64 of such Code..

20 (b) The Second Liberty Bond Act is amended by add-
21 ing at the end thereof the following new section:

22 "Sico. 27. In the case of obligations issued after March

23 8, 1971, under this Act or under any other provision of law,,

24 thme terms and conditions of issue shall not permit the redemp-

2- tion before maturity of such obligation In payment of any

57-528 0-111-2
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8

1tax imposed by the United States in ainy amount above the

2 fair market value of such obligation at the time of such

3 redemption. This section shall not -apply to any Treasury

4 bill which is Issued under the authority of section 6."

Passed the House of Representatives March 3, 1971.

Attest: W. PAT JBNNINGD
OLe



MEMORANDUM March 8, 1971
TO: Members of the Committee on Finance

FROMW Tom Vail, Chief Counsel

SUBJECTI He R. 4690 .- The Administration's Debt Ceiling Request

H. R. 4690# which passed the House of Representatives on
March 3, 1971, by a vote of 227 yeas to 162 nays, would increase the Federal
debt limit and grant relief from the requirement that long-term bonds bear
interest at rates no higher than 4-1/4 percent.

L. Debt LiMit

Present Law - The ceiling on the Federal debt is presently
$395 billion. This is made up of two parts:

(A) A permanent limitation of $380 billion, and

(B) A temporary limitation of $15 billion for the

period ending June 30, 1971.

Hggl Bil .-- The House bill would increase the debt limit
to $430 billion. Again, the limitation would be In two parts I

(A) The permanent limitation would be raised to $400 billion, and~

(B) The temporary limitation would be fixed at $30 billion
through June 30, 1972.

Thereafter, in the absence of further legislation, the debt limit would revert to
the permanent level of $400 billion.

U. Interest Rate# on LonE-Term Bondi

Present Law ., Under existing law, bonds sold by the Govern-
ment having a maturity of more than seven years may not bear Interest of more
than 4.1/4 percent. This limitation on interest was written into the statute In
1918 and has remained unchanged sines that times In 1967l Congress provided
narrow relief from this limitation by redefining bonds, the Interest on which
would be subject to the limitation, to mean those issued with a maturity of mnore
than seven years. Prior thereto, bonds issued for periods longer than five
years were subject to the interest limitation.

House Bill .*. The bill would also authorize $10 billion of long-
term bonds (those with a maturity of more than seven years) to be issued
without regard to the 4-1/4 percent limitation on Interest,

Ill. Interest on the Public Debt

In fiscal year 1970, interest paid on the public debt amounted to
$19. 3 billion. Present estimates for fiscal year 1971 are that interest paid on
the public debt will total $20. 8 billion. The budget estimates are that $21. 150
billion will be paid for this purpose In fiscal year 1972.



February 18, 1971
M EM OR AN DU M

TO0: Members of the Committee on Finance

FROM: Tom Vail, Chief Counsel

SUBJECT: President Nixon's 1972 Budget

The 1972 Budget submitted to the Congress by the President containt
a number of items and assumptions of interest to the Committee on Finance,

Federal 'Fund Budget. - -In fiscal year 1970, the Federal fund budget
(comparable to the earlier "Administrative Budget") showed a deficit of $13. 1
billion. The size of the deficit is expected to increase, rising to $Z5. 5 billion
i FY 1971 and $23. 1 billion in FY 1972, as shown in the following table:

FEDERAL- FUND BUDGET
(dollars in billions)

FY 1970 MY1F2_171 FY 1972

Receipts $ 143.2? $ 139. 1 $ 153. 7
Expenditures 156.3 164.7 176.9
Deficit -13. 1 -25. 5 - 23.1

Consolidated Budget. - The consolidated or unified budget, which
Includes trust fund receipts and expenditures, is expected to show substan-
tially higher deficits in FY 1971 and 1972 than in FY 1970.

C ONSOLIDATED BUDGET
(dollars in billions)

FY 1970 FY 1971 FY 1972

Receipts $ 193. 7 $ 194. 2 $ 217. 6
Expenditures 196. 6 212. 8 229. 2
Deficit -2.8 - 18.6 " 11. 6

Expenditure Limitations. - -Last year, the Congress placed a limita-
tion of $200. 8 billion on Federal expenditures during fiscal year 197 1; ho-
ever, the limitation was permitted to increase up to $4. 5 billion for increases
in certain uncontrollable expenditures, and to be further adjusted in accord
with Congressional action on appropriations and other legislation. is# a re-
sult of those adjustments, the legal limitation is estimated at $214. 5 billion,
$l. 7 billion more than the current expenditure estimate for fiscal year 197 1.

Tax Increase Legislation. -- The FY 1972 revenue estimate of $217. 6
billion includes a not increase of $Z. 9 billion of increased taxation under new,



legislation. This consists of an increase of $ - . 1 billion in certain trust fund
taxes and a decrease of $0.?. billion in general revenues, as follows:

(1) An increase in the social security tax base from $7, 800
to $9, 000, effective retroactively to January 1971;

(2) Additional highway taxes of 20 per gallon on diesel fuel
(present law levies a 4 per gallon tax), plus a shift
from the present fixed-rate use tax on heavy trucks to
a graduated scale based on weight;

(3) An increase in air ticket taxes to meet the cost of
antihijacking enforcement; and

(4) $2.00 million in revenue loss is associated with the
deferred tax liability (DISC) proposal for certain
corporations engaged in foreign trade.

The budget also notes that administrative action allowing accelerated
writeoff of business depreciation costs will reduce 1972 revenues by $2. 7
billions

Social 61.ecurity Legislation. -- In addition to the increase in the tax bau".
mentionei above, the budget makes allowance for the Administration's propoe.!4
social security legislation. This incli-tes a 6 percent benefit icreace, higher
benefits for widows, an increase in the earnings limitation, and a $4 billion
increase in Medicare taxes.

Welfare. -- The 1972 budget shows another large increase for welfare
expenditures, with the largest increases (as in the past) in Medicaid and Aid
to Families with Dependent Child~ren. Total Federal and State Medicaid ex-
penditures are expected to rise from $4. 6 billion in 1970 to $6. 8 billion in
1971--a 47 percent increase in two years. Legislative measures to be pro-
posed are expected to reduce Medicaid expenditures $444 millions

The number of recipients of Aid to Families with Dependent Children
in oxpectod to rise ±, o- 7 3 million in 1970 to 9. 1 million in 1971 and to 10. 7
million in 197'u. Eve;: cornp~ired with Administration estimates of enrollment
in the Work Incentive Program (which have proven consistently overly o~pti-
mistic in the past), the Government still is slipping behind in its efforts to
reduce dependency:



-FY 1970 FY 1971 FY 1972

New enrollees in the Work

Inc entive Program 92, 400 124, 500 187, 000

Net increase in adults
receiving Aid to Families
with Dependent Children 365,000 484,000 436,000

Difference 272,600 359,500 249,000

The budget also assumes a limitation will be placed on Federal finan-
cial participation in the cost of providing social services to welfare recipientc.
An attempt to obtain a similar limitation last year was defeated in the Senate.

Until February 4, 1971, regulations of the Department of Health, E~d-
cation, and Welfare required States to consider a father unemployed if he
worked less than 30 hours a week (or 35 hours, at the State's option). The
budget reflects a savings of $15 million related to tightening the definition of
unemployment. Under the new definition, a father will generally be con -
sidered unemployed only if he is employed lees than 100 hours a month. ',Last
year's Committee social security bill defined unemployment as lt-ti than 10
hours in the past week or less than 80 hours in the past 30 days. )

Welfare Legialation. - -The budget assumes enactment of welfare gii
latlon similar to last year's Family.Assistance Act; $502 million has been in-
cluded for fiscal year 1972 for this act. This amount is intended primarily iot
administrative start-up costs; payments to recipients under the proposed
legislation would not begin until fiscal year 1973.

The budget also includes $162 million for other proposed welfare e'i
lation to increase funds for foster care, adoptions, and managerial capacity
of State and local governments. Similar legislation was submitted to the
Finance Committee by the Administration in June 1970 but was subsequenitly
withdrawn in October.

National Debt. -_ The debt ceiling is currently set at $395 billion un-
til June 30, 1971; beginning July 1, 1971, the permanent ceiling wil drop to
$380 billion. The budget, however, estir-ates that the debt subject to the
imitation will rise to $398. 4 billion by June 30 of this year, and to $421. 9
billion by June 30, 1972.

Interest on the national debt is estimated at $20. 8 billion in fiscal
year 1971 anid at $21. 2 billion in fiscal year 1972.

Revenue Sharing. -- The budget includes allowance of $4 billion in
fiscal year 1972 for expenditures under the Administration's proposal for
distributing a portion of Federal tax revenue to State and local governments.



ECONOMIC ASSUMPTIONS IN THE
FISCAL YEAR 1972 BUDGET

Revenue Estimates. --The Administration's FY 1972 budget optimisti-
cally projects a 9 percent rise in the Gross National Product (GNP) and a
19-1/2 percent increase in corporate profits. The GNP is projected to increa-ac
from $977 billion in FY 1971 to $1, 065 billion, which exceeds the growth pro-
jections of most private economists by $15 to $20 billion. Corporate profits are
projected to rise from $82 billion to $98 billion, which also exceeds the pro-
jections of mos 't private economists by about $8 billion. These differences in
GNP and corporate profits would involve some $7-$8 billion in revenues.

Inflation. Employment Assumptions. --The projected 9 percent GNP
increase is composed of approximately 5 percent real growth In the economy,
and 4 percent inflation. This compares to a decline in real growth in 1970 oi
one-half of one percent, and an incres3 of 5. 5 percent in the rato of inflatior_.
Under the full employment budget concept, GNP would have to increase by
13-1/2 percent in 1971 (reaching $1. 1 trillion) in order to reduce the rate of
unemployment to the 4-4 1/2 percent range, considered to be "full employment.'

On the question of "cost-push" inflation, it is noteworthy that major
labor settlements negotiated in the first half of 1970 resulted in average f~' ~t
year wage increases of 10. 2 percent, in contrast to 8. 0 percent in 1969, and
3. 2 percent in 1964. Management can be expected to try and recoup these cos't
increases by further price increases in 1971, while labor may attempt to match
or better the 1970 contract settlements In the important contract negotiations
that will take place in 1971 in the steel and other key industries. Thus, a
"cost-push" inflation factor should be very evident in 1971.

Expenditure Estimates. -On the expenditure side, the budget projects
certain savingsg" of $2. 9 billion. The largest item in this group Included the
sale of stockpile materials that are no longer required. New restrictions in t..'3
Medicare and Medicaid programs not previously considered by Congress wnuldC
yield a savings of $844 million. The budget also projects only a 6 percent in-
crease in social security benefits despite the fact that the Senate approved a
10 percent hike by a vote of 8 1-0.

Predictions and performances. FY 1968 - FY 1971. -- The staff has
compared the revenue and expenditure estimates in the budgets for the fiscal
years 1968 through 1971, with the actual results for those years. This is
shown on Table 1.

With the exception of 1969, revenue estimates tended to be overstated,
while expenditures tended to be understated. The largest discrepancies oc-
curred in the fiscal 1968 and 1971 budgets. In the case of fiscal 1968, the bvuC-
get sharply overstated revenues and only about one-third of this over statement
was due to anticipated enactment of the then proposed 6 percent surcharge.



12

This wide discrepancy between budget projections and results is somewhat
surprising since the GNP: assumptions in the fiscal 1968 budget viere highly
accurate, as is shown in Table 2.

The fiscal 1969 revenue estimates were on the low side by close to
$10 billion because of an underestimation of $20 billion in GNP growth. Thus,
instead of an estimated deficit of $8 billion, there was a surplus (on a unified
budget basis) of $3. 2 billion in fiscal 1969. In fiscal years 1970 and 1971 the
revenue estimates were higher than actual results by $5 anid $7. 9 billion,
respectively. The fiscal 1971 difference appears to be due to the fact that
the economy grew at a slower pace than anticipated, (in fact, real GNP actually
declined by one-half of one percent) and corporate profits were considerably
below expectations. There was also, however, a $12 billion understatement of
expenditures in the fiscal 1971 budget. Thus, instead of having a surplus of
$1. 3 billion on the unified budget basis, there was a deficit of $18. 6 billion
in fiscal 1971.

If the growth in GNP and corporate profits falls below budget projec-
tions for 1972, then the estimated unified budget deficit of $11. 8 billion and
the estimated administrative deficit of $23. 1 billion could be higher, con-
tributing to still more inflation.



TABLE 'A

COMPARISON OF BUDGET ESTIMATES AND RESULTS,

FISCAL YEAR 1968 - FISCI.L YEAR 1971
(In billions of lollars)

Revenues, Incl., Trust Funds Expenditures, Incl., Trust Funds

Estimated Actual Difference Estimate i Actual Difference

(1) (2) (3)=(1)-(Z) (4) (5) (6)=(4)-(5)

153. 7

187.8

193. 7

194. 2

14.4 172.4 178.9 6.5

9.7 186.1 184.6 1.5

5.0 195.3 196.6 1.3

7.9 200.8 212.8 12.0

Surplus
3-stimated

(7)

-4. 3

-8. 0

+3.4

+1.3

(+) or Deficit (-)
Actual Difference

(8) (9)=(7)-(8)

-25.2 20.9

+ 3.2 1i. 2

- 2.9 6.3

-18.6 19.9

a/ Included an estimated $5. 5 billion from proposed 6% surcharge on individual and corporate taxes and

speedup in collections.

b/ Included an estimated $10. 2 billion from proposed 10% surcharge on individual, plus comparable income

tax, plus speedup in collections, proposed to become effective on January 1, 1968.

As enacted the 10% surcharge on corporations became effective on January 1, 1968, as proposed, but on

individuals it became effective on April 1, 1968.

Source: The Budget of the United States Government for tha fiscal years 1968- 1972.

Fiscal Year

1968

1969

1.970

1971

168. 1 aI

178.1 -

198.7

Z02. 1



TAkB LE 2

COMFAFJSON OF PREDICTIONS &,ND F ERF0RM-j..kNC%-'-
IN ECONOMIC LN1\DIGiATORS AP---PEA4RING IN BUDGET M~Z~FOR

FISCAL YELR3 1968 - 1971
(In billions of dollars)

Fiscal 1968 Budget
Assumptions vs Results

for Calendar Year 1967

Fiscal 1969 Budget
Assumptions vs results

for Calendar Year 1968

Fiscal 1970 Budget Fiscal 1971 Budget
Assumptions vs Results Assumptions vs Result s

for Calendar Year 1969 for Calendar Year 1970

GNF fAssurnp-
tions

GNP Actual
Difference

Personal Income,
Assumption

Personal Income,
1 ctual.
Difference

Corporate Profits,
before taxes,
Assumption

Corporate Profits
before taxes,
Actual
Difference

Source: The Budget of the United States Government for the fiscal years 1968- 197Z.

787
790
+ 3

846
866
+20

624

629
+ 5

675

9 11
931
+10

736

749
+13

688
± 13

985
977
- 8

800

801
+ I

82
-l

91
+ 4

91
-5

82
-7



STATEMENT OF HON. JOHN B. CONNALLY, SECRETARY OF THE
TREASURY, ACCOMPANIED BY HON. GEORGE P. SHULTZ, DIREC-
TOR, OFFICE OF MANAGEMENT AND BUDGET; AND HON. PAUL
A VOLCKER, UNDER SECRETARY OF THE TREASURY FOR
MONETARY AFFAIRS

Secretary CONNALLY. Thank you, Mr. Chairman. I am grateful in-
deed for the opportunity to be here and I will read the statement which
I have tried to keep as short as I could while still covering two vital
subjects.

Thle committee is familiar with the broad outlines of the subject we
are going to discuss9 this morning and I am sure you are familiar with
the President's budget.

On the unified budget basis, the deficit is expected to be $18.6 billion
in the current fiscal year and $11.6 billion in fiscal 1972. On the Federal
funds basis, which is more relevant for purposes of projecting the
anticipated increase in debt outstanding, the deficits are expected to be
$25.5 billion and $23.1 billion, respectively.'

These are very sizable figures. However, in existing economic cir-
cumstances, with too much unemployment and unused capacity, the
anticipated deficits seem to me fully consistent with sound and prudent
financial planning. The President, in fact, has kept proposed expendi-
tures with the revenue totals that would be generated by our tax system
at full employment. As the economy moves in the direction of full em-
ployment this year and next, a balance or surplus can and should be
restored. InI the meantime, our willingness to accept deficits, to the
extent they reflect a sluggishness in the economy and thus in revenue,
collections, will help speed the desired expansion.

I firmly believe that the anticipated deficits can be financed in a
manner consistent with orderly expansion of the economy, and with-
out building into the economy a renewed inflationary potential, pro-
vided the Treasury has the needed flexibility in shaitng its financing
program. Therefore, I request your committee and the Senate to act, as
a matter of urgency, to provide us with essential financing leeway In
two areas: First, an increase in the statutory debt limit now set at $395
billion, and, second, authority to sell Treasury bonds outside the pres-
ent statutory interest rate limit of 41/ percent. Specifically, I request
that the Senate approve the H.R. 4690, as passed Iby the House, raising
the temporary debt limit to $4.30 billion through June 30, 1972, and
authorizing $10 billion of new bond issues outside the 4 /-percent
ceiling

With- respect to the question of debt limit to which the Chairman
addressed himself, may I again point ouit that the present temporary
debt limit of $395 billion was enacted by thie Conigress last Junie onl
the basis of at projected unified budget, deficit of only $1.3 billion, a
projection that proved to be very wide of the mark. Revenues are now
estimated to be $10 billion less than were projected last spring and
expenditures are estimated to be $7 billion hiigher. largely as a result
of increases in uncontrollable outlays in such areas as interest on the
public debt and Social Security together with higher Congressional
appropriations.

I Table 1 shows a reconciliation of the unified and Federal funds budgets. Tile major
difference reflects the Government's trust funds, which are expected to be In substantial
surplus In the next 2 years.
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As a result of this very much larger deficit, the debt subject to limit
is nowv substantially higher thiai was then anticipated, and the mar-
gin for contingencies has been largely exhausted. On F ebruary 25,
we camie w~ithiin $1.6 billion of the p resent ceiling and our projections
indicate that debt subject to limit will be running very close to the
ceiling throughout this month. As is evident from table 11, attached
to my statement, thle debt will rise further in April and reach a tem-
porary peak in mid-J une.'

(Table I and 11 follow:)

TrABLE I.- Reconciliation of unified and Federal funds budget

[In billions of dollars]

Fiscal years

Expenditure account 1971 1972

Ilotal unified--------------------------------- 194.2 217.6

Federal funds ------------------------------ 139. 1 153. 7
Trust funds -------------------------------- 66. 2 75. 5
Less intragoverninental transactions ---- 11. 1 -11. 6

Outlays:
Total unified--------------------------------- 212.8 229.2

Federal funds ------------------------------ 164. 7 176.09
Trust funds -------------------------------- 59. 2 64. 0
Less intragovernniental transactions ------------ 11. 1 -11. 6

Budget surplus or deficit (-):
Unified-------------------------------------- -18.6 -11.6

Federal funds----------------------------- -25.5 -23. 1
Trust funds -------------------------------- 7. 0 11. 5

1 Figures are estimated. Totals may not add due to rounding.

Table 11 has been updanted to reflect actual figures for February, and Slightly revised
projections through Mlay from the comparable table submitted to the House Ways and
Means (,outitttee.
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TABLE 1.-Public debt subject to limitation, fi8cal year 1971

[In billions of dollars]

Operating
cash

balance Public debt
(excluding subject to
free gold) limitation

ACTUAL
1970:

June 30 ------------------------------------ 7.9 373.4
July 15------------------------------------ 5. 5 377. 7
July 31------------------------------------ 7.3 379. 1
Aug. 17 ------------------------------------- 6. 4 383. 5
Aug. 31 ------------------------------------- 7.2 383.4
Sept. 15 ------------------------------------ 3. 3 383. 1
Sept. 30 ------------------------------------ 8.7 381.2
Oct. 15------------------------------------ 4.2 382.2
Oct. 30------------------------------------ 6.3 382.7
Nov. 16 ------------------------------------ 4. 1 385. 4
Nov. 30 ------------------------------------ 5.8 386.1
Dec. 15------------------------------------ 3.7 389.5
Dec. 31------------------------------------ 8.0 391.6

1971:
Jan. 15------------------------------------ 4. 0 392. 1
Jan.29------------------------------------ 9.5 390.8
Feb. 16------------------------------------ 6. 2 391. 2
Feb. 26------------------------------------ 7. 8 392. 7

ESTIMATED
Mar. 15 ------------------------------------ 6.0 397. 3
Mar. 31 ------------------------------------ 6.0 395.3
Apr. 15------------------------------------ 60.0 400.8
Ap r. 30 ---------------------------------- 6.0 392.0
may 17....--------------------------------- 6.0 397.3
May 31 ------------------------------------- 6.0 399.4
June 15-------------------------------------- 6.0 404.7
June 30 -------------------------------------. 0 396. 5

1Based on constant minimum operating cash balance of $6,000,0O0,000.

Without prompt action on the debt ceiling, therefore, we will be
faced with the need in a matter of a few weeks to turn to uneconomic
and costly expedients to maintain an orderly flow of payments in
accordance with Congressional authorizations. Indeed, our ability
to plan orderly financing later this month is jeopardized if the ceiling
is not raised.

Moreover, it is essential to have a margin for contingencies to meet
unexpected cash drains, a shortfall of revenues, unanticipated bunch-
ing of expenditures, or disturbances in the mails, all of which could
create serious operating difficulties.

As Secretary of the Treasury, I could not contemplate operating
prudently on that basis. Consequently, I believe it essential that the
Congress take action to lift the debt limit within the next 2 weeks.
At the same time, I believe it would be reasonable to look f urther
ahead and provide a limit adequate to meet the need for fiscal 1972.
See table I attached.



(Table III follows:)

TABLE 11.-Estimiatcd public dcbt subject to limitation, fiscal year 1972

[In billions of dollars]

Debt with With $3
$6 cash margin for
balance contingencies

1071:
June 30)------------------------------------396. 5 399. 5
July 15------------------------------------ 403. 1 406. 1
July 30----------------------------------- 403.9 406. 9
Aug. 16 ------------------------------------ 409. 3 412. 3
Aug. 31 ------------------------------------ 409.4 412. 4
Sept. 15 .--------------------------------- 413.0 416.0
Sept. 30 ----------------------------------- 405. 3 408. 3
Oct. 15------------------------------------- 410.8 413. 8
Oct. 29 ------------------------------------ 409. 1 412. 1
Nov. 15 ------------------------------------ 413. 0 416. 0
Nov.30-------------------------------- _ 413.7 416. 7
Icc. 15----------------------------------- 418.4 421.4
Dec. 31 ------------------------------------ 416. 1 419. 1

1972:
Jan. 17 ------------------------------------ 422.5 425. 5
Jan. 31 ------------------------------------ 414. 6 417. 6
Feb. 15----------------------------------- 418.8 421. 8
Feb. 29----------------------------------- 419. 4 422. 4
M ar. 15 ------------------------------------ 426.0 429. 0
Mar. 31 ------------------------------------ 423.8 426.8
Apr. 17----------------------------------- 429.7 432.7
Ap r. 28.---------------------------------- 419. 1 422. 1
may 15. ---------------------- 424.6 427.6
May 31 ------------------------------------ 425. 9 428. 9
June 15 ------------------------------------ 430.6 433. 6
June 30 ------------------------------------ 420.0 423. 0

When I appeared before the House Committee on Ways and Means,
I requested it temporary debt limit of $435 billion through June 30,
1972. OnI the basis of a constant cash balance of $6 billion and a $3 bil-
lion margin for contingencies, the budget projections implied a need
for at debt limit of approximately $4331/2 billion. In view of the in-
her~ent uncertainties in projections looking 16 months ahead, it seemed
reasonable to round the number to $4.35 billion.

The Ways and Means Committee and the House approved a tem-
porary debt limit of only $430 billion, $5 billion less than I requested.
As I told the Ways and Means Committee at the time, however, this
lower figure ought to be adequate through at least this time next year
and I am prepared to accept it on that basis, recognizing that it does
not provide f ully for possible contingencies.

With respect. to the 4 /-percent ceiling, about which the chairman
hias just expressed some concern, let me again point out that since 1918
the Treasury Department has been subject to a 414 percent limitation
on the rate of interest payable onl its bonds. This rate wats chioseni, as I
understand it, simply because 41/ percent was the rate felt to be nec-
essary to sell bonds in thle closing months of World War 1. The ceil-
ing now applies in practice only to securities maturing in more. than 7



years, since Treasury bills and certificates-instruments that mature
within a year-and notes-instruments that mature in 1 to 7 years-
canl be sold without a limitation as to interest rate.

Until the last few years, the interest limitation did not represent
a serious impediment to Treasury financing. Although long-term mar-
ket yields for Treasury securities were above 414 per-cent ait times in
the 1920's, and in the late 1950's, the p~eriod~s were of limited duration
and, by and large, did not coincide with heavy Treasury borr-owing
requirements.

In the past 5 years, however, the situation has been very different
indeed. Because of the iter-est rate ceilig, the Treasury has been un-
able to sell at security maturing in m-ore than 7 years since mid-1965.
The result has been at substantial and serious piling up of the debt inl
the short-term area.

The results are reflected in a series of charts attached to my state-
ment. The average maturity of the dIebt hats declined (luring this pe-
riod from 5 years and 9 months in June, 1965, to 3 years and 4 ilouiths
at the end of January of this year, which is reflected in chart 1.

(Chart 1 follows:)

Chart 1

AVEAGELENTHOF THE MARKETABLE DEBT -AVERAGELENGTHPrivately Held

Secretary CONNALLY. The volume of maturing notes and bonds
that we need to refinance each year rose from 1965 to the beginning
of this year by more than half, or from $13.3 billion to $22.9 bill ion,
as reflected on chart 2.



(Chart '2 follows:)

Chart 2

-SEMI-ANNUAL TREASURY ISSUE MATURITIES
Private Holdings, Excluding Bills and Exchange Notes

Secretary (CoN.-;tu,. As a counterpart, the amount of Treasury
debt of more than 7 years' maturity outstanding had declined pre-
cipitiously, from $43%/ billion to $17'/2 billion as shown on chart 5.



(Chairt 5 fol16w":)

Chart 5

OVER 7 YEAR MATURITIES
Privately Held
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Secretary CONNALLY. As at simple matter of prudent financing, this
is not a healthy situation. We aire faced wtih large refundings, quarter
after quarter. C"on cent rat ion of these financings in at limited sector
of the market creates unnecessary congestion and limits our flexibility
in arranging prior or subsequent cash financings. While the absorptive
capacity of the short term market is normally large, in this uncertain
world it is hardly appropriate to test the limits of that capacity un-
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necessarily. At best, we are vulnerable to any recurrence of high rates
and tight, money , at w,%orst, the heavy volume of maturities can
jeopardize our ability to finance in an orderly manner.

I believe the present situation is equally bad as a matter of broader
economic policy. In 1969 and 1970, the forced concentration on short
term financing helped aggravate competitive pressures on thrift insti-
tutions and thus payed a part in impairing the flow of funds into the
housing markets. Over time, the bunildup of short term Treasury debt
tends to increase the liquidity of the economy in at manner not easily
subject to control by the monetary authorities. It, therefore, under-
mines the task of economic management and particularly risks at
refuel ing of inflationary pessure~s when demand pressures are strong.
The large financings imposed by the present debt structure also com-
p~licate the task of the Federal Reserve in carrying out its open
market operations or making policy changes at critical times because
of the need to avoid disturbing the process of market reception or'
(digestioni of such large new issues by tile Treasury.

Thme interest rate limitation on long term bonds is sometimes de-
fended ats a. device to achieve a saving in interest cost. However,
recent experience provides ample illustration of the point that, in a
period of inflation and heavy credit demands, a legislated ceiling
rate on Treasury bonds cannot prevent yields from rising sharply
throughout credit markets. Ceilig or not, the Treasury did need
to finance in the market iii heavy -volume, and the concentration of
that financing in the short, term area at times helped to push those
rates well above prevailing yields for longer issues, ats shown on
chart 6.

(Chiart 6 follows:)

Chart 6

-TREASURY MARKET YIE
January 1965 to Date

Monthly Averages



Secretary CONNALLY. Happily, the entire structure of interest rates
has declined sharply from the peaks of 1969 and 1970. Medium and
longer term Treasury issues are now trading in a narrow range
around 6 percent, as much as 2 percent belowv peak levels. At the
same time, these yields are still far above levels that would make fi-
nancing at 41/ percent a practicable or foreseeable proposition.

The importance of obtaining some relief from this ceiling is widely
appreciated. Every man living who has served as Secretary of the
Treasury joins me in supporting the removal of this ceiling now. There
is a strong support among professional economists-including those
prominent in the counsels o1 both political parties and otherwise di-
vided on many policy issues.

Organizations concerned with the health of our financial institu-
tions, with the mortgage market, and with homebuilding have publicly
expressed their conviction that the ceiling should be relaxed. Impar-
tial investigations-including the inquiry of more than a decade ago
of the Commission on Money. and Credit and the Commission on
Mortgage Interest Rates appointed in 1968 by President Johnson-
have made similar recommendations.

In appearing before the Ways and Means Committee, I requested
legislation that would remove the ceiling entirely. However, I have
no intention of pressing massive sales of long term bonds on a reluc-
tant market. Consequentfly, I amn quite prepared to accept the pro vision
in the H-ouse bill which exempts only $10 billion of bonds from the
limitation. This should provide adequate additional scope for selling

secrites eyod te -yea area for the period immediately ahead
and therefore assist in maintaining an orderly financing pattern.

I am convinced that moderate amounts ofloger term debt can be
placed without undesirably impinging upon competing demands for
credit. It will be my intention to use the authority flexibly, in the
interests of improving our debt structure, confident that this commit-
tee and the Congress will be willing to extend and enlarge the author-
ity as necessary on the basis of an established record.



(Charts 3 and 4 follow:)

Chart 3
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Chart 4
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Secretary CONNALLY. Mr. Chairman, that concludes my statement.
The CHAIRMAN. Mr. Secretary, I believe I had suggested that

Director Shultz go ahead and make his statement immediately be-
hind yours, and then at that point we would open this matter for
questions. So I will recognize D~irector Shultz at this point.

STATEMENT OF HON. GEORGE P. SHULTZ, DIRECTOR, OFFICE OF
MANAGEMENT AND BUDGET

Mr. SHtJLTz. Thank you, Mr. Chairman and members of the coin-
mittee.



Secretary Connally hias expla ined why the President requested that
the debt limit be increased and the 41/A-percent ceiling on Treasury
bond coupons be changed. Mly comments will concentrate onl the
budget, outlook for fiscal years 1971 and 1972 and the implications of
that outlook.

UNIFIED BUDGET OUTLOOK

F or fiscal years 1971 and 1972, the President's budget anticipates
actual deficitss while remnainiing within full-employment balance. The
actual deficitss result, from shortfalls- in revenue, not from excessive
sl)endling. W11ere spending excessive, there would lbe a futll -employment
deficit. In neither '1971 nor 1972 are outlays expected to exceed thle
revenues that wNould lbe greneratedl llnder the'existig tax system if thle
economy were operating ait full] emliloymlenlt. This budget policy
allows the G3overinenit to maintain firm control over Federal 5s)elig
while, at the same time, actively fostering an orderly economic
expanlsionl.
Jisral y~eaw' 1971

I )riing fiscal year 19711, the retard1ation in thie growtil of output
brIou~ght about" at -substanlt ial redulct ion in estimated receipts. This
change ill receipts, couleld with signlificanit chlanges inl outlays, leads us
to eXlwet at deficit. of alpproximnat ely $18.6 bill ion.

Estimlatedl receip~ts have (leclinedi by $8 billion from those in the
budget Sub~mitted at Year ago, reflectigmainly lower economic activity,
including the auto strike effects, than was anticipated.

Thle outlay estimate has moved in the opposite directionn, increasing
Iby $12 billion, the largest part of which is accounted for b~y mandatory
changes. Thle outlay increase includes:

-$3.2 billion for Federal civilian, military, and wage board pay
increases;

-$2.3 bill ion in unemployment benefits;
-$1.1 bill ion for the expect ed social security benefit, increase;
-$3.1 billion ats a result of mandatory increases for interest, retire-

ment benefits, public assistance grants, and veterans' benefits; and
-$2.1 billion, net, ats the result of congressional action or inaction,

such as the failure to enact postal rate increases.
It is clear that the shIift to at deficit position in fiscal year 1971 and

the conlsequent need for anl increase in the statutory iiebt limit are
primarily the result, of economic conditions.
Fi8cai yeair 197~2

Fiscal year 1,972 receipts are estimated to be $217.6 billion. This
estimate is based upon at GNP of $1,065 billion in calendar year
1971, estimated personal income of $868 billion, and before-tax cor.-
lporate profits of $98 billion. While we expect to achieve this level of
economic~ activity, significant deviationis-up or down-from these
expectations would have substantial impact, onl actual receipts in fiscatl
year 1972.

Budget outlays for fiscal year 1972 atre estimated at- $229.2 billion,
$16.4 billion above 1971. The main components of this increase. are:

-$4 billI ion for general revenue sharing;
-$4.2 billion for social security and medicare (including the

proposed 6-percent social security benefit increase)



-$2.(0 billion for paty raises;
-$1.2 bill ion for pu'blic assistance cash grants; and
-$1.2, billion for the proposed all-volunteer Armed Forces.

As in the case of receipts, the overall outlay estimates, of course,
reflect our current expectations concerning economic conditions. They
also assume congressional action on proposed legislation.

FEDERAL DEBIT SUBJECT TO LIMITATION

Changes in Federal debt subject to limitation roughly parallel the
Federal funds surplus or deficit, which excludes the trust fund tranis-
actions of the unified budget. The Federal funds deficit in 1971 is
estimated to be $25.5 billion, and the debt subject to limit is estimated
to increase by $24.9 billion. Similarly, the Federal funds deficit in
1972 is estimated to be $23.1 billion, aind the debt subject to limit, is
estimated to increase by $23.6 billion.

I fully support Secretary Connally's recommendations for raising
the statutory Federal debt ceiling to $430 billion and for relaxing
the 4l/4-percent ceiling oni Treasury 1)01n( coupons. Adjustment of the
debt ceiling is consistent, within thie fiscal policy objectives that the
Congress and the adiniistrationi bothi seek, while relaxttioni of the
interest rate ceiling is consistent with the need to manage our public
debt prudently.

Staying within the proposed limit through fiscal year 1972 will
not be easy. There will have to be constant, surveillance of every
phlase of tile Governenit's finianical lprocesses-fl'om tile authoriza-
tion of niew programs, to the eniactmnent of appropriattionls, the making
of commitments aind then to spending. Clearly, responsibility for
achieving this objective is shared b y tile Conigress aind tile Presidenit,
since ouitlay eoitrol, can be effective oniy if we focus on tile earlier
stages of these processes ats well ats on immediate outlays themselves.

Thiank you, Mr. Chairman.
The CHIAIRM~AN. Thank you very mu11ch, Mr. Director.
Over the years I have requested that the 1)epartmelt, prepare aI

chart showing the relationishipl)betweenl Federal debt, State aind local
de~bt., aind private debt. Tile material also shows tile relationship be-
twveel tile Federal debt find tile gross national product and reflects tile
Federal debt in terms of consistent, purchasing power.

Thlis data reflects, that the Federal debt rises more slowly in other
.sectors of the economy and as a pi-celt, of gross national pr-oduct the
Feder-al debt is actually declining. So that this information may- be
available to all those that care to study it, I will ask that tilis infoi'-
ination be illuIded in the record find I will include it miot fit this point.
but at tile close of the statenlients that are to be made here tilis
mnornling.,

Nowv. we are told that. i terms of thie unified budget you sho0w at
deficit for fiscal 1972 of $11.61 billion in contrast to at defiit for 1971
of $18.6 billion. I would like to ask thle Secretary if this means that
the Federal budget in fiscal 1972 is not. as expansionary as the budget
for fiscal 1971 ?

Mr. Simurz. I think what, it nmplies, M r. Chairman, is an expansion
in the economy so that ats the economy moves uip, as, personal income

I The data appears as app. A, p. 07.



subject to taxattion, moves uip, as corporate profits move tip ats we ex-
pect their to do, thiem tite- Federal revenues would move uip. So, we ex-
p~ect to see the economy operating at a stronger level during fiscal 1972
thian fiscal 19)71 and, ther-eby, to see the deficit go down as the result.
As the Secretary said in his statement, ats we move forward into fis,,cal
1973 and get into thie zone of full employment, we expect to see this
deficit reduceed further.

Th'le CHAIxmmIMAN. InI other Words, to achieve tme income and profit
levels assumed for thie budget in calendar year 1971, tire you depend-
ig heavily tipjon anl increase in rmney supply b)y thme Federal'Reserve?

Secretar'y CONNALLY. Mrfl. Ch~airman.111 I think I won't quibble with
words. It depends onl what you meani by heavy money supply. Cer-
tainly it is anlticip~ated thiat, the supply of money will be ample to meet
these needs and liere will be an incre ased money supply over the last
2 years. Beyond any question that is SO.

'Ule CItAlIUAN. lDoes thie statement by Drm. Burns before the Joint
Economic Committee suggest that lie does not see the, kind of expan-
sion that would be, asstmned here in terms of thie money supply In
other words, is his statement consistent with thie position that you are
taking?

Secretary- CONN~AL. Mr. Chairman, I think it is consistent with the
position I take. here has beemni a great deal of talk, T thiink, by various
of uis before thie various committees of the Congress, including inter-
views before thle press5, that narrowly interpreted might lead' to the
conclusion that, there is some basic difference in the goals and expec-
tations onl the l)11t of Various ones, whether it is the Council of Eco-
niomic Advisors, Dri. Burnis of the Federal Reserve, Director Shultz
of the Bu~dget or- I, ats thieSecretary of the Treasury.

I don't, think that is basically tue. We all basically have the same
goals. We aire ait the one time,'trying to insure that 'we continue the
fight against inflation. At the same time we are doing everything
possible to. try to see that the unemployment figures come down and
that there is an expansion of economic activity in this country to pro-
vide the necessa ry Jobs. $I

'Now, obviously when you try to put, priecise figures onl every single
thing that affects these two goals, you possibly get some divergence
of opinion, niot differences in goals at all.

T think IDr. Burns' option and my position are substantially the
same. Ats I have said bef)iore, I do want, to make it clear that I thlink
the achievement, of these goals is to at considerable extent. dlelpendlent
upon the availability of ample ii-oney and I know D)r. Burns is at
highly intelligent mani. lHe understands this ec(Ionmic system far bet-
ter thian I. He has been at part of the building of these goals and I
know that in hiis capacity ats Chiairman of the Federal Reserve Sys-
temt lie is niot going to take any action that would in aniy sense thwart
the achievement of these goals.

Ini my own personal view the increase in the money supply f 'om
September through January wavs p)rob~ably inadequate to meet time
goals. It wvas roughlly at 3-percent increase ait anl annual rate. January
wats at (isap)pointig 1.1 percent. But again you have to look at the
long-range trend in ~the supply of money. In'February it went up to
over 12 percent, 12.1 percent,. Tihis was anl increase in a 4-week period
of available money supply.



So the situation constantly changes and I think it is probably miis-
leading and unfair to take any short period of time and judge either
an individual's position or the goals of the administration based upon
those figures.

We have nio basic disagreement. In summary, we have the same
goals. I think we are wor-kingr toward them. I think there is at conl-
sistency in our actions. I think there is a basically agreed upon con-
fidence in the achievement of those goals.

The CHAIRMAN. Well, the reason I raise that question is that some
on our staff see some doubt that the money supply will be expanded
sufficiently to permit the kind of economic expansion that you are ain-
ticipating here and that if this fails to happen, then, that your gross
national p~rodluct figures may be overestimated by at least $10 billion,
and that your corporate profit assumptions may be overestimated Iby
$5 billion, and that if this is true, it might cause you-to have about
$6 billion less receipts than you are estimating. And, of course, if that,
should happen, it means much larger deficits.'

Secretary CONNALLY. Well, there is no question, Mr. Chairman, you
can make some very basic assumptions that will materially alter thie
corporate profits, the revenue figures. There will be at tremendous short-
falf in revenues. No question about that. I amn not willing at this
point to make the basic assumption that the Federal Reserve is not
going to make available sufficient money supply to meet the (lellind(1
of this economy.

On the contrary, I make the opposite assumption. I assume they are
going to do it. I think they have at duty and anl obligation to (10 it.

The CHAIRMAN. Mr. Secretary, oi at different subjec, the adminis-
tration has submitted at request~ for legislation to transfer certain
funds to the Philippines and eliminate bookkeeping entries in the Fed-
eral records.* Witht the thought in mind that the committee might
want to act onl this legislation, would you be prepared to describe thiis
situation for the committee at this time or would you prefer to supply
that for the record?

Secretary CONNALLY. Mr. Chairman, I am prepared to give you a
very brief and accurate answer onl your question about P hilippine
bonds at this point.

The Treasury in 1946 has-ever since 1946 has maintained aii ac-
count for the payment onl Philippine bonds that were issued pir to
1934. Now, the Philippine G*overnmnent b r one means or another hats
made that money available to the U.S. I reasury. The Secretary has
by authority of the C ongress been authorized to make payments onl
these bonds. All of these bonds matured in 1963.

Now, most of the bonds of course, have come in but the liability
now is certain onl the bonds. The liability is roughly $138,000. I call
give you it precisely, $138,733.69. And as of IDecember 31, 1970, there
was $138,739.21 in the special accoont. There has been no activity in
the accoont for a number of years. The bill that was submitted to the
Congress by Secretary Kennedy asked for the authority to close out
the account, to transfer these moneys to the Philippine Government
with the understanding that the Philippine Government would take
the money, would assume the liability, and we would, the Treasury

* The draf t of the proposed bill, the transmittal letter, and an analysis appears am Appen-
dix B of this hearing.
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Department and this Government would be completely free of any
liability whatsoever with respect to these bonds.

The CHAIRMAN. Thank you very much, Mr'. Secretary.
Senator Anderson?
Senator ANDERSON. On this question of peaks in interest rates, what

do you see in the present market? IDo we go back up to 6, 7, 8 percent
again?

Secretary CONNALLY. Senator Anderson, I don't think that the in-
terest rates have bottomed out. Thaft is my personal view. I rather
think that the resurgence of vitality in this economy is going to re-
quire additional supp11lies of money in the market, the available sup-
l lies of money, and think that interest rates will come down a bit
further and this is particularly true of long-term interest rates.

Short-term interest rates on Treasury bills are now quite low. They
have had at dramatic drop ats you know. Long-term rates have also
dr1op)ped. But in my judgment, interest rates probably 1)0th short-term
and lon g-termn, will come down further. I don't think they have bot-
tonedI out.

The CHAIRMAN. Senator Bennett?
Senator BEwqNET. Thank you, Mr. Chairman.
What would you think is at good sound range in which the relation-

ship of long-term and short-term financing might move? If we had
an ideal situationi, how much of our national debt would be financed
beyond 7 years?

Secretary CoNNALLx. I haven't thought to quantify it in precisely
those terms but I would think, ohi, that 1, 11/2, 2 percent, probably
ought to be in long-term bonds.

Senator BEFNNETTi-. Well, it, must have been much higher-
Secretary CONNALLY. I wouldn't want to say. It depends entirely on

the market and other conditions. I don't think you would anticipate
that you would necessarily gt any more than about 10 percent in truly
lon1g-termi bonds. We ha~iei daier percentage than that in the early
1960's. I am now reaching for fiures. $43 billion, as I recall, shows in
one of the charts.

Seniator*BEN NET'. That is 1965?
Secretariy CONNALLx. $431/2 billion in 1965 over 7 years' maturity.

Obviously that represented considerably more than 10 percent, but I
don't anticipate that we would ever get more than 10 percent in truly
long-term bonds maturing well beyond 7 years.

Senator BENNETT. I think you have got to look back much farther
than the sixties. When was the last time at which you sold a bond at
41/2 percent or less?

Secretary CONNALL~y. 1965, 414 percent.
Senator BENNETT. You were able to sell bonds at 4 percent?
Secretary CONNAILx. Yes, sir. In 1965. During the early part of the

sixties.
Senator BENNETT. That amazes me. This question of lifting the bond

ceiling hias been around at long, long time.
Secretary CONNALLY. Mr. Chairman, may I clarify my statement?

Perhaps I misled you a moment ago reaching for two things at the
same time.

In the first part, of my statement when I was referring to the 11/2
percent, I was talking about how much we might sell in a year. Then



I went into a' 10 percent at any one time, regardless of the time in-
volved, when I was talking about $43.5 billion.

Senator BENET. I was talking about the mix of the total outstand-
ing onds.

Secretary CONNALL-Y. Well, I think the highest we had in recent
years was in mid-1965, $431/2 billion over 7 years. I don't know that
we have checked all the way back, Senator, but I think that is certainly
the highest in recent years.

Senator BENNETTr. I wish you would check back because I am very
interested in this question.

Secretary CONNALLY. We will be delighted to supply you the figures
of the percentages during and after World War II. We will start at
any point you want.

Senator BENNETT. Let's start with 1950. Let's go back 20 years. It is
my impression, really, the only effect of the interest rate limitation
has been to concentrate borrowings in the area of short-term rather
than long-term interest rates. As I underst and your last answer, that
would certainly be true since 1965.

Secretary CONNALLY. Yes, sir.
Senator 1BENNETT. And I would be interested to know how true it is

prior to that time.
Secretary CONNALLY. Well, you have to-your statement is abso-

lutel 7 correct. As I said in m~y statement, there wNere periods in the
1920 s where the 41/ percent interest ceiling precluded- the Treasury
from issuing long-term bonds and for at short time in the late fifties,
but those periods were not of such duration that it materially affected
the average maturity of the public debt as it has done since 1965 be-
cause we have not been able to issue long-term bonds since mid-1965
which is a period of more than 5 years.

It has materially affected the average maturity, which has been
brought down from 5 years and 9 months, mid-1965, to 3 years, 4
'months, at the end of January 1971. Beyond any question it has had
a tremendous effect.

Senator BE&NNETTr. I would be interested, carrying the earlier ques-
tion a little farther, in knowing the highest percentage of long-term
in the mix and what was the highest actual volume of ong-term bonds
the Government has had outstanding since the end of World War II.
While Mr. Volcker is looking that up, let me throw another question
at you because I am on limited time.

if you cannot refinance any of the debt on a long-term basis, what
effect does this actually have on the average interest rate?

Secretary CONNALLY. Well, in my Judgment, Senator, it has a very
adverse effect on interest rates in this sense, that the more you compress
the financing of the public debt into shorter and shorter time periods,
we are constantly in the market. We are competing with everybody for
money, constantly. We are at that point right now where we have to
finance this whole public debt with an average maturity of 3 years,
4 months at the end of .January.

Now, this simply means that we are contributing to inflation in a
real sense because short-term Treasury bills, such as we are having to
use in order to get money, are supplying a degree of liquidity into this
whole economy that can have an inflationary push.



Senator BENNEr. That is this policy had a damaging effect on the
deposits in savings and loans?

Secretary CONNALLY. No question about it, Senator. You have what
they call disintermediation when people actually-because you did get
such a high rate for'short-term money in the 1969-70 time period When
these interest i'ates were at their highest-were taking their money out
of the thrift institutions and investing in short-term Teasury bills and
certificates. It had a tremendous effect both on saving in these savings
institutions and on home building. This was probably as large a single
influence on the drop in new housing starts as anything else int tIs
economy.

Senator IBhNNrr. Hasn't it become rather a shibboleth than really
ain effective means of controlling interest rates on long-term bonds?

Secretary CONNALLY. Senator, the facts speak for themselves. We
have been restrained since 1965. W~e have not issued a single long-term
bond beyond 7 years and interest rates reached their highest peak in
100 years. This, to me, means very clearly a legislative ceiling is not
g oing to dictate the rates that prevail. The market is going to determine

Senator I3ENNEMr IDo you think that in looking back for the last 5
years that the Government has actually p aid out more money in inter-
est rates than it would have done had It been able to finance long-term
bonds at the market price?

Secretary CONNALLY. Not necessarily. Here we get into a strange
situation because if I had been Secretary during tat period I pro b-
ably would not have issued any long-term bonds simply because of the
high interest rates. Because we were able to issue Ion -term bonds in
the 1960-65 time period, we had a manageable public Sebt but because
these high interest rates have prevailed lor such along period of time,
it is now creating a problem for us.

But what we would like to do with declining interest rates, we would
like to seize on an opportunity to issue some long-term bonds while we
think interest rates are favorable for so doing.

Senator BZNNETr.- Can you give the committee any idea of the range
of difference in interest rates that might exist today if the committee
pes= this bill and you are allowed to issue $10 billion of long-term

bod.By how much would the interest rates earned on those bonds be
lower thanl the interest rates, gay, on your Treasury billsI

Secretary CONNALLY. Well, it Wouldn't be lower, Senator. They will
be higher. We are now issuing short-term Treasury bills at roughly
8.4 percent or thereabouts. There is not any hope for issuing long-term
bonds at that low a rate of interest.

Senator BENNEr. What did you issue your last 7-year notes for?
Secretary CONNALLY. Six and one-fourth percent and that is what

long-term bonds would go for-in that general range. We haven't
tested the market, but you are certainly looking at the zone of 6, 61/,
for bonds in excess of years' maturity. That is the range we are
tal king about.

I don't want to lead this committee or the Congress to assume that
if we get this authority that we are going to be able to Issue long-term
bonds at lower rates of interest thanl we do for 90-day Treasury bills
which is 3.4 percent. You never are going to do it that cheap.



Senator BENNETT. But you think they might be in the same range or
even lower than the 7-year bonds?

Secretary CONNALLY. Yes; certainly so. And even more than that,
Senator, you are talking about apples and oranges when you are talk-
ing about financing this debt. If your sole. purpose, disregarding every

oter consideration in this economy, is to finance this aebt as cheaply
as you can, then you just finance the entire debt on 90-day bills. T hat
is the truth of the matter. You cannot do this. If you do, you tear this
whole money market a part..

Senator BFNNErr. Did Mr. Volcker find any figures on an answer
to that question earlierI

Mr. VOLCKER. I Can give you figures on the 10-years-and-over debt,
using that definition of what is long term.

In 1946, at the end of World War II, we had about $60 billion out-
standing in that area and the total debt of $260 billion, roughly.

Senator BENNETT. About 27 or 28 percent.
Mr. VOLOKEJI. A little over it quarter. Now, this came down rather

steadily. There were very large volumes of long-term bonds issued
during World War II. By 1955, for instance, about 10 years later,
there were $33 billion outstanding in that maturity range. The total
debt had risen to $281 billion. It got lower by 1960. Onl y $24 billion
outstanding, out of a total debt of'$290 billion; then it came up some
or held steady, at least, during the early 1960's, and by 1965 got, uip to
about $26 billion in that particular maturity category out of a total
debt of $821 billion. And then it came down steadily since then.

The debt at the end of 1970 was $389 billion. We only had $19 bil-
lion of over-tO-years bonds outstanding.

(Pursuant to the preceding questions the Department of the Trreas-.
ury submitted the following:)



34

AVERAGE LENGTH AND MATURITY DISTRIBUTION OF MARKETABLE INTEREST-BEARING PUBLIC DEBT, 1946-70

(Dollar amounts in millions]

End of year or month

Amount
out-

standing

Maturity class Average length

Within I to 5 5 to 10 10 to 20 20 years
1 year years years years and over Years Months

$189,606 $61,974
168,702 51,211
160, 346 48, 742
155, 147 48, 130
155,310 42,338
137,917 43,908
140,407 46,367
147,335 65,270
150,354 62,734

155,206 49,703
154,953 58,714
155,705 71,952
166, 675 67, 782
178,027 72,958

$24, 763
21, 851
21,630
32, 562
51,292
46, 526
47,814
36, 161
29, 866

$41,807 $17,461 $43,599
35,562 18,597 41,481
32,264 16,229 41,481
16,746 22,821 34,888
7,972 28, 035 25, 853

18,707 29, 979 8,797
13,933 25,700 6,594
15,651 28,662 1,592
27,515 28,634 1,606

39,107 34,253 28,613 3,530
34, 401 28, 908 28, 578 4,351
40,669 12,328 26,407 4,349
42,557 21,476 27,652 7,208
58,304 17,052 21,625 8,088

1960. 183,845 70,467 72,844 20,246 12,630 7,568
1961_ 187,148 81,120 58,400 26,435 10,233 10,960
1962_ 196,072 88,442 57,041 26,049 9,319 15,221
1963.... 203, 508 85, 294 58, 026 37, 385 8,360 14,444
1964 ......... 206,489 81,424 65,453 34,929 8,355 16,328

1965 ......--.. .... 208,695 87,637 56,198 39,169 8,449 17,241
1966 .... 209, 127 89,136 60,933 33, 596 8,439 17, 023
1967-__ 210,672 89,648 71,424 24,378 8,425 16,797
1968. 226, 592 106, 407 64, 470 30, 754 8,407 16, 553
1969.........226107 103,910 62,770 34,837 8,374 16,217

1970 ...............

1969:
Jan...............
Feb .........
Mar ...... ........

M.1..._....
June................

July.............._
Aug................
So t.... .........

Nov ...............
Dec ...............

1970:
Jan...........
Feb ...........
Mar... ..........

Jun...._. _.......

ag. .... ..........
Suet......--.......

Oct .........__....
Ovt...... ..... ....

Dec ...............

232, 599 105,530 89,615 15,882 10,524 11,048

238,543 110,377 68,260 35,129 8395 16,382
236, 535 100, 282 75, 778 35, 727 8,394 16, 354
237, 272 103, 342 73, 494 35, 726 8,390 16, 320
234,'968 101,159 73,407 35,726 8,386 16,291
234,097 111,855 62,769 34,837 8,379 16,257
226, 107 103, 910 62, 770 34, 837 8,374 16, 217

229,581 107,416 62,763 34,837 8,372 16,194
231,230 112,618 69,519 24,553 8,370 16,170
231,203 112,616 69,522 24,553 8,367 16,145
235, 029 109, 550 74, 762 26, 247 8,363 16,107
237, 919 120, 144 73, 305 20, 026 8,360 16, 083
235,863 118,124 73,302 20,026 8,358 16,054

236,321 118,633 73,294 20,026 8,354 16014
235,968 117,796 77,104 19,329 10,557 11,182
238,195 121,272 75,889 19,329 10,551 11,155
233 ,998 117,148 75,855 19,329 10,542 11,124
236,561 109,432 89,631 15,879 10,534 11,085
232,599 105,530 89,615 15,882 10,524 11,048

237,821 110,813 89,614 15,876 10,514 11,004
24,51 0983 1,075 18,122 10,507 10,978

239,330 108,671 91,066 18,140 10,501 10,951
242,180 111,636 90,992 18,138 10,493 10,922
244,447 120,125 82,302 22,555 8,566 10,900
247, 713 123, 423 82, 318 22, 553 8, 556 10, 863

Fiscal year:
1946.---
1947.---
1948-.-
1949.-.
1950---
1951 -_
1953_
1954.---
1955 ... ..

1956.--
1957..
1958..-.
1959_

3 8

3 11
4 0
3 11
3 11
3 11

4 0

3 11
3 10
3 10
3 9
3 8
3 8

3 7
3 7
3 6
3 6
3 8
3 8

3 6
3 7
3 6
3 5
3 6
3 4

Note: All issues classified to final maturity exce pt partially tax-exempt bonds, which were classified to earliest call
date (the last of these bonds were called on Aug. 14, 1962, for redemption on Dec. 15, 1962).

Source: Treasury Department.



PUBLIC DEBT SECURITIES BY KIND OF OBLIGATION, 1946-70

IBillions of dollars

I nterest-bea ring public debt

Marketable public issues
by maturity class Nonmarketable public issues Matured

- --- -------- - - -~ --- public
Total Foreign debt

public U.S. and in- and debt
End of year debt Within I to 10 10 years Special savings terna- bearing no
or month securities 1 year years and over Issues'I bonds 2 tional Other interest

1946...........
1947...........
1948 .........
1949...........
1950...........
1951...........
1952...........
1953...........
1954...........
1955...........
1956...........
1957 .........
1958..........
1959...........
1960..........
1961...........
1962...........
1963...........
1964...........
1965...........
1966..........
1967...........
1968...........
1969...........
1970...........

1969:
Jan .........
Feb.........
Mar ........
Apr.........
May........
June ...
July ........
Aug ........
Sept....
OCT .........
Nov ........
Dec ........

1970:
Jan .........
Feb ........
Mar ........
Apr.........
May ........
June ...
July-------...
Aug ........
Sept ...
Oct .........
Nov ........
Dec ........

259. 1
250.9
252.8
257. 1
256.7
259.4
267.4
275.2
278.7
280.8
276.6
274.9
282.9
290.8
290.2
296.2
303.5
309.3
317.9
320.9
329.3
344.7
358.0
368.2
389.2

54.8
49.6
44.6
49.4
49.4
47. 1
57.7
73.9
62.8
61.7
68.6
75.3
72.6
79.9
75.3
85.9
87.3
89.4
88.5
93.4

105.2
104.4
108.6
118. 1
123.4

61.7
56.1
55. 1
51.8
50.5
56.7
62.2
50.4
64.7
68.6
58.9
56.9
71.0
83.7
89.5
84.7
95.6
94.2

100.4
95.6
87.5
97.0

103.4
93,3

104.9

60. 1
60.0
57, 7
53.9
52. 5
38.8
28.7
30.3
30.2
32.9
32.9
32.0
32.0
24.6
24.2
25.4
20. 1
24.0
23.6
25.6
25.4
25.1
24.8
24.4
19.4

24.6
29. 0
31.7
33.9
33. 7
35.9
39. 1
41.2
42.6
43.9
45.6
45.8
44.8
43.5
44. 3
43.5
43.4
43.7
46. 1
46.3
52.0
57.2
59.1
71.0
78. 1

49.8
52. 1
55. 1
56.7
58.0
57.6
57.9
57.7
57.7
57.9
56.3
52.5
51.2
48.2
47.2
47.5
47.5
48.8
49.7
50. 3
50.8
51.7
52.3
52.2
52.5

. 5..
.. . 7 .

. 3..

. 8..

. 4..

6.5

6.7
7.4
6.3
9.3
10. 1
20.9
19.6

12.7
11.9
10.4
9.2
7.8
6.3
5.3
4.6
3.8
3.5
2.9
2.7
2.6
2.6
2.5
2.4

359.4 110.4 103.4 24.8 59.8 52.3
358.8 100.3 111.5 24.7 60,9 52.3
359,5 103.3 109.2 24.7 61.1 52.3
358.5 101.2 109.1 24.7 62.3 52.2
360.1 111.9 97.6 24.6 64.9 52.2
353.7 103.9 97.6 24.6 66.8 52.2
357.0 107.4 97.6 24.6 66.8 52.2
360.2 112.6 94.1 24.5 68.4 52.1
360.7 112.6 94.1 24.5 68.9 52.1
364.4 109.6 101.0 24.5 68.1 52.1
368.1 120.1 93.3 24.4 69.3 52.1
368.2 118.1 93.3 24.4 71.0 52.2

367.6 118.6 93.3 24.4 70.1 52.1
368.8 117.8 96.4 21.7 71.4 52.1
372.0 121.3 95.2 21.7 72.1 52.0
367.2 117.1 95.2 21.7 71.8 52.0
371.1 109.4 105.5 21.6 73.3 52.0
370.9 105.5 105.5 21.6 76.3 52.0
376.6 110.8 105.5 21.5 76.1 52.0
380.9 109.8 109.2 21.5 77.5 52.1
378.7 108.7 109.2 21.5 76.7 52.1
380.2 111.6 109.1 21.4 75.4 52.2
383.6 120.1 104.9 19.5 76.6 52.4
389.2 123.4 104.9 19.4 78.1 52.5

I Issued to U.S. Government accounts. These accounts also held $19.2 billion of public marketable and nonmarketable
Issues on December 31, 1970.

2 Includes sales of U.S. savings notes from May 1967 through June 30, 1970.
Source: Treasury Department.

Senator BHNNFrr. That ends my turn, Mr. Chairman. Thank you.
The CHAIRXAN. Senator Talmadge?
Senator TALMAA1DGE. Mr. Secretary, how long has it been since the

Congress raised the debt -eiling $35 billion?
Secretary CONNALLY.Wol dWar If. I don't remember the precise

year.



Senator TALMADGE. This wvill be the highest debt increase we have
requested since 'World 'War 11?

Secretary CO.,N NALY. That is correct.
Senator TALMADGE.. Every year since I have been in thle Senate wve

have at debt ceiling increase and if my memory serves inc correctly,
we had at balanced budget some three times in about 22 years.

When, if ever, will we balance our budget?
Secretary COINNALLY. 'Well, I think-I will make an answer to that

and Mr. Shultz might have also some views on it.
My judgment is we can do it in the next two or three years on a

full employment budget basis, depending on what the demands of
the economy are, tlie condition of the ecolionl1y.

1, like you, Senator, am ext'einely inte'estecl in at balanced budget.
I think that ought to be the goal of every administration e,,very year
and it ought to be the goal of the CIongress depending onl the condi-
tions of thle "colony inl at particu lar year.

Nowv, tle situation we are in now, where you have an unacceptably
high employment, rate. I think we aire justified in submitting a budget
that is not balanced onl an actual basis.

I think these conditions vary. I would say in the 1930's, which we
both remember (quite well, it would have been, I think, rather foolish
to talk about at balanced budget although it was done even in the
campaign of 1932. As at matter of fact, that wats one of the prinlcipal
clarion calls of lPresideiit Roosevelt, its I recall. He ran on a basis of
at balanced budget but it didn't develop quite that wvay.

I think there are situations that develop in the economy where you
are entirely justified in having an unbalanced budget nd having at
budget that calls for deficit spending.

Senator TmI'Ai4 ~DG. I want, to read at portion of your testimony on
page. 3, paragraph 2, aind I quote: "In viewv of the inherent tuncer-
tainties in projections looking 16 mnontlhs ahead, it seems reasonable
to round the number to $435 billion.

Does this mean that you think the estimate of the deficit is too low?
Secretary CONNALLY. I certainly hope not. I simnply mean that there

tire uncertainties, Senator. Last year the Treasury came before you
and told you we anticipated at budget of $1.3 billion deficit. It didn't
turn out thiat way. 'We had a shortfall in revenues of $10 billion, in-
creased expenditures of over $7 billion. 'We wind uip with a tremendous
deficit in 1971.

Senator TALMADOfi)E. To pursue that a little further, now, our own
staff which has had a much better record of hitting the estimates onl
the nose than the Treasury IDepartment, thinks that at shortfall on
your income for 1972 will'be at least $6 billion and since it is likely
that Congress will increase the expenditures, we are really talking
about at budgetary deficit next year of $35 to $40 billion.

,Secretary CONNAmLY. No, sir, I am not. It nlay well be that the staff
is and that, the staff may be right. They probably have a better view
of what the Congress will (10 iii terms of. appropriations than 1.1

I assume that their projection of a $6 billion shortfall in revenues is
based on an assumption which I am not prepared to make atnd that is
simply that the Gross National Product, will be in the range of 1,040
or 1,045, in that range, as opposed to 1,065.

IClerk's note: The staff estimates, prepare(] by the staff of thle Joint Committee on
Internal Rleventie Traxation. relate only to budget receipts. Expenditure estimates are those
of the administration as reflected In the budget.



Senator TALMADGE. Most all the estimates that I have seen from
economists in the country agree with our staff and they don't think
the GNP is going to be as hi as the Treasury estimates.

Secretary CO-;NALLY. I would say that the average-if you can get
an average-of the economists' views put the GNP-they would guess
it at about 1,045. It is also fair to state at the time that I make that
statement, it is fair to say that in every period of recovery, the econ-
omists-the average projections of the economists have been short.
They have been low in their estimate.

I think we are in at period of recovery. I think the recovery could
be a very substantial recovery. I think the economy could take off in
a h ighl 'satisfactory fashion the rest of this year and if we (10, I don't
think th 1,065 estimate is an unreasonable estimate ait all. I think most
of the economists mighlt ag ain be proven wrong as they have been
several times since World War II. The economists have been wrong
in their estimation of the GNP.

Senator TALMADGIE. I have a question for JDirector Shultz. During
the committee's discussion last year oil the Family Assistance Plan,
much was made of the fact that there would be little or no impact on
the budget by the enactment of the $4 billion plus plan since there
had been tradeoffs in the budget to make room for it.

We tried unsuccessf ully to get you to come ump before us, Mr. Schultz,
and discuss this with the committee. I wonder if this morning you
would tell us about this matter.

What government programs does the administration plan to sacri-
fice to enact the welfare plan which will increase the welfare rolls
more than 100 percent?

Mr'. Siirn4'rz. Senator, the President's budget, which we have been
talking about here in terms of its overall size,is'also an explicit state-
ment of composition and of tradeoffs, so to speak. That is, hie puts for-
ward the various elements of outlays and obligational authority that
he advocates, so you can read the President's priorities right off that
statement.

Senator TALMADGE. Could you tell us specifically what those trade-
offs were?

Mr. SqutLTz. I think you have to take the entire budget of $229
billion of estimated outlays for fiscal 1972; it is at statement of the
composition of spending as the President proposes it.

Now, of course, a large element in that is not under the President's
control; for that matter, it is hardly even under the Congress's con-
trol. It is part of the ongoing flow of payments.

Senator TALMADGE. Will you itemize for the record specifically item
by item what those tradeoffs aire?

Mr. SHtTLTZ. Well, the point I have been trying to make is that,
basically, that would require me to reproduce the budget. That is, the
budget is a statement of the relative amounts of money that the
President proposes to spend for all the variety of purposes that are
shown there.

Senator TALMADGE. The reason I ain so insistent, Mr. Director, is
because this Committee tried for 1 full year to get the answer to that
question last year without success and now you are referring to the
whole budimt rather than specific items. I A~'ould like to know what
the tradeoffs are.

57-528 0-71-6



Mr. SHULTZ. I think there is a temptation to think of the tradeoffs
in terms of the items that happen to increase and to say that this
could have been increased more and this less to look solely within
the framework of the things that increased or are new programs. At
least as I would judge the budgeting process, while that is important,
it is a mistake to be overly focused on increases. We ought to go back
and examine all of the existing programs and to regard the budget
as something to be looked at in its entirety and someth ing to beo
thought of in terms of the priorities of the President's budget.

Senator TALMADGE. Thank you, Mr. Chairman.
The CHAIRMJAN. Senator Curtis ?
Senator CURTIS. What is the estimate for the interest on the public

debt for fiscal 1971 ?
Secretary CONNALLY. Approximately $21 billion, Senator Curtis.
Senator CUwrIS. And what was it in fiscal 1970?
Secretary CONNALLY. Slightly less than that. I will get you those

figures in just a moment.
Senator CURTIS. All right.
Secretary CONNALLY. For 1970, it was $19.3 billion. In 1971, esti-

mated, $20.8 billion.
Senator CURTIs. Do you have an estimate for 1972?
Secretary CONNALLY. 1972 is $21.2 billion.
Senator CURTIS. 21.2 ?
Secretar-yCONNALLY. 21.2, yes, sir.
Senator CURTIS. Do you have an estimate as to how much of the

increase in the debt is dIue to increased interest rates and how much
to the growth of the corpus of the debt?

Secretary CONNALLY. No, sir. We don't have it broken down that
way, but if I undlerstandl your question, At wouldn't be great. The
increased in the debt clue to the increase interest wvotld not be a signifi-
cant figure because the interest in 1970 was $19.3 billion and in 1972
is estimated to be $21.2 billion which is an increase of roughly $2
bill ion.

Another way to answer the question, I suppose, would be that while
the debt, itself is growing in absolute terms, Senator Curtis, the in-
terest rate paid on that debt is declining. So this is why there is not
a greater disparity between the 1969 figures and the 1972 figures, for
instance, in the total amount of interest paid.

Senator CURTIS. That is all, Mr. Chairman.
The CIAIRMAN. Senator Miller?
Senator MILLER. Mr. Secretary, Senator Talmadge asked you when

you thought we might achieve a balanced budget but I suppose he
was talking about a unified budget and as you knowv, you can have a
balanced unified budget and still keep coming back to Congress asking
for an increase in the national debt ceiling.

Secretary CONNALLY. Yes, sir; so long as you have the surplus in
the trust funds, that is correct.

Senator MILLE.R. I would like to ask you whether you think we are
ever going to achieve a fiscal situation where you won't have to come
over here and ask Congress to increase the. debt ceiling?

Secretary CONNAL[-. Well, that is ain impossible question, really,
for me to answer, Senator Miller. I don't know. I think it will depend
entirely on the economic condition of the country in any given year
in which an administration has to submit a budget.



Frankly, I don't think any administration for economic or politi-
cal or other reasons likes to submit a budget with a deficit in it. So I
think your hopes for a balanced budget and any administration's
hopes for a balanced budget are identical. It depends on the situation.

Senator MILLER. I am really more interested in talking about a uni-
fied budget not increasing the national debt ceiling than I am in just
a plain balanced budget.

Now if we were talking about the administrative budget that
would be another thing but we are now talking about a unified budget
and it seems to me the' people who are paying the taxes are going to
be more interested in how much more taxes they are going to have to
pay to p~ay interest on the national debt and to pay off increases in
the national debt and I am* afraid a good many people are becoming
very pessimistic on that point, especially when we have this type of
a budget ceiling request before the Congress.

Don't you thiink that we ought to have as a target a fiscal situation
in which we will not have to increase the national debt ceiling?

Mr. SHULTZ. Could I make a comment on that? I think that cer-
tainly is a desirable target.

A couple of points. First, in fiscal year 1969 we did have an actual
surplus in the unified budget, so there is a recorded surplus somewhere
near the present time.

A second point.
Senator MILLER. That was in the unified budget.
Mr. SHtJLTZ. In the unified budget.
Senator MILLER. What happened to the ceiling on the national

debt?
Mr. SHUJLTZ. Well, the trust funds in fiscal year 1969, are showing

a surplus of collections over expenditures of $8.7 billion. So nowI
think you have to ask yourself, and here is really the point, suppose
that in the fiscal year 1969, instead of a $3.2 billion surplus, we had had
that $3.2 billion plus the 8.7. In other words, we would have been up
around a $12 billion surplus in order to bring Federal funds in to bal -
ance. That would have been a surplus in the full employment budget.

The actual unified budget surplus that we had provided the economy
a terrific wrench as we went f rom. fiscal 1968 to fiscal 1969, probably
as much of a wrench as anybody would have wanted to put. there. So,
if you had gone even further and balanced Federal funds, the larger
unified budget surplus could have been very disruptive, more dis-
ruptive even than the actual surplus was, to economic conditions.

So I think as we look ait the budget, at least as I think of it, we
need to look ait the cash flows, includiing the trust fund cash flows, in
considering the impact of the budget on the economy as a, whole. -

Senator MILLER. I am sure we do and I am sure that is one reason
why-one of the reasons why we switched to the unified budget. When
you run into people on the street back in my State and they say how
can you possibly be increasing the debt limitation by $35 billion when
your deficit only shows mnaybe 18 or 20, I say, well, this is a case of
using the trust fund balances and taking into account cash flows. They
come back and they say but that means the taxpayers are still going
to have to pay for that. This, of course, is one reason why I regretted
that we shifted over to the unified budget concept because I think that
the people who are paying the bill are concerned about how much
extra tax of this nature you are putting on their backs.



That is why to me the most important. question is whether or not
a target, a fiscal situation of no increase in the national debt should
be a target.

Granted that, you may have changes in economic conditions which
p~ostponle achievement of that target, it seems to me that we ought to
be looking for an economic condition in this country so that we are
not increasing the national debt ceiling.

Do you agree with that?
Mr. SHiuLTz. I think that would be highly desirable with the proviso

that you had on it that, given the flows of funds-including trust
f unds-and the way they are programmed, we have to be cognizant
of the impact of these cash flows on the economy and not become so
fixed in one goal as to neglect other goals.

Senator MITALER. I understand. Now, Mr. Secretary, we are talking
now about a fiscal 1972 budget known as a full -employment budget and
one of the makeups of that is an $11.6 billion deficit. That is premised
upon certain budget outlays, outlined by Mr. Schultz on page 3, in-
creases in 1972 over 1971, including a 6-percent social security benefit
increase.

If I read the figures correctly, that 6 percent is very likely to- be-
come 10 percent. I don't know where the. Congress is going to go on
some of these others.

Would it be your position that if the Congress increases the spend-
ing requests in the President's budget that it ought to be willing to
match those increases by increases in taxes so that we will preserve
the $11.6 billion budget deficit?

Secretary CONNALLY. Well, stated another way, I think this budget
which anticipates $11.6 billion deficit is a full employment budget. It
always, at least in my mind, is a budget that anticipates a spending
ceiling. It is a budget that calls for the discipline of a spending ceil-
ing, not alone for the purpose of preserving no more than $11.6 bil-
lion deficit but in truth andt in fact a limit on spending so that we don't
again get into an inflationary spiral period kicked off by a spending
level that is far in excess of the anticipated revenues even on a full
employment basis.

Senator MILLER. But suppose the spending was increased by the
Congress by, let's say, $10 billion. Of course, that would tend to heat
up the economy.

Secretary CONNALLY. Yes, sir.
Senator MILLER. But suppose Congress came along and matched that

by a $10 billion increase in taxes over the budget estimate. Wouldn't
you have a neutral situation so that the target of a $11.6 billion budget
deficit would be there?

Secretary CONNALLY. You should have-the point that I would
merely raise there is simply that we have a given economic situation
in this country where we are trying to stimulate the economy to pro-
vide the jobs.

Now, thie question is about spending an additional $10 billion and
raising taxes for that additional $10 billion. I think you are going to
have a negative effect on the expansionary concept that we need at the
particular moment in time in order to provide the jobs and reduce un-
employment.



Would you indeed maintain the relative position of expenditures
and revenues and hold the deficit to $11.6 billion. That is true, and so
far as your question goes I would have to say, yes, that would occur.
But if you imposed an additional $10 billion in taxes, whatever the
form, it would have a very adverse effect on trying to revitalize this
economy which we are trying3 to do.

Senator MILLER. Wel 1 Iwould be inclined to agree with you but
it seems to me after very carefully analyzing this mix the administra-
tion has arrived at an expenditure ceiling which they are asking
Congress to maintain, matched by revenues and deficits, and that
$11.6 billion is the fallout. If those in control of the Congress are go-
ing to exceed that spending ceiling the very least they can do is to
match it by additional taxes so we don't end uip with a $20 billion
budget deficit which I would guess would be an inflationary budget.

Secretary CONNALLY. Yes, sir. There is another way of saying it,
too. If you increase-let's take social security-if you increase it from
six to 10, then to conform to the discipline of a full employment budget,
you ought to cut something else out of the budget. You ought to take
that much out. That is another way of doing it.

That is something for the whole country to understand, the Con-
gress as well. If you subscribe to this full employment budget-and
it is something that is worthwhile, and it is worth considering and it
is worth adhering to simply because it imposes a discipline on the ad-
ministration and the Congress itself-you are going to limit expendi-
tures, in relation to at least what this economy can do on a full em-
ployment basis, so that you don't gt into the spiraling inflation that
you got into in the 1968-1969 lperiod.e

Senator MILLER. I detect f rom your answer that the number one
preference of the administration would be that if any of these spend-
ing items go up over the administration's requests, that those in con-
trol of the Congress should be willing to cut back in some other areas
so that the level of spending will be as recommended by the administra-
tion. But failing that, the second position would be that if you are
going to go up over those spending requests of the administration,
then those in control of the Congress ought to be willing to match them
with tax increases sufficient to offset that so that we end up mrith an
$11.6 billion budget deficit.

Do I state the proposition accurately?
Secretary CONNALLY. You state my position accurately.
Senator MILLER. Could I ask Mr. Shultz for a comment?
Secretary CONNALLY. Mr. Shultz might have a different view.
Mr. Siiui.Tz. I would focus not so much on the $11.6 billion deficit

as on keeping outlays within full employment revenues, that is, the
revenues that the existing tax system would produce at full employ-
ment. The $11.6 billion is a derivative of a forecast for the economy
which we believe is a reasonable and good forecast and a good objective,
that may or may not be attained. It may be too low. It may be too high.

And the $11.6 billion will change around in response to that.
But what seems to me important is to keep our outlays within the

full employment revenues, whatever the actual revenues turn out to be.
Senator MILLER. And not exceed them.
Mr. SHtJLTz. That is right.
The CHAIRMAN. Senator Ilartke?



Senator HARTKE. Following up on that, Mr. Schultz, is what you are
saying that the full employment budget can be interpreted various
ways? What you can do is anticipate your revenues wvill be iiigher and
therefore your expenditures will be higher? As long as you are in that
position you would agree with that interpretation?

Mr. SHiuL.Tz. I think the full employment revenues are more or less
calculable and are independent of what the economy is actually doing
during that fiscal year.

Senator HARTKE. That is right.
Mr. SHiuLTz. So that your calculations of what the full employment

revenues would be wouldn't change whether the economy goes up more
than you think or not as much as you think.

Senator HARTKE. Yes, but if wNe put in a balanced budget multiplier,
you could increase the expenditure side and increase the revenue side
and keep the deficit at the same level or possibly lower, could you not 9

Mr. SHUJLTZ. I am not sure I am following you precisely, but I
take it what you mean is that if spending goes up, we get a multiple
effect?

Senator HAxRTKE. That is right.
Mr. Siui,,rz. Through the economy, multiplier effects.
Senator I-ARTKF.. Right.
Mr. SiiuLTz. And this will have the impact of raising actual

revenues.
Senator HAIRrKE. That is right.
Mr. SHTULTZ. And thereby reducing the actual deficit.
Senator HARTKE. That is right,.
Mr. STULTZ. My problem with that is that the outlays may take us

above the full employment revenues. Then we would have built for
ourselves a long-term problem of trying to get back within those full
employment revenues as we seek a strong control of resurgent inflation-
ary elements.

~Senator HARTKE. The difficulty with the present, approach is that
it is retrogressive in its effects in view of the fact that exactly the
converse is true. What happened in this last fiscal year was not only
that there was excessive spending. The fact was that the revenues
dropped due to a slowing of the economy. Exactly the reverse of what
I am talking about economically happened and it was the intention
of the administration to slow down the economy with the hope that it
would slow down the inflation without increasing unemployment. And
that didn't work, did it?

Mr. STTTJLTZ. First of all, the change in the deficit position is made
uip in part of a decline in receipts.

Senator HARTKE. That is right.
Mr. SH-uLTz. Not in major part.
Senator HTAITKE . In major part, how much ?
Mr. Snurz. I believe it is around $8 billion. The outlay change is

on the order of $12 billion. The orders of magnitude are in that gen-
*eral ballpark.

Senator HARTKE. Do you disagree with what I said? In other words,
the plan was to slow the economy with the hope that it could control
inflation at the same time that it would not have an appreciable in-
crease in unemployment.



Mr. SHUTLTZ. Certainly the desire was to do something about the
inflation, and there is no known way that I have ever heard of of doing
that without slowing the economy down.

Senator HARTKE. All1 right. Now, Mr. Shultz-
Mr. SHIULTZ. And I believe that-
Senator HARTKE. I am limited in time. You are not-what I want

to come back to is that that policy has now been reversed 180 degrees.
The policy now is to try to put back 1,600,000 people who have been
thrown out of work since last year, to try to put the emphasis on un-
employment and lower that unemployment factor and at the same time
hope that, you do not have an inflation which is out of hand.

Isn't that. what you are really trying to do?
Mr. SHULTZ. No, sir. I think I would put it more this way: That

when the President came into office in early 1969, it was very clear to
everybody-and this must be the view of the Congress as well, in view
of the fact that you passed the surtax in 1968 and the budget submit-
ted by President Johnson which President Nixon closed out, the fiscal
1969 budget, was a much different budget from the fiscal 1968 one-
that our number one problem in the economy at that time was to do
something about inflation and that we couldn't possibly do it if the
economy didn't get slowed down some,. So that was recognized by
the President.

Stern discipline was applied in that regard. At the same time, from
the beginning this adinimistration- has recognized that there is always
a twin problem in operating an economy with the kinds of aspirations
we have. On the one hand we must be concerned about inflation and
do everything we can to keep it contained. On the other hand we can-
not lose sight of the importance of maintaining a level of economic
activity suchi that unemployment doesn't rise unduly and economic ex-
pansion is not curtailed unduly.

So, a balance has been sought, fromn the beginning. Obviously, as we
are making progress against, inflation, and we are, and as the economy
has slowed, it now is desirable to see the economy start expanding and
expanding fast enough so that it can cut into unemployment, which
means expanding more rapidly than its natural rate of increase.

That seems to me at sensible evolution of policy, not an excessive
one that has to be revised.

Senator HAkrTKE. If Senator Talmadge's statement is correct, that
you may have a $35 or $40 billion budget deficit this year

Mr. SiuiLrz. I don't-
Senator HARTKE. And it is also true
Mr. SHUJLTZ. I don't believe there is any chance that we will have

a $35 billion deficit.
Senator HAIITKE. 1I am using Senator Talmadge's-
Mr. SHUtLTZ. I don't believe that is what Senator Talmadge said.

He was speaking about, the Federal funds part of the unified budget.
Senator JIARTKE. Pardon me. I meant on the Federal funds. I wn%"It

to correct that. That is correct. If you have that $35 or $40 billion
deficit in fiscal 1972, isn't that going to be tremendously inflationary
if it occurs?

Mr. SHlULTZ. It depends entirely on wh y it occurs. If what, we have
is an economy that rises much more slowy than we anticipate

Senator HARTME. Let me just stop there to say to the Secretary,
when you said the economists always have underestimated expan-



sion of recovery, isn't it true also that the Treasury has always over-
estimiated the revenues they are going to receive every year?

Secretary CoNNALLY. I am not prepared to stipulate to that but
I will check the record to see if that is so. Mr. Volcker says that
is not, true.

Mr1. SHULTrZ. May 1 comment, onl that ?
Ili our discussionss with the President way back last July, we had

3 long (lays of discussion about the fiscal 1972 budget. The first chart
that we used inl talking to the President was our humility chart.
W~e took the actual (rNP for each fiscal year throughout the entire
lost World War 11 lperiodl and the GINP that was forecast in the
economic report anid in the budget. That is at bipartisan exercise,
since Democrats andl Repnlblicans both made these (iNP projections.
Anld we found there were errors onl the high side and errors onl the
low side. I must -say the size of the errors is larger than one would
like, wichl is NNvhy we called it our hutmility chart. We were not
there to say we hiad all the answers.

Senator 1-ATITKE. Let me ask you, Mr. Shultz or Mr. Connally, isn't
there ai crisis of confidence ait the present time in the marketplace?
Iin't it. true there is ai lot of niioniey in the banks ait the priesenlt time
tund the lrobleiin is to find people who canl and aire willing to borrow
fltt money'? Savings aire upl anid the question is whether or not, the
consumer will spend that mioniey rather than the question of at crisis
of mon01ey supply).

Mfr. ~iur.Well, I wouldn't say that there is any evidence of
crisis inl the financial markets. Whleni you have the stock .market rising
thie way it hats, that is, if anything, ai signi of great confidence inl the
lpotenitial exmi~asioii of the economy.

Senator HARTrKE. Who is in the stock market? Is the public in it
or is it the funds?

Air. SHUTLTZ. A lot of different groups aire in it, and I don't have
anl analysis.

Senator IIAITKE. Thie public hasn't gotten into the market yet, have
they, really?

In other words, the savings have been going up. Isn't it true the
savings atre up all over the .Nation?

Mr.* SiiurTz. For a very good and clear reason, namely, the-
Senator ILAwRKE. Thle, consumer-
Mr. SHiULTZ (continuing). The decline in interest rates that the

Secretary has pointed to, particularly the short-term rates, which
have fallen well below the rates of interest paid onl a typical savings
account. Money has moved into those savings accounts. If there would
be anything predictable in people's behavior, that would be it.

Senator IIAR'rKF,. Let mne ask you this final question,~ in my limited
time: Is the present increase in the money supply satisfactory to the.
administration?

Mr. SHiJLT. I think the Secretary has commented on that and I
would only second what he said.

Senator IIARTKE.. 'What is that statement? I don't understand.
Secretary CONNALLY. Mfy statement is that the last 4 weeks, I be-

lieve ending onl February 24, that the rate of increase was appr~oxi-'
mately 12.1 percent and that is entirely satisfactory.

Senator- HAUTRE. Do you anticipate -that for the future? Do you
think you need that for t .he future?



Secretary CONNALLY. I never want to try to put a precise figure.
I think it is subject to change. We don't need 12; we need more than
three: we need more than four. It is somewhere in thle range of six,,
live to nine depending onl what happens, but I certainly wouldn't want
to try to put a precise figure on it.

Senator HARTKE. One other comment I would like to make is that
there is a complete absence of any reference whatsoever to the effect
this deficit will have on the balance-of -payments situation, but I know
my time is ended.

The CHAIRMAN. Senator Jordan?
Senator JORDAN. Thank you, Air. Chairman.
A year ago we were told that the surplus for fiscal 1971 would be

in the neighborhood of $1.3 billion. We are told now that onl better
advice and, of course, a shorter amount of unexpired time before the
end of fiscal 1971, now less than 4 monthis-that the deficit is going
to be in the order of $18.6 billion.

Someplace in the last 6 or 8 months this discrepancy of some $20
billion has come into our estimates. I have a very difficult time in
seeing how that wide a discrepancy can prevail.

This morning, to confuse ine further, Secreatry Connally says that
the shortfall in revenues for fiscal 1971 wvill be on the order of $10
billion and the expenditures will be higher by $7 billion. That closes
a total of $17 billion of the $20 billion gap. Then Director Shultz
says the shortfall in revenue will be $8 billion and thle outlays will
increase by $12 billion.

Who does the forecasting?
Mir. Siuurz. I think I can clarify that point. My comment-
Senator JORD)AN. Will You, P lease.
Air. SiiuLTz (continuing). Used as its measuring point the original

budget and I believe the Secretary's comments, if I am not mistaken,
used'the estimates in May which were revised f rom thle original budget
as the point of departure for the numbers that hie had, and the two
are readily reconicilable, and wve can present a table to you.

Senator JORDAN. I wish you would. Trley are about $5 billion apart
and that is it substantial sum.

Mr. SnULzz. We can remedy that.
Senator JORDAN. I wish you would do that.
(Informnation supplied A this point follows:)

The two sets of figures were derived as follows, in billions of dollars:

TRiEASUIIY 0MB

Estimated deficit (-)p Estimated surplus,'May 1970 ----------------- 1.3 February 1970 ------------- 1.3
Estimated recipts: Estimated receipts:

May 1970 ---------------- 204.3 February 1970 ------------ 202. 1
January' 1971 ------------- 194. 2 January 1971 ------------- 194. 2

Decrease (-) ---------- 10. 1 D)ecrease (-) ----------- 7.9
Estimated outlays: Estimated outlays:

January 1971-------------212. 8 January 1971 ------------- 212. 8
May 1970 ---------------- 205.6 February 1970 ------------ 200.

Increase ()-------7. 2 Increase (-) ----------- 12. 0

]Estimated deficit, Estimated deficit,
January 1971 ------------ -18.6 January 1971 ------------ -18.6



Senator JORDAN. I would like to ask a question of you, Director
Shultz.

Is the forecast of this $229 billion budget for fiscal year 1972,
predicated onl a gross national product of $1,065 billion for calendar
year 1971 ?

Mr. SHUJLTZ. The estimate of receipts, which I believe is $217.6
billion, is predicated onl the $1,065 hilIlion average for GNP in cal-
endar year 1971.

Senator JORDAN. I-ow was that $1,065 billion arrived at? Did you
come up with the amount of collections. that you needed and calculate
it would take that level of activity in the economy to support it or
(lid you do it. some other way?

Mr. SHULTz. No, sir. The President used the full employment idea
aS his guide in planning outlays and so we calculated full employment
revenues. Then, as the outlay (decisions were made, the questions were,
in addition to those involving individual items, of course, what is a
proper level of outlays in relationship to the full employment rev-
enuies. As the budget shows, the President's decision wvas to bring those
outlays right up to the full employment, revenues in the interest of
expanding the economy but to maintain the discipline of full em-
ploymnent, revenues so that, as I was saying earlier, the balance of
concern with unemployment and inflation wats well represented.

Now, the $1,065 billion estimate wats necessary for uts in estimating
actual receipts, in estimating things like the unemployment compensa-
tion payments that, we would expect to make and other such things inl
the budget. That was done ats an economic forecast with the leadership
of the Council of Economic Advisors and participation by the Office
of Management and Budget and the Treasury.

Senator ,JORDAN. W11ell, now, do you purposely underestimate what
the increase in expenditures is going to be? Senator Miller called at-
tention to the fact that you have only calculated there will be at 6 per-
cent Social Security increase and H.R. 1 calls for at 10 percent increase.
A 10 percent increase passed the Senate last, year unanimously and
yet you are only calculating a 6 percent increase in Social Security
payments.

Do you purposely underestimate what the increase in expenditures
is likely to be?

Mr. 'SiauLz. Our hope and expectation is that when the Congress
is dealing with the Social Security question, it deals simultaneously
with the outlay side and also the importance of maintaining the inl-
tegrity of the trust fund. Our presumption is that, if the increase is
more than is budgeted, something will be done onl the receipts side as
well. But we have made as careful and direct an estimate as we can
of outlays, and we have tried to show exactly hlow we calculated
them.

Senator JORDAN. Wholesale prices are upl slightly, the highest inl 17
years. 17memployment is down slitditly. JDr. Burns keeps recommend-
ing anl incomes policy and you resist it. Dr. McCracken intimates that
personal income tax cuts may be required if the economy needs stimu-
lation. Others; have taken the position that we need a restoration of
income tax credits. Where do you stand?

Mr. SITULTZ. Well, the President's position is that the tax system ats
it now exists should be. maintained this year, that the outlay plans that
hie has put forward are the right outlays, and that is where we stand.



Now, insofar as the so-called incomes policy question is concerned,
of course, that is a matter of many different kinds of things. I think
that if you will read the speech Dr. Burns' made out in California, in
which he specified his idea of what anl incomes policy would be, and
then compare it with things that have actually taken place as a result
of the President's action, you will see that there is a lot of correspond-
ence there. That does not mean that each item, one for one, is agreed
on but rather that we are all concerned, we are doing everything we
can about inflation. The President has expressed this concern reeat-
edly. We are concerned about things the Governmenit may doing
in its regulations, in its purchasing policies, and so forth, that tends
to have a stiim1-ulative effect onl inflation. We feel that we should look
ver~ carefully at any such item and have been doing so.

enator JORDAN. What is the likelihood we are going to get pro-
posals for personal income tax cuts, and/or investments tax credits?

Secretary CONNALLY. Senator, in 1969 we gave individuals an enor-
mous amount of tax relief. The effect in 1972 is more than $7 billion.
Some other cuts have not even taken place yet. Some will start in Jan-
uary 1972 and others in January 1973. And, to answer your question
one way, as a result of prior actions of the Congress, tax cuts are yet
to come.

I do not anticipate that there will be any additional recomnnenda-
tions from the Administration with respect to taxi cuts this year ini
terms of personal income taxes. This is not to say that the idea is
foreclosed because nothing that I say should be interpreted to fore-
close any course of action to achieve the necessary goals of the
Administration.

But secondly, with respect to investment tax credits, I do not antici-
pate that any such recommendation will be made again to the Con-
gress with respect to those. That particular matter has been adopted
twice by the Congress, repealed twice by the Congress, and I do not
anticipate that there will be any recommendations with respect to
reinstating it this year.

Senator JORDAN. Thank you.
My time is up.
The CHAIRMAN. Senator Fannin?
Senator FANNIN. Mr. Chairman, Mr. Secretary, we hear much about

balanced budgets and there were discussions regarding the topic here
today. I know that the people profess they want a balanced budget
but they also want their pet project. I am j ust wondering, will we be
able to discipline ourselves? I am talking about both the C"ongress and
the Executive Department.

I did introduce a resolution that would provide for a constitutional
amendment that would require a balanced budget in a two-year period.

Do you feel that we must come to something that would be manda-
tory? Now, of course, in times of emergency or even in times of
economic emergencies this would not be in1 eftect. From a historical
prospective we just have not been able to discipline ourselves. So do
you think that if we were forced to provide a means of raising the
revenue by taxation before we canl spend the money, that it would
be an improper move?

Secretary CONNALLY. Senator, we obviously get into an area here
where I cannot answer without being I suppose somewhat philosophi-



cal about it and I think perhaps one answer would be this. To convince
a mn against his will, lie will be of the same opinion still. It is an old
rhyme, and obviously if you want to try to insure that the Congress
does not exceed a budget, then make it mandatory. Put what you
can make mandatory you can repeal. What you can pass you can
repeal.

Senator FANNIN. Well, if it is a constitutional amendment it is
not so easy.

Secretary CONNALLY. No, but I doubt that the people-your judg-
ment is better than mine-but I doubt the people would adopt a
constitutional amendment. You would have to have so many exemp-
tions in it with respect to emergencies, wars, unforeseen circumstances,
that probably it would not be as meaningful as you would like for it.

Senator FANNIN. Maybe not as meaningful as we would like but
still if we could attain at partial goal, that certainly would be I think
a commendable venture.

Secretary CONNALTJY. Certainly I would not argue against it. Don't
misunderstand.

Senator FANNIN. I would say that your Governor expressed tre-
mendous interest in this program. We did not go forward successfully
in the last session of Congress. I know under present circumstances it
would be very hard to do anything in this session of Congrs but at
the same time we should look forward to the prbestat we will
face. As our, debt grows and the problems involves the stability of the
dollar, then I think we may be forced into this approach.

Secretary CONNALLY. I have only one other comment and I am
sure Mr. S hultz will have one. I always view with some concern a
p~rop~ositioni of this kind simply because I think this country and this
government ought to be able to discipline itself to the point it does
not have unnecessary restraints placed upon it to meet the contingen-
cies with which it is faced.

You obviously cannot have or should not have a mandatory require-
ment that you have a balanced budget every year. I do not think this
is in the best interests of the people.

Senator FANNIN. I did not say that.
Secretary CONNALLY. I know you did not. I am merely building my

case here for the moment. If it is not 1 year, is it 2? I doubt it ought,
to be as short at 2 years. Maybe it should be 5. Then you get into the
change of administrations and the fellow says I am going to balance
it up to a certain point of time. It is a question of where you start and
where you stop determining what year. T think it has some difficulties
with it.

Senator FANNIN. Well, Mr. Secretary, I have to disagree. *What
could be worse than what, we are facing today? Continuing deficit
spending can go only so far until the very stability of our dollar is
threatened. I think today it is in jeopardy.

Secretary CONNALLiY. Let me answer it another way. The full em-
plovment budget, if it is understood by the American Deople, is pre-
cisely what you are talking about. Outside of the mandatory aspects,
it is a self-imposed discipline on spending. It basically says that you
cannot, should not, spend in excess of what this country can produce
when the people are fully employed.

Now, it is a very strict discipline if this Administration, if this
Congress will subscribe to it. And this Congress hias elected-I person-



ally have a great deal more confidence perhaps in this Congress than
many people do. I think Congress can discipline itself. I think you are,
spokesmen of the American p~eole. I do not think people have to put
a mandatory restraint upon you to make 'you do what yon think is in
the best interests of the p~eop~le. That is where I basically depart in the
sense I do.

Senator FANNIN. I am glad you have that great confidence. I do not
have, just from the standpoint of what has happened, what we have
seen taking place in the last few years. That is why I amn so vitally con-
cerned.

Would the Director like to-
Mr. SHUTLTZ. I share the Secretary's hesitation about getting our-

selves into a sort of constitutional straitjacket in management, of onr
economic policy. I would say on the question of the debt that, the lpro-
portion that the Federal debt bears to the Gross National Product has
dropped dramatically since World War II. It hats just been at very
sharp decline, and we have some numbers on that-

Secretary CONNALLY. From 104 percent down to 30 percent. Slightly
less than 30 percent.

Mr. SH-uLTz. So you can see there has been at decline here of at sub-
stantial proportion.

On the question of how to maintain at disciline on outlays and on
budgets generally, we intend in the Executive Branchi-amul the Presi-
dent has been very strong on this-to maintain the discipline of the full]
employment revenues. H-ow we can best work with the Congress on
that, we are open to suggestion. We want to work with the Appropri-
ations Committees on that point. If there are ways to construct at ceil-
ing so that it is not as rubbery as some of the ceilings have been in the
past, we would like to work with you on that point.

Senator FANNIN.-Well, Mr. Director, you know wve have certainly
provided for programs for which we have not furnished revenue and
we are continuously doing that. All I am saying is that if we are going
to have legislation that will foster these costly programs that perhaps
are needed, then wve have that same obligation to provide the revenue
for paying for those programs.

I do not think it is right for us to be f ree to pass legislation that;,
requires fantastic amounts of money and still not to provide any way
of raising that revenue.

Mr. SHULTZ. As a basic proposition, I agree with you completely.
And I think Senator Miller was also making the same point.

Senator FANNIN. Yes. Just one other matter. In making your projec-
tions, do you anticipate improvement in the balance of trade?

Secretary CONNALLY. We would hope so, although I do not want
to be too sanguine about it very frankly. On the trade balances them-
selves wve had a surplus. On official settlement basis, though, wve had
a $10 billion-in round figures, we had $10 billion'deficit. I do not
frankly anticipate that we are going to improve that materially during
this year. I hope we can.

We are concerned. We are very concerned about it.
Senator FANNIN. The balance of trade is something that I have been

vitally concerned about, especially when we witness our own companies
going overseas because of the lower cost labor, practically exporting
those jobs, and then shipping back to the United States. In other words,



goig into Korea, Taiwan, Hong Kong, countries that do provide this
flw-cost labor but at the same time competing with our products that
are manufactured in this country and we cannot even get consideration
through the I)ISC.

Senator Miller thought that the Secretary was answering my ques-
tion on the balance of payments, not on the balance of trade. 'Were you
referring t~o balance of payments or balance of trade in answer to our
question'?,

Secretary 'CONNALALY. I would hope the official settlements, the $10
billion would be improved. I do not want nowv to try to say how much
it will be improved.

Senator FANNIN. I was expressing mny thoughts on this matter and
directing a question to you, Director Shultz. Will the Administration
a gain recommend the D)ISC program or some type of a change, for
instance, at change in tariffs, or review of GATT, in order that we Cani
try to change this inequitable position I feel we aire in today. Certainly
we could refer to the tremendous increase in the imports of foreign
cars or we can talk about electronic equipment or almost, anything we
ca!tre to talk about.

I knowN you have recently taken some action as far as the TV sets
coming in from Japan and that was very encouraging., but we still
have at tremendous imbalance of a billion and at half dollars in balance
of t ra de with Japan in 1970.

Mr. Si[uLTz. I ami not sure exactly what the balance is, althought
we sell a great (leal to -Japan as well as buy a great deal. I1 think, for
example, it is important to recognize that we sell over a billion dollars'
worth of agricultural products to the Japanese, so that anyone inter-
ested in agriculture needs to be quite alert to that point..

The President has been very concerned about the whole trade pic-
ture, and we have taken at num-ber of steps. Perhiaps the most interest-
ing from at strictly administrative point of view is the creation of a
new Council on International Economic Policy, which the President
formed just recently following recommendations of the Ash Council
of which the Secretary was a member. We think the operation of that
Council will enable uts to pull the various threads together more effec-
tively anid to appraise more effectively our overall situation, what is
happening to it, and what we should do about it.

Sgo we are encouraged that this new arrangement will allow us to
do better in the whole trade area.

I would like to say at the same time we are concerned about areas
being affected by imports but ait the same time impressed with howv
much we have to gain as a country from flows of trade back and forth.

Senator FANNIN. I am certainly in favor of free flow of trade but I
certainly am not in favor of the inequities thlat exist now when we
have under G-ATT. Foreign cars will be coming in next year I think
at am 3 percent tariff. If we try to get a car into Japan it is 17 percent.
Electronics equipment comes in at. 6 percent. We try to get it into
Japan at 24 percent.

Mr. SiwuLrz. I think there are many issues of the trading ptterns
and regulations around the world, with the development in9 the Com-
mnon Market, as well as in Japan. 'We need to be alert to our interests
and we hope that this Council will help us to be alert to those interests.

Senator FANNIN. Thank you.



Secretary CONNALLY. On that point, Senator Fannin, I know you
know that there is $200 million in the budget, anticipating that Con-
gress favorably acts on this, which will be resubmitted during this
year, hopefully to improve the sad situation that you have just re-
lated.

Senator FANNIN. Thank you, Mr. Secretary.
The CHAIRMAN. Senator Byrd
Senator BYRD. Thank you, Mr. Chairman.
Secretary Connally, you are here today in relation to two different

matters. One, you would like to have the authority for the Treasury
to borrow $10 billion in long-term bonds at, an interest rate greater
than 414 percent?

Secretary CONNALLY. Yes, sir.
Senator BYRD. And your second matter presented today is an in-

crease in the debt ceiling?
Secretary CONNALLY. Yes, sir.
Senator'BYRD. The first o I am inclined to support. As I under-

stand your reply to a question by Senator Bennett, you feel that the
issuance of short-term Treasurys which you have to do since you are
not in a position to sell long-term bonds at the interest, ceiling which
is now imposed, that this has an adverse effect on interest rates and
has an inflationary impact on the Nation?

Secretary CONNALLY. That is correct.
Senator BYRD. That is your view?
Secretary CONNALLY. Yes, sir.
Senator BYRD. Now, I am not enough of an expert on this thing to

know how it works, but right after the tremendous increase in interest
rates in the spring of 1969, I went back and checked the sale of short-
term Treasurys for the 5-month Iperiod October 1968 through Feb-
ruary of 1969 and I found that the Treasury sold some $29 billion in
short-term Treasurys during that period of time. The interest rates
subsequent to that, shortly thereafter, went, up substantially which
would seem to bear out what you are saying right now.

Then we come to the next year. For the same period of time, Octo-
ber of 1969 through February of 1970, the short-term Treasurys which
were sold were only $15 billion, not munch more than half of what they
were the year before, and the interest, rates began to come down.

Now, whether they came down as a result of that I (10 not know.
But now we come to October of 1970, that period from October 1970
to February 1971, and we find that the Treasury has sold some $32
billion in the short terms.

Now, that is substantially more than it was 2 years ago and more
than double what it was last year.

My question is does that indicate that p~erhap~s interests rates will
now be inclined to go uip?

Secretary CONNALLY. No, sir. 1 do not think so. I think you can
put too much emphasis perhaps on the short run, the short look at
what these Treasury bills (10. I think all it means to me is that money
is highly volatile commodity and that it will actually--it will fluctuate
in strange fashions ait times, very frankly, depending on what the
psychology of people, what they 'think is going to happen, not only
here but around the world.



Senator BYRD. The more short-term bills yqu have to sell, it is to
your interest.

Secretary CONNALLY. Absolutely. With respect to this point. Any
time you get into an inflation period where t ere is an' excessive de-
mand for money, then we have to constantly go into the market to
finance this debt and have to issue short-term bills and certificates.
We cannot issue anything over a 7-year duration. Beyond any ques-
tion, we contribute to this enormous demand and help push interest
rates up. No doubt about it.

Senator BYRD. So when you sell $32 billion as compared to last
year's $15 billion that is bound to have some impact on thie market?

Secretary CONNALLY. Except that now we are in a falling market.
The money supply is increasing. There is not the demand for money.
As Senator Hartke pointed out a moment ago, there is a tremendous
amount of money, M-1, so-called, in the banks. There is not the pTes-
sure right now for money that there was in the period when we pre-
viously issued the securities to which you refer.

Senator BYRD. Of course, as you say, that changes from time to time.
Secretary CONNALLJY. Absolutely.
Senator BYRD. Three or 4 months f rom now.
Secretary CONNALLY. That is correct, and frankly one of the things

we want the Congress to do is permit us to issue some long-term bonds
in a period when we think the interest rates are going to be attractive
enough that we can do it. I personally, as I testified at moment. ago,
hope we have not seen the, bottom of them. I hope very probably that
interest rates go down a bit more, particularly on long-term bonds. I
think it is essential to the economic recovery of this country to have the
economic vitality which we hope for, to have the jobs we need. We
are going to have to have relatively inexpensive money.

Senator BYRD. To get to the increase in the debt ceiling, as I under-
stand it, the debt at the present time is, in round figures, $390 billion,
the debt itself ?

Secretary CONNALLY. That is correct. Slightly above 391.
Senator BYRD. And you are seeking an increase to 435 in the ceiling?
Secretary CONNALLY. We asked that originally. The House gave us

430 and we will settle for that.
Senator BYRD. In any case you expect. an increase of somewhere

around $40 billion in the debt during the next 15 months?
Secretary CONNALLY. That is basically correct.
Senator B3YRD. F orty billion dollars during the next 15 months.
Now, to get to the deficit, I am dealing now with the Federal finds

deficit, and I find-I have a table here which I will ask the chairman
if I may insert in the record.

The CHAIRMAN. Without objection, agreed.



53

(The table referred to follows:)

Deficits in Federal funds, 1961-72~

[In billions of dollars]

Receipts Outlays Deficit(-

1961 ---------------------------------- 75.2 79.3 4. 1
1962 ---------------------------------- 79.7 86.6 6.9
1963 ---------------------------------- 83.6 90.1 6.5
1964 ---------------------------------- 87.2 95.8 8.6
1965 ---------------------------------- 90.9 94.8 3.9
1966 ---------------------------------- 101.4 106.5 5. 1
1967 ---------------------------------- 111.8 126.8 15.0
1968 ---------------------------------- 114.7 143. 1 28.4
1969 ---------------------------------- 143.3 148.8 5.5
1970 ---------------------------------- 143.2 156.3 13. 1
19711'---------------------------------139. 1 164.7 25.6
1972' --------------------------------- 153.7 176.9 23.2

12-year total -------------------- 1, 324. 2 1, 469. 7 145. 9

1Estimated figures.

Senator BYRD. A table of receipts and outlays and the deficit for
each year, beginning in 1961, the 12-year period going through fiscal
1962, and we find we did have a deficit in every one of those years,
which includes the current fiscal year estimate and the new fiscal year.

Now, this is interesting to me and I think of some significance. For
the last 3 years of President Johnson's administration, namely, fiscal
1967, 1968, and 1969, the accumulated deficit was $49 billion.

Now, for the first 3 years of President Nixon's administration,
namely, fiscal 1970 through 1972, namely, 1970, 1971, and 1972, the ac-
cumulated deficit will be $62 billion.

I think that is optimistic. My guess is it is going to be substantially
more than that. But nevertheless by the figures submitted to the Con-
gress, the accumulated deficit will be at least $62 billion for those 3
years.

Now, to me that is alarming and discouraging. I realize that others
do not take that, view and they are entitled to take a more optimistic
view, but I think this continued deficit financing is alarming. I am
very much discouraged that the administration is deliberately going
into deficit spending which is completely contrary to what it did last
year and contrary to the President's statement to the Congress in his
state of the Union address of a year ago.

Now, another table I would like to put into the record, if I may, Mr.
Chairman, is a table of Federal taxes and spending, Federal funds re-
ceipts beginning in fiscal year 1968 through 1972, the receipts and ex-
penditures for the Federal funds and receipts and expenditures for
the trust funds, and the deficit or surpluses.

I would like to ask the committee's approval to-
The CHAIRMAN. Without objection.



54

(The table referred to follows:)

FEDERAL TAXES AND SPENDING

IAII years are fiscal years, July I-June 30-Federal fund receipts in billions]

Fiscal year

1971 1972
(esti- (esti-

1968 1969 1970 mate) mate)

Individual income taxes --------------------------------------- $69 $87 $90 $88 $94
Corporate income taxes---------------------------------------- 29 37 33 30 37

Subtotal (income taxes) ------------------- --------------- 98 124 123 118 131
Excise taxes (excluding highway) --------------------------------- 10 11 11 11 11
Estate and gift------------------------------------ ----------- 3 4 4 4 5
Customs --------------------------------------------------- 2 2 2 2 2
Miscellaneous ----------------------------------------------- 3 3 3 4 4

Total Federal fund receipts-------------------------------- 116 144 143 139 153

Federal fund expenditures in billions (total outlays) ------- _----------- 143 149 156 164 176
Federal fund deficits (-) (total) --------------------------------- -27 -5 -13 -25 -23
Trust fund receipts in billions (total)---------------------------- 38 44 51 55 64
Trust fund outlays in billions (total).------------------------------ 36 36 40 48 53
Trust fund surpluses (total)--------------- --------------_ ...... 2 8 11 7 11
"Unified budget" surpluses or deficits (-) (total net) ---------------- -25 3 -2 -18 -12

Note: Trust fund totals consist mainly of social security contributions and payments.
Source: Office of Management and Budget.

Senator' BYRI). The source is tile Office of Management andl Budget.
Now, Mr. Shultz, tile estimates onl corporate income taxes for 1972,

fiscal 1972, you estimate that it will be $37 bill ion as compared to $30
billion in the current fiscal year which is an increase of 23 percent.
Isn't that a, very substantial increase. in corporate profits that you
expectt?

Mr. SlnUl'rZ. We believe it is p~erfectly consistent wvithi ourpre-
tions of the economy y; we expect the economy to be moving forward.
We believe that there has been a considerable wave of cost conscious-
ness throughout business organizations. When you add these two
things together, with the leverage that expansion gives inl corporate
profits, one should see a very sharp forward movement of corporate
profits, and I expect that we will. We were talking earlier about ]low
to interpret the stock market. I supplose a fundamental thing that it
must be reflecting is anticipation that corporate profits will move upl
sharply.

Senator Biw. Twenty-three percent, of course, would be a very
sharp increase.

Mr. SILUL'Z. Yes, indeed, but corporate profits are volatile, and when
the )pace of economic activity changes, they go down fast and they go
lip :At

Senator BYRD. Now, we have the interest payments for 1970, 1971,
aind 1972 that have been inserted into the record as a result of a ques-
tion I think by Senator Curtis. I wonder if you have handy, Mr.
Secretary, the interest charges for 1967, 1968, and 1969, if we could
get those?

Secretary CONNmALLY. 'We canl certainly get them for you, Senator.
IMr.t Sniuurz. We have got them- right here.
Secretary CONNAtLLY. 1967-was that the first year?
Senator bYRD. Yes.



Secretary CONNALLY. $13.4 billion. 1968, $14.6. 1969, $16.6. 1970,
$19.3, 1971, estimated, $20.8, 1972, estimated, $21.2.

Senator BYRD. Thank you, Mr. Secretary. I thought it would be well
to get those interest charges set out in one table. It shows that the tax-
payers are paying-whereas in fiscal 1967, only a short time ago, the
cost to the taxpayers was $13.4 billion, because of this continued in-
crease in the national debt, along with the increase in interest rates,
of course-the two of them are involved-it has now gone up to $21.2
billion. That means a pretty substantial part of every income tax dol-
lar that the wage earner pays into Government goes for one p~urpose
and that is to pay the interest on the debt which,"as shown by the fig-
ures which you submitted, is-the total interest charges have gone
from $13.4 billion in fiscal 1967 to $21.2 billion in fiscal 1972-an in-
crease of 59 percent.

Now, there are only two other brief questions.
Mr. Secretary, I am sure you noted the recent publicity given to the

unprecedented increases in welfare rolls. Now, the budget assumes an
average of 9.1 million recipients of aid to families with dependent chil-
dren in the current fiscal year, about the number you expected it to
reach by Januiary 1971. Yet in November that number had already
risen to 9.4 million recipients, with apparently no end in sight.

Now, wouldn't this mean adding another billion dollars or maybe
even more to the expected deficit?

Mr. SiuULTz. We feel very strongly and the President feels very
strongly, as you all know, that we must come to grips with the prob-
lem of welfare reform. le has been saying this now for quite a long
while. We had hoped that there would be action in the last session of
Congress. We look for action in this session of Congress. And the fig-
ures that you cite are just an additional example that suggests the need
of doing something about this.

Now, we hope that wve can get some control over this situation, but
continued escalation under the present system will certainly cost us
more money and cause us great difficulty in the budget, without a
doubt.

Senator BYRD. Well, now, let me see if I am clear on this. I judge
from your answer, then, that the figure in the budget for welfare-

Tihe CHAIRMAN. I would like to suspend for just one moment.
Chairman Patman was in the room here and I would like to announce
that if the Chairman can wait for a few minutes, we will invite him
to testify before the committee.

Senator BYRD. Am I to assume from your answer, then, that the cost
of welfare in the present budget will be greater than the figure as
shown in the budget?

Mr. SHuLTz. Well, the figure shown in the budget is for fiscal 1972.
We are talking about fiscal 1972, 1 would take it.

Senator Bm. Yes that is right.
Mr. SLiuiLTz. We do not know yet what the picture 'actually will be

in fiscal 1972, of course, but we have made an estimate. As with all
these things, the estimate could be wrong, and I share your concern
about the -escalation of welfare costs. It only underscores the impor-
tance of doing something about the situation in the line of welfare re-
form.



Senator Byxn. Well, let me ask you this, Mr. Shultz. Is it welfare
reform to increase the number of people on welfare from somewhere
around 9 to 10 million persons to 24 million persons? It that welfare
reform?

Mr. SH-uLTz. Well, welfare reform has to include many different as-

l )ects. I think that it is very important to make a part of the whole web-
fare reform idea a recogn~itioni of the importance of work and people

moving from welfare into work, and to provide a kind of scaling and
set of incentives that project a person going off welfare and gradually
earning more and more through work. As soon as you do that, you
have to include in your concept of this program people who are work-
ing but not earning very much income.

But I think that this underscores the importance in the welfare
reform idea of having a strong work requirement and of having as
lpowerfuil as we can devise set of incentives that make it such that an
individual is always better off by earning more money working than
not earning more money.

Senator BYRD. Well, we won't get into the welfare problem at the
moment because we don't have the time, but just one additional state-
m-rent I would like to Iput in the record and then I will be through, Mr.
Chairman.

Now, there was roughly a $20 billion error in the current budget.
Over the years there has been a tendency to overestimate in the budget
the revenues that will be coming in and to underestimate the level of
expenditures. And certainly this has been through recently. And I
have here at study of budgets going all the way back to Warren
Harding's administration in 1921l and it shows historically budget
documents tend to be more optimistic than the facts prove to be.

Looking at the 1971 budget, it shows that the $1.3 billion estimated
unified budget surplus actually turned into an $18.6 billion deficit.
That is just one example.

This is nonpartisan because it has occurred under both Democratic
and Republican administrations and I ask the consent of the com-
mittee to insert in the record comparative data on the Federal Govern-
ment, budget estimates originally submitted to Congress and final
budget conditions realized for the fiscal years 1921 through 1972 as
prepared by the Congressional Research Service of the Library of
Congress.

The CHAIRMAAN. Without objection that is agreed.
(The copies of the budget estimates referred to follow:)
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COMPARATIVE DATA ON THE FEDERAL GOVERNMENT BUDGET ESTIMATES ORIGINALLY SUBMITTED TO CONGRESS

AND THE FINAL BUDGET CONDITIONS REALIZED, FISCAL YEARS 1921-72 (PREPARED BY THE CONGRESSIONAL
RESEARCH SERVICE OF THE LIBRARY OF CONGRESS)

fin millions of dollars

Original budget estimates submitted IActual budget results

surplus Surlus
By or def- or del-

Fiscal years President- Receipts Outlays icit (-) Receipts Outlays icit (-)

Administrative budget concept:
1921 ------------------- Harding ----
1922----------------------- do.----
1923. -------------------- do-----
1924 ------------------ _--- do.....
1925------------------- Coolidge.--
1926 ---------------------- do-----
1927 ------ _-------------- do-----
1928----------------------_do.----
1929----------------------- do.----
1930----------------------- do-----
1931----------- --------- Hoover.----
1932 ----------------------- do.----
1933 ----------------------- do-----
1934 --------------------- do.----
1935-----------------....Roosevelt.---
1936-----------------_----_-do ....
1937----------------------- do ...
1938 ------------ _-------- do-----
1939 --------------------- do.----
1940_ -------------------- do.----
1941----------------------- do-----
1942-------------------......do ._
1943 -----------------------do.....
1944---------------------- do.----
1945----------------------- do.----
1946 --------------------- do -----
1947----------------.....Truman. --
1948 ---------------- ----- do.----
1949 --------------------- do.----
1950 ---------------------- do.----
1951 ---------------- ------ do.----
1952-----------_------.--.-,do ....
1953 ----------------------- do.----
1954 ----------------------- do ----
1955------_------------ Eisenhower...
1956---------------------- do.....
1957 ---- -.. -.... .... .... ....do .- -- -
1958---------------------- ..do-----
1959-------------------_--- do.----
1960----------------------- do-----
1961----------------------- do.----
1962----------------------- do.----
1963 ------------------- Kennedy.---
1964---------------------- do-----
1965------------------- Johnson.---
1966 ----------------------- do.----
1967 --------------------- do.---
1968----------------------- do.----
1969 ------------------- _--do.----
1970----------------------- do-----
1971 ------------------ Nixon -----
1972----------------------- do-----

Unified budget concept: 4
1969------------------- Johnson ----
1970 --- _-------------_---- do-----
1970 ------------------- Nixon (revised)-
1971 ------------------- Nixon .....
1972----------------------- do.----

3,9(23
3,338
3,362
3,694
3,641
3,825
3,773
3,809
3,841
4,226
3,852
2,474
2,667
3,975
3,992
5,654
7,294
5,919
5,669
5, 548
8,275

16,487
33,081
40, 769
41,255
31,513
37,730
44,477
40, 985
37,306
55, 138
70,.998
68, 665
62,642
60,000
66,300
73, 620
74,400
77,100
84,000
82, 333
93,600
86,900
93,000
94,400

111,000
126,937
135,587
147,874
147,600
153, 720

178,108
198,686
198,686
202,103
217,593

3,103
2,797
2,767
2,783
2,979
3,009
3,015
3,228
3,468
3,792
3,889
3,697
4,487
8,520
6,753
6, 158
6,869
8,996
8,424

17,486
58, 928

104,129
97,954
82, 530
35, 125
37,528
39,669
41,858
42,439
71,594
85, 444
78, 587
65,570
62,408
65,865
71,807
73,934
77,030
79,816
80,865
92,537
98,802
97,900
99,687
112,847

135,033
147,363
154, 722
154,936
176,857

(2)

393
235
565
827
858
846
764
794
613
758
60

-1,416
-1,029

-512
-4,529
-1,098
1, 136
-950

-3,326
-2,876
-9,210

-42,441
-71,048
-57, 185
-41,275
-3,6 2

202
4,808
-873

-5,133
-16 ,456
-14,446

-9,922
-2928
-2,408

435
1,813

466
70

4,184
1,468

463
-11,902
-4,900
-6,281
-1,847
-8,096

-11, 776
-6,848
-7,337

-23,137

186,062 -7,954
195,272 3,414
192,899 65,8
200,771 1,331
229,232 -1,639

5,567
4,021
3,849
3,853
3,598
3,753
3,992
3,872
3,861
4,058
3,116
1,924
1,997
3,015
3,706
3,997
4,956
5,588
4,979
5,137
7,'096

12,547
21,947
43, 563

44,362
39,650
39, 677
41,375
37, 663
36, 422
47, 480
61,287
64,671
64,420
60,209
67,850
70, 562
68,550
67,915
77,763
77,659
81,409
86,376
89,459
93,072
104, 727
115,849
114, 723
143,329
143,158

3 139, 137

5,058
3,285
3,137
2,890
2,881
2,888
2,837
2,933
3,127
3,320
3,577
4,659
4,598
6,645
6,497
8.422
7,733
6,765
8,841
9,055

13,255
34, 037
79,368
94,986
98, 303
60,326
38,923
32,955
39,474
39,544
43,970
65,303
74,.120
67,537
64, 389
66,224
68,966
71, 369
80,342
76, 539
81,515
87, 787
92,642
97, 684
96,507
106,978
125,718
143, 105
148,819
156,301

3 164,665

509
736
713
963
717
865

1,155
939
734
738

-462
-2,735
-2602-3,630
-2,791
-4425
-2 777
-1,177
-3,862
-3918
-6 159
21,490

-57420
-51, 423
-53,94120,676

754
8,419

-1811
-3,122

3,510
-4,017
-9449
-3,117
-4,180

1,626
1,596

-2,819
-12,427

1,224
-3,856
-6,378
-6,266
-8,226

3,435
-2,251
-9,869

5489
-13143

3 -25,528

187, 792 184,556 3,236
193, 743 196,588 -2,845

3 194,193 3 212, 755 3 -18,562

I Represents original estimates submitted by the President to the Congress each January In his annual budget message2 No estimates were submitted for fiscal year 1921. The 1st budget, under provisions of the Budget and Accounting
Act of 1921, was submitted by President Harding on Dec. 5, 1921, containing actual data for 1921 and estimates for 1922
and 1923.

3 Represents revised estimates contained In the budget submitted by President Nixon on Jan. 29, 1971.
4 The budget on the unified concept combines trust funds and Federal funds. This comprehensive budget form was

recommended by the President's Commission on Budget Concepts In October 1967. The budget was first submitted on the
unified budget basis in January 1968 for fiscal year 199.

&Represents revised estimates contained in Bureau of the Budget review of the 1970 budget dated Apr. 15, 1969.
Source: U.S. Bureau of the Budget, "The Budget of the U.S. Government," annual volumes for the years 1923 through

1972, and "Review of the 1971 Budget," Apr. 15, 1969.



Senator BYRD. Thank you, Mr. Secretary and Director Shultz.
The CHIAIRMAN. Mr. Secretary, Mr. Schultz, I believe there will be

at few' additional questions that you will be asked to answer, but be-
cause I would hope to conclude this session, that is, this hearing, in
one day, I would like to ask that, we call Representative Patman, one
of our good friends, to testify before us at this time. After hie testifies,
I will ask you to answer ai few other questions. If you can make your-
self available I think we can be through within the next 30 to 45
minutes.

T he SMEcRitryn. Thank you very much.
T'he 0CITNIMAN. 1 now call the distinguished Chairman of the House

Banking Com-mittee, Hlon. Wright Patman.
_Mr. ChIairmnan, we are p~leasedl to hiave you with us today and we

will be glad to have your views on this situation.

STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN
CONGRESS FROM THE FIRST CONGRESSIONAL DISTRICT OF THE
STATE OF TEXAS

Representative PATMAN. Thank you, Mr. Chairman. I shall be brief.
I knowv the ordeal you are going through and how hard you gentlemen
are working and I do not want to add to yourijproblems. But I do
feel that I have some basic facts that I hope w I be helpful to the
committee.

In the House we had a vote on this bill last Wednesday. Seven~ty-
three percent of the D)emocrats voted for low-interest rates, and against
allowing the Treasury to market $10 billion of long-term Government
bonds without regard to) the 4 /-percent interest rate ceiling. We feel
that the vote in the House would indicate that the 92d Congress, as
far ats the House is concerned, will be for high-interest rates. We
IDemocrats hope that the 92d1 Congress can avoid this tag of at "high-
interest-rate Congress."

You gentlemen could (d0 much to wvipe out this unfortunate action
by the House and to avoid this high-interest name.

I want to thank you for giving me this time this morning, Mr.
C'hairmnan. This is aii important issue and I sinicerely hope that your
committee will carefully consider the grave economic issues involved
in the Treasury's request to remove the 4 / percent ceiling on long-
term Government, bonds. W~e have had this up in the House on three
p~reviouls occasions and each time we were successful in stopping it.

The House of Representatives made a serious mistake last week
in removing the ceiling on the $10 billion of long-term bonds. -The
vote wNas (close, 212 to 180, and I am. happy to report that the Democrat
leadership and the overwhelming majority of the Democrat Memi-
bers supported the retention of this ceiling and interest rates, 91 per-
cent. of the Republicans, aill but 14, voted solidly for high interest
rates and removing the interest rates ceiling. 'They giahered up
enough D~emocr~at defectors to force this through. Now this committee
has a wonderful opportunity to protect the public interest and re-
verse the mistake in the House.

You have twvo key Issues in the bill before you. First, an increase
in the debt limit ; and second, removal of the 41/4-percent ceiling.



Now, here is what I would like to see you consider, Mr. Chair-
man. I urge you to separate these two issues-they should never have
been. joined together in the House-so that each m ay be carefully
considered on its merits. Trle debt ceilig bill should be reported
out separately, at least we think so), without reference to the 41/i
percent ceiling. The 4 /-percent ceiling issue caii be considered in
hearings with full discusison. We did not have full (discussion on
it in the House. We hiad short and incomplete testimony.

Mr. Chairman, I am convinced that the House will quickly accept
a bill covering just the debt issue. There is really no problems there
at all. This will take care of the em-ergency and leave us with the
kind of time needed to discuss the far-,reaching issues involved in
the proposal to remove the 4 /-percent ceiling on long-term obliga-
tions. This is a very serious matter. Removal of the 41/4-percent ceil-
ing will reverse the trend toward more interest rates and wvill create
a shock wave through the money markets.

Removal of this 4 /-percent ceiling is not needed for debt manage-
mnent. Short-term issues are selling below 3l/2-percent and by Secretary
Connally's own admissions, long-term bonds will be selling in excess
of 6 or possibly 61/2 percent.

These high' interest rates would be locked in for years, for future
generations to pay. This will cost the taxpayers $:300 million annually
in added interest on just the $10 billion referred to in this legislation.
Undoubtedly we would see other requests for' long-term issues with-
out regard to the ceiling and this $300 inillion figure would rise

raidly.
in the end we would be costing the people billions and billions of

dollars in extra interest over the life ofteeln-eIbns
The 4 /-percent ceiling does not prevent the Treasury IDepartment,

from entering the long-term market. It simply p~revents the Treasury
Department from entering the lonig-tern market when interest rates
are high. No businessman would raise long-term money during periods
of high interest rates, they go short-term when rates are high.

As soon as the Nixon administration adopts policies which will
bring down long-term interest rates, the Treasury IDepartment will
be able to Inarket all of the long-termn bonds it desires.

Mr. Chairman, the Congress has given up much of its power to the
executive branch to thie detriment of the public interest. The 4 /-per-
cent ceiling is the last congressional control over debt management
and interest rates. The Congress should not give uip this p~ower.

Here is what removal of the 4 /-percent. ceiling would inean:
First, removal of the 4 /-percent ceilingmwould drive up all interest

rates in the economy and would signal time end of the trend toward
lower interest rates.

Second, rem-oval of the ceiling would lock in high interest rates on
long-term Government bonds of 30. 40, even -50 years. The Treasury
toda 'y is able to market short-term issues at about 31/2 percent. Lonig-
term Government, bonds according to existing market conditions
would cost the American taxpayers more than 6 percent, omr 21/2 or' 3-
percent above the cost of short-term borrowings.

Three, removal of the ceiling would allow the Treasury D~epart-
mnent to enter the long-term market in competition with local and
State governments which are now entering tihe bond market after the



long drought created by high interest and tight money. The entry of
the Federal Government into the long-term market would drive up
rates for mnunicipalities all over the Na ition, and force many commu-
nities to forego badly needed projects.

Four, removal of the ceiling would allow the Treasury Department
to compete for long-term money with home buyers seeking 25- and
30-year mortgages.

Five, removal would discourage businesses from financing long-term
projects, worsening the already critical unemployment situation.

Six, removal of the ceiling would drive up interest rates for con-
suniers, small businessmen and farmers, for any group in need of long--
term credit.

Air. Chairman, the Treasury D~epartment's defense for gouging the
American taxpayers with higher interest rates is that this would make
for good debt management. They argue that short-term borrowings
make debt management difficult. The 414 pecent, ceiling is intended fo
make it difficult for any administration, for any Secretary of the
Trreasury, to lock in long-term borrowings tt high interests rates.

The 4 / percent ceiling does indeed make it difficult for the Treas-
ury Department to gouge the taxpayers. 'When the Treasury Depart-
ment can borrow at 31/2 percent in the short-term market it makes no
sense to require the taxpayers to pay 61/2 percent and more for long-
term debt.

The 4 /-percent ceiling is a substantive effect on the cost of the
Federal Government and on the level of the interest rates generally,
but it is also a broad symbol of low-interest rates. 'We have had it for
55 years. It is the principal low-interest policy of the Federal Govern-
mnent. It is also a mandate from the Congress for the debt managers,
whether they be Republicans or Democrats, to hold down interest rates.

Thank you very munch, Mr. Chairman.
The CHAIRMIAN. Thank you very much, Congressman, for at very

good statement. I have a great deal of symipathy with what you say.
Senator Anderson?
Senator ANDERSON. No.
The CHAIRMAN. Senator Miller?
Senator MILLE~R. 'Well, I appreciate the testimony from the distin-

guished Chairman of the House Banking and Currency Committee.
My only comment would be he does lay great emphasis on the increase
in the ceiling which might go from 414 to, say, 614 which would be
roughly 2 percent more and on a $10 billion issue that would be
roughly $200 million a year as I understand it, and he emphasizes the
additional cost to the taxpayers.

I would say, however, if there is going to be an additional cost to
the taxpayers, that since the income tax would be the source for most
of the payments on that $200 million additional cost, and since that is
based generally upon relative ability to pay, that the burden would
probably fall pretty equitably and I would much rather see that type
of cost to the taxpayers than a, regressive sales tax or something of
that nature.

So I must say I cannot get too disturbed about the relative ability
to pay principal going in on thiat additional cost.



What I am concerned about is the other points that the Chairman
has made and that is the fallout effect on the overall money mortgage
and interest market.

The CHAIRMAN. Thank you very much.
Representative PARM AN. Thank you, sir.
The CHAIRMAN. We appreciate your being here today.
Senator Anderson may have a question or two to ask of the Secre-

Ntary. I would like to ask Secretary Connally to return to the chair now,
ndalso, Director Shultz of the Budget.

STATEMENT OF THE HON. JOHN B. CONN~ALLY, ACCOMPANIED BY:
GEORGE P. SHUL~TZ, AND PAUL A. VOLCKER-Resumed

The CHAIRMAN. I have a couple of questions I want to ask.
Mr'. Secretary, if we approve this $10 billion authority on long-term

bonds, what assurances can you give us that this authority will not be
used in any way which could drive up long-term private interest rates
such as long-term mortgage rates?

Secretary 'CONNALLY. First, I want to give you my personal assur-
ance that I have as much concern about keeping long-term interest
rates as low as is compatible with our overall economic situation as
any member of Congress. We would not use the authority to issue $10
billion of long-terml- bonds outside the 41/4 percent interest limitation
in any way which would impede the flow of funds to other borrowers.

Second, it, should be most reassuring to Congress that a wide variety
of organizations directly concerned with homebuilding and the mort-
gage market have explicitly endorsed removal or easing of the 414
percent limitation. These include the U.S. Savings and Ljoan I league,
the National Association of Mutual Savings Banks, the National Asso-
ciation of Homebuilders, the National Association of Real Estate
Boards, and the Mortgage Bankers Association. If any of these organ-
izations felt that moderate issues of long-term Treasury obligations
would have an adverse effect on the mortgage market, I am confident
that they would not have endorsed removal of the 414 percent ceiling;
rather , they would have been in the forefront of those opposing its
remove 7al. 'the simple fact is that thei r experience has demonstrated that
requiring Treasury to concent rate its financing in the short-term area
in periods of credit restraint and high interest rates is extremely
adverse to the mortgage market.

The effects are 1)robabl y equally adverse for State and local gov-
ernmnents, since these bodies do a substantial amount of short-term
borrowing. Treasury long-temi financing, however, does not so directly
compete with State and local government long-term borrowing.

The important thing, therefore, is for Treasury to have a sufficient,
degree of flexibility in its debt management operations so that it can
avoid creating unf avorable situations for other credit users.

Finally, I need not remind you that the Congress can take this au-
thority away from us at ainy time it appears we are abusing it. In any
event, we will have to appear' before your committee next year again on
the debt ceiling, and I would welcome that appearance as an oppor-
tunity to review our public debt operations, particularly those in the
long-term area.



The CHAIRMAN. You and I would agree that low interest rates are
in the interests of all Americans, particularly those low and middle
income people who must borrow to support their children's education,
etc.

What I am wondering is, ,,hat effect do you think the prospective
Federal f unds deficits of $48.6 billion for the fiscal years 1971 and 1972
will have on interest rates?

Secretary 'CONNALLY. As I indicated in mny testimony, I believe that
interest rates, and particularly long-term interest rates, may not yet
have reached their lowest levels.

In thinking about the effects of the prospective Federal deficits in
fiscal years 1971 and 1972, the Federal f unds deficits are clearly the
deficits that have to be kept in mind for debt limit purposes. So far as
the economic and financial effects of Government fiscal operations are
concerned, however, the unified budget deficits are more. significant.
These will total $30.2 billion in the 2 fiscal years, compared with the
Federal f unds deficit of $48.6 billion.

But more is involved than just the size of these deficits. If we were
looking at a very large deficit under conditions of full employment,
it is fair to say that one consequence. would very likely be sharply ris-
ing interest rates throughout all sectors of the credit markets. How-
ever, the situation we face today is one in which there is excessive un-
employment and in which expansionary monetary policies are clearly
indicated for the time being.

This being so, I would not anticipate that. the budget, deficits in fiscal
years 1971 and 1972 should result in strong upward pressures on in-
terest rates. This is not to say that there will, not be some adjustments
between maturity categories and between different types of credit. All
in all, however, the current economic situation does not call for a
credit policy which would lead to rising interest rates.

As you know, on a full employment basis the budget would show an
overall surplus of $1.5 billion for fiscal years 1971 and 1972 combined.
If we followed budgetary expenditure and tax policies which led to
substantial actual deficits as we restored full employment, rather
than the balance which present policies contemplate, it would be neces-
sary then to put more wight on monetary policies to restrain inflation-
ary pressures. Under these circumstances, we would have to anticipate
rising interest rates.

Senator Anderson, have you any further questions?
Senator ANDERSON. They are some questions I have to ask regarding

the rural electrification bonds. That is 2 percent. Do you think that
should be as far down as that? If we enact a bill like this, how low can
you make it, 31/4,31/2? Two and a half ?

Secretary CO NNA LL Y. Senator, I have not studied the matter that
you raise with respect to interest rates on rural electrification loans.
Traditionally it has been, what, 2 percent?

Senator ANDERSON. Yes.
Secretary CONNALLY. This is a matter of policy for the Congress.

The Treasury's position I think would simply be that we would have
to oppose any rate of interest below what we have to pay for money as
a general proposition, but obviously the Congress in its wisdom can do
whatever it wishes to promote any particular program which it has
done in the case of rural electrification projects throughout the Nation.



But our view from the Treasury standpoint would simply be we would
not make financing available to anybody at a rate of interest that is
not related to what we have to pay for it.

Senator ANDERSON. Trying to keep the maximum below 6 percent?
Secretary CONNALLY. Well, in appropriate instances we could fi-

nance then certainly on a short-term basis at a rate that would coincide
with the short-term rate. The REA loans traditionally are long-term
loans. But we certainly could rationalize the difference. We would not
have to insist in all instances upon the rate of interest being equivalent
to our long-term interest rates.

The CHAIRMAN. Senator Miller?
Senator MILLER. Two questions.
Mr. Shultz, on page 3 of your testimony you state:
It Is clear that the shift to a deficit position In fiscal year '71 and the conse-

quent need for an increase In the statutory debt limit are primarily the result
of economic conditions.

However, on page 2, 1 note of the $20 billion difference that $8
billion represents at short fall in revenue which I sup pose you attribute
to the economic conditions, and then we have a $2. billion increase in
unemployment benefits which I suppose might be attributable to eco-
nomic conditions. That comes out to $10.3 billion. So roughly it is
about half, is it not, half economic conditions and half action by the
Congress? Action or reaction?

Mr. SH~ULTZ. More or less. But the interest on the debt is $1.8 billion
higher than was estimated and I suppose broadly speaking that would
be related to economic conditions.

A very large item here had to do with pay raises and that is some-
thing that both the executive and congressional branches participated
in. So it is a mixture.

Senator MILLER. Yes, but roughly hatlf and half ?
Mr. SHIJLTz. Well, I think it is a little more than half mandatory

things and things that, resulted from the changes in the economy.
senator MILLER. Now, the administration opposed certain tax cut-

ting provisions, in the Tax Reform Act of 1969 and nevertheless the
Congress legislated those tax-cutting provisions.

Ifyou do not have the figure readily available, could you furnish
for the record the amount of additional revenue that we would have
received during this fiscal year had the administration's option with
respect to the Tax Reform Act of 1969 on these tax cutting measures
been sustained?

Mr. SIIuLTz'. Perhaps we had better submit that for the record.
Senator MILLER. Please do.
(Information supplied at this point follows:)

Various tax reductions Included In the Tax Reform Act of 1969 reduced fiscal
year 1971 revenues $2.9 billion below the administration's tax proposals,,of
April .1969.

Senator MILLER. Now, you have a copy of the memorandum the
chief counsel of this committee submitted to the members, I believe. I
had one delivered to you. On page 1, the next to the last paragraph
entitled "expenditure limitations," reads as follows:

Last year, the Congress placed a limitation of $200.8 billion on Federal ex-
penditures during fiscal year 1971; however, the limitation was permitted to
increase up to $4.5 billion for increases in certain uncontrollable expenditures,



and to be further adjusted In accord wvith Congressional actioni 0o appropria-
tions and other legislation. As a result of these adjustments, the legal limitation
is estimate(] ait $214.5 billion, $1.7 billion more than the current expenditure
estimate for fiscal year 1971.

Do you agree substantially with that paragraph ?
Mrdouuz es 1, although the estimate of $214.5 is built on

exlpectatioi~s about some things that have not happened yet, and you
have to wait for them.

Senator MILLERI. One reason for asking the question is that every
once in a while M~embers of Congress hieari that certain spending by
one or more of the agencies is being held uip for your office to look at
it and to possibly hold it uip further or to release a portion of it rather
than all of it, and the excuse I hear is that you are trying to keep
within that ceiling limitation.

Now, that is what a number of uts have been hearing, rightly or
wrongly, and if this paragraph is correct, then it appears that the
ceiling is roughly $1.7 billion more than the current expenditures'
estimate which would cause one to wonder why your office is directing
some of the agencies to told tip certain spending.

Mr. SHUJLTZ. Well, these are current estimates. They have been
changing during the year. As you knowv, we still do not have the final
action of the Congress on the'President's fiscal 11971 budget, and the
bulk of the. 1971 budget was not acted upon until 6 months of the
fiscal year had passed. This makes it very difficult for uts, when we
are operating uinder~ a ceiling, to plan and to see where we are going.
So, naturally, since the President has the responsibility for obeying
the law as Congress has passed it, hie has to take steps to see that hie
is able to deliver on that responsibility.

So I think that the ceiling is a factor.
These are current estimates. 'We are talking about estimates of very

large numbers, and when you are talking about that large a number,
a billion dollars or so, you can very easily be off. So I think that the
ceiling is an effective brake on uts.

I would also say thiat we have been very reluctant to pour a tre-
mendous amount of additional funds into the construction industry
because the wage settlements there and the costs gener-ally there have
been so extraordinarily high. You hesitate to put additional demands
on the market when you know that already there is a big demand for
those construction resources.

Senator MILLER. Thank you very much.
Thank you, Mr. Chairman.
The CHAIR-MAN. I would just like to ask one question here of the

Secretary. H-ow high do you think you will have to go to sell these
long-term bonds that youi would like to market, Mr. Secretary? In
other words, if you want to lift it about 41/4 -do you have to go be-
yond 41/2 to sell those bonds? I-ow high would you have to go to sell
them?

Secretary CONNALLY. I think it depends on the nature of the bonds,
Mr. Chairman, and what-I think we are looking at long-term bonds
now, as I said a moment ago, that would probably go at 6, 61/, in that
general range, in that zone.

The CHAIRMAN. You mean that the Federal Government would
have to pay that much?



Mr. VOLCKER. As came out this morning, the last 7-year bonds we
sold we sold for 61/4. And the yields out in the 8, 9, 10-year area are
very similar to that and the market has not changed a whole lot since.
then and the prevailing yield in the long-term area tends to be in the
6, 61/4 area. Those are the yields on the outstanding bonds. 'When you
sell a new one you have to put a higher number on it. But the market
fluctuates from time to time.

The CHAIRMAN. It would not help you very much to give at 41/2-
percent figure?

Secr-etary CONNALLAY. No, sir;- it really wouldn't.
The CHAIRMKAN. As far as you are concerned, if you are going to

do it you need to go as high as 6 or 7 percent; is that correct?
Secretary CONNALLY. Yes, sir. Would not say 7. We are going

to watch the market very closely. We tire going to test the market. We
are not going to swamp the market with any particular amount. We
are going to try to get, it at cheaper-if the interest rate, particularly
the long term, ever 'declines we might be able. to make a very advan-
tageous issue in behalf of the. Goverinent. TI'lat is all we want thle
power to do.

The CHAIRMAN. Senator Byrd, do you have further questions?
Senator BYRiD. No questions.
The CHAIRMAN. Thank you very much, Mr'. Secretary.
The committee will meet at 9 :30 tomorrow morning in executive

session to consider this legislation on which we conducted the hearing
today.

Secretary CONNALLAY. Thank you very much.
(Whereupon, at 12:30 p.m. the Senate Finance Committee ad-

journed, to reconvene in executive session the following morning at
9:30 a.m., Tuesday, March 9,1971.)



APPENDIX A

Relationship Between Federal Debt, State and Local Debt, and Private Debt

PRIVATELY HELD FEDERAL DEBT RELATED TO GNP
[Dollar amounts in billions]

Gross Ratio of debt
national Privately to GNP

Dec. 31 product I held debt 2 (percent)

1929 ----------------------------------- ------------------ $96.7 $16.0 16.5
1930 ... -------------------------------------------------- 83.1 15.8 19.0
1931 ... -------------------------------------------------- 66.9 17.7 26.4
1932 ------------------------------------------------------ 56.8 19.4 34.2
1933 ----------------------------------------------------- 60.3 21.9 36.3

1934 ------------------------------------ ------------ 68.6 28.0 40.8
1935 -------------------------------------------- ----- ---- 77.4 32.0 41.3
1936 ------------------------------------------------------ 86.5 35.3 40.8
1937------------------------------------ ------------------ 87.6 36.6 41.8
1938-------------------------------------------------- ---- 87.6 37.9 43.3

1939 ------------------------------------------------------ 94.8 40.1 42.3
1940------------------------------------------------------ 107.6 42.6 39.6
1941------------------------------------------------------ 138.8 54.0 38.9
1942------------------------------------------------------ 179.0 95.5 53.4
1943------------------------------------------------------ 202.4 142.9 70.6

1944------------------------------------------------------ 217.4 193.1 88.8
1945 ---------------------------- ------------------------- 196.0 228.2 116.4
1946--------------------- ------- ------------------------- 221,4 206.1 93.1
1947------------------------------------------------------ 245.0 199.1 81.3
1948------------------------------------------------------ 261.2 192.0 73.5

1949--------------------------------------------------- 260.5 197.7 75.9
1950 ------------------ ----------------------------------- 311.2 196.6 63.2
1951 ------------------- ---------------------------------- 338.2 193.1 57.1
1952 ----------------------------------------------------- 361.0 196.8 54.5
1953------------------------------------------------------ 360.8 200.9 55.7

1954------------------------------------------------------ 379.8 204.2 53.8
1955 --------------------------------------- -------------- 409.7 204.8 50.0
1956------------------------------------------------------ 433.2 199.4 46.0
1957------------------------------------------------------ 438.1 198.8 45.4
1958 ----------------------------- ------------------------ 469.2 204.7 43.6

1959------------------------------------------------------ 496.8 214.8 43.2
1960 ---------------------------------------------- ------- 503.4 212.4 42.2
1961 ------------------------------------------------------ 542.8 217.8 40.1
1962------------------------------------------------------ 574.7 222.8 38.8
1963 ------------------------------------------------------ 611.8 223.9 36.6

1964------------------------------------------------------ 654.0 227.0 34.7
1965------------------------------------------------------ 719.2 225.6 31.4
1966------------------------------------------------------ 770.2 227.5 29.5
1967------------------------------------------------------ 825.4 237.3 28.7
1968----------------------------------------------------- 899.5 236.1 26.1

1969------------------------------------------------------ 955.6 232.1 24.3
1970 estimate-------------------------------------------- 1, 000.0 239.0 23.9

I Implied level of gross national producet, Dec. 31.
2 Borrowing from the public lesn Federal Reserve holdings, unified budget concept.
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ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES

December 1946 December 1960 December 1968 December 1969

Percent Percent Percent Percent
Billions of total Billions of total Billions of total Billions of total

Federal debt:
Public-------------...$259 58 $290 29 $358 20 $368 19Federal agency---------- 1'W (9) 6Y2 1 15 1 14 1

Total--------------- 260M 58 296Y2 30 373 21 382 20
State and local debt--------- 16 4 72 7 128 7 137 7
Corporate debt ------------- 109k 24 365 37 754 43 861 44
1ndivl ndividual debt--------- 60 13 263 26 520%- 29 555 29

Total --------------- 446 100 996Y 2  100 1, 7753M 100 1,935 100

ILess than one half of 1 percent.
Note: Detail may not add to total due to rounding.
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ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES
[Dollar amounts in billions)

Private
State Federal Percent

Indi- Corpo- and Federal
December 31 vidual rate I Total local Public Agency Total Total of TotalI

1929...........-- $72.9 $107.0 $179.9 $17.8 $16.3
1930------------- 71.8 107.4 179.2 18.9 16.0
1931------------- 64.9 100.3 165.2 19.5 17.8
1932------------.. 57.1 96.1 153.2 19.7 20.8
1933------------- 51.0 92.4 143.4 19.5 23.8

1934------------.. 49.8 90.6 140.4 19.2 28.5
1935------------- 49.7 89.8 139.5 19.6 30.6
1936 ------------ 50.6 90.9 141.5 ~9.6 34.4
1937------------- 51.1 90.2 141.3 19.6 37.3
1938------------- 50.0 86.8 136.8 19.8 39.4

1939............-- 50.8 86.8 137.6 20.1 41.9
1940------------- 53.0 89.0 142.0 20.2 45.0
1941------------- 55.6 97.5 153.1 20.0 57.9
1942 ------------ 49.9 106.3 156.2 19.2 108.2
1943------------- 48.8 110.3 159.1 18.1 165.9

$1.2 $17.5 $215.2
1.3 17.3 215.4
1.3 19.1 203.8
1.2 22.0 194.9
1.5 25.3 188.2

4.8 33.3 192.9
5.6 36.2 195.3
5.9 40.3 201.4
5.8 43.1 204.0
6.2 45.6 202.2

6.9 48.8 206.5
7.2 52.2 214.4
7.7 65.6 238.7
5.5 113.7 289.1
5.1 171.0 348.2

1944------------.. 50.7 109.0 159.7 17.1 230.6 3.0 233.6 410.4
1945------------- 54.7 99.5 154.2 16.0 278.1 1.5 279.6 449.8
1946------------- 59.9 109.3 169.2 16.1 259.1 1.6 260.7 446.0
1947------------- 69.4 128.9 198.3 17.5 256.9 0.7 257.6 473.4
1948------------- 80.6 139.4 220.0 19.6 252.8 1.0 253.8 493.4

1949------------- 90.4 140.3 230.7 22.2 257.1
1950 ------------ 104.3 167.7 272.0 25.3 256.7
1951------------- 114.3 191.9 306.2 28.0 259.4
1952------------- 129.4 202.9 332.3 31.0 267.4
1953 --------- --- 143.2 212.9 356.1 35.0 275.2

1954------------- 157.2 217.6 374.8 40.2 278.8
1955 ------------ 180.1 253.9 434.9 46.3 208.8
1956 ------------ 195.5 277.3 472.8 50.1 276.6
1957 ------------ 207.6 295.8 503.4 54.7 274.9
1958----------- _ 222.9 321.0 534.9 60.4 282.9

1959_----------- 245.0 341.4 586.4 66.6 290.8
1960 ------------ 263.3 365.1 628.4 71.0 290.2
1961----------- 284.8 391.5 676.3 77.6 296.2
1962 ------------ 311.9 421.5 733.4 83.4 303.5
1963 ------------ 345.8 467.1 802.2 98.5 309.3

0.8 257.9 510.8
1.1 257.8 555.1
0.8 260.2 594.4
0.9 268.3 631.6
0.8 276.0 667.1

0.7 279.5 694.5
1.4 282.2 763.4
1.7 278.3 801.2
3.2 278.1 836.2
2.4 285.3 880.6

5.7 296.5 949.5
6.4 296.6 997.0
6.8 303.0 1,056.9
7.8 311.3 1,128.1
8.1 317.4 1,209.1

1964 ------------ 380.1 497.3 877.4 95.5 317.9 9.1 327.0 1,299.9 25
1965----------- 416.1 551.9 968.0 103.1 320.9 9.8 330.7 1,401.8 24
1966 ----------- 466.9 617.3 1,084.2 109.4 329.3 14.0 343.3 1,536.9 22
1967-----------.. 480.6 664.4 1,145.0 117.4 344.7 20.1 364.8 1,627.2 22
1968 ------------ 520.5 754.0 1,274.5 127.7 358.0 15.1 373.1 1,775.3 21
1969 ----------- 555.1 861.0 1,416.1 137.0 368.2 13.8 382.0 1,935.1 20

1 Includes debt of federally sponsored agencies excluded from the Budget which amounted to $700,000,000 on Dec. 31.
1947; $9,000,000,000 on Dec. 31, 1947; $9000,000,000 on Dec. 31, 1967; and $21,500,000,000 on Dec. 31, 1968.

Source: Commerce and Treasury Departments.



TABLE I.-ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT 1929 TO PRESENT

Private debt
Amounts outstandingGovernment debt (billions) Per capita 2 Total government and

Amounts outstanding (billions) Per capita 2 I ndividual Individual prvt debt
and non- and non- AmountState and State and Corporate corporate Corporate corporate outstanding PerEnd of calendar year Federal I local Total Federal local Total business 3 business business business (billions) Capita

1929 ----------------------------- $17.5 $17.8 $35.3 $143 $145 $288 $107.0 $72.9 $874 $595 $215.2 $1,7571930 ----------------------------- 17.3 18.9 36.2 140 153 293 107.4 71.8 868 581 215.4 1,7421931 ----------------------------- 19.1 19.5 38.6 153 157 310 100.3 64.9 805 521 203.8 1,6361933 ----------------------------- 22.0 19.7 41.7 176 157 333 96.1 57.1 767 456 194.9 1,5551934 ----------------------------- 25.3 19.5 44.8 201 155 355 92.4 51.0 733 404 188.2 1,4931935 ----------------------------- 33.0 19.2 52.2 260 151 411 90.6 49.8 714 392 192.9 1,520195----------------- 36.2 19.6 55.8 283 153 437 89.8 49.7 703 389 195.3 1,529
40.3 19.6
43.1 19.6
45.6 19.8
48.8 20.1
52.2 20.2

65.6 20.0
113.7 19.2
171.0 18.1
233.6 17.1
279.6 16.0

260.7 16.1
257.6 17.5
253.8 19.6
257.9 22.2
257.8 25.3

260.2 28.0
268.3 31.0
276.0 35.0
279.5 40.2
282.2 46.3

59. ? 313 152
62.7 333 151
65.4 349 152
68.9 371 153
72.4 393 152
85.6 489 149

132.9 837 141
189.1 1,242 131
250.7 1,678 123
295.6 1,987 114

276.8 1,825 113
275.1 1,771 120
273.4 1,715 132
280.1 1,713 147
283.1 1,685 165
288.2 1,671 180
299.3 1,694 196
311.0 1,714 217
319.7 1,705 245
328.5 1,691 276

90.9
90.2
86.8
86.8
89.0

50.6
51.1
50.0
50.8

638 97.5 55.6
978 106.3 49.9

1,374 110.3 48.8
1,801 109.0 50.7
2,101 99.5 54.7

707
697
665
660
670

727
782
801
783

1,938 109.3 59.9 765 - 4191,891 128.9 69.4 886 4771,847 139.4 80.6 942 5451,860 140.3 90.4 932 600
1,850 167.7 104.3 1,096 682

1,851 191.9 114.3 1,232 7341,890 202.9 129.4 1,281 8171,931 212.9 143.2 1,322 8891,950 217.6 157.2 1,327 9591,961 253.9 180.1 1,522 1,079

1937 -- - ---- --- --- --- -
1938
1940 -- - --- --- ---- --- -

1941
1943
1944
1946

1948 ----------------

1950-- -- --- ---- --- -- -
1951 -- -- ---- --- ---- - -
1952 -- --- ---- --- ---- -

1954-- - ---- --- ---- -- -

201.4
204.0
202.2
206.5
214.4

238.7
289.1
348.2
410.4
449.8

446.0
473.4
493.4
510.8
555.1

594.4
631.6
667.1
694.5
762.5

1,566
1,549
1, 576
1,569
1,615

1,779
2,128
2,529
2,947
3,197

3, 123
3,254
3,334
3,393
3,627

3,817
3,98
4,142
4,236
4,552



1956---------------------------
1957---------------------------
1958---------------------------
1959---------------------------
1960---------------------------

1961---------------------------
1962---------------------------
1963---------------------------
1964---------------------------
1965---------------------------

1966---------------------------
1967---------------------------
1968---------------------------
1969---------------------------

278.3 50.1
278.1 54.7
285.3 60.4
296.5 66.6
296.6 72.0

328.4 1,638
332.8 1,609
345.7 1,624
363.1 1,653
368.6 1,627

303.0 77.6 380.6 1,635 419
311.3 83.4 394.7 1,654 443
317.4 89.5 406.9 1,663 469
327.0 95.5 422.5 1,690 494
330.7 103.1 433.8 1,688 526

343.3 109.4 452.7 1,733 552
364.8 117.4 482.2 1,822 586
373.1 127.7 500.8 1,845 631
382.0 137.0 519.0 1,869 670

1,925 277.3 195.5 1,632 1,151 801.2 4,696
1,918 295.8 207.6 1,712 1,201 836.2 4,820
1,960 312.0 222.9 1,776 1,269 880.6 4,992
2,024 341.4 245.0 1,903 1,366 949.5 5,293
2,022 365.1 263.3 2,002 1,444 997.0 5,469

2,054 391.5 284.8 2,112 1,537 1,056.9
2,097 421.5 311.9 2,240 1,658 1,128.1
2,131 457.1 345.8 2,395 1,812 1,209.8
2,183 497.3 380.1 2,570 1,965 1,299.9
2,214 551.9 416.1 2,818 2,124 1,401.8

2,285 617.3 466.9 3,116 2,357 1,536.9
2,409 664.4 480.6 3,319 2,401 1,627.2
2,476 754.0 520.5 3,727 2,573 1,775.3
2,539 861.0 555.1 4,212 2,716 1,935.1

5,704
5,994
6,337
6,718
7,156

7,758
8,128
8,776
9,467

1 Total Federal securities.
2 Debt divided by the population of the conterminous United States and including Armed Forces

overseas. Alaska is included beginning 1959 and Hawaii beginning in 1960.

3 I ncludes debt of federally sponsored agencies excluded from the budget
Note: Debt levels estimated by Office of Business Economics, Commerce Department.
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TABLE 1.-GROSS GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT

Gross Ratios of debt to gross national produ ct (percent)

national I ndividual
End of product I State and and non-
calendar year (in billions) Federal local Corporate corporate Total1

1929------------------- $96.7 18.1 18.4 110.7 75.4 222.5
1930 ------------------- 83.1 20.8 22.7 129.2 86.4 259.2

1931 ------------------- 66.9 28.6 29.1 149.9 97.0 304.6
1932------------------ 56.8 38.7 34.7 169.2 100.5 343.1
1933 ------------------- 60.3 42.0 32.3 153.2 84.6 312.1
1934 ------------------- 68.6 48.1 28.0 132.1 72.6 280.8
1935 ------------------- 77.4 46.8 25.3 116.0 64.2 252.3

1936 ------------------- 86.5 46.6 22.7 105.1 58.5 232.8
1937 ------------------- 87.6 49.2 22.4 103.0 58.3 232.9
1938 ------------------- 87.6 52.1 22.6 99.1 57.1 230.8
1939 ------------------- 94.8 51.5 21.2 91.6 53.6 217.8
1940 ------------------- 107.6 48.5 18.8 82.7 49.3 199.3

1941------------------ 138.8 47.3 14.4 70.2 40.1 172.0
1942 ------------------- 179.0 63.5 10.7 59.4 27.9 161.5
1943----------------- 202.4 84.5 8.9 54.5 24.1 172.0
1944--------------- - -217.4 107.5 7.9 50.1 23.3 188.8
1945 ------------------- 196.0 142.6 8.2 50.8 27.9 229.5

1946------------------- 221.4 117.8 7.3 49.4 27.1 201.4
1947 ------------------- 245.0 105.1 7.1 52.6 28.3 193.2
1948 ------------------- 261.2 97.2 7.5 53.4 30.9 188.9
1949 ------------------- 260.5 99.0 8.5 53.9 34.7 196.1
1950 ------------------- 311.2 82.8 8.1 53.9 33.5 178.4

1951 ------------------- 338.2 76.9 8.3 56.7 33.8 175.8
1952 ------------------- 361.0 74.3 8.6 56.2 35.8 175.0
1953 ------------------- 360.8 76.5 9.7 59.0 39.7 184.9
1954 ------------------- 379.8 73.6 10.6 57.3 41.4 182.9
1955 ------------------- 409.7 68.9 11.3 62.0 44.0 185.9

1956 ------------------- 433.2 64.2 11.6 64.0 45.1 184.9
1957 ------------------- 438.1 63.5 12.5 67.5 47.4 190.8
1958 ------------------- 469.2 60.8 12.9 66.5 47.5 187.6
1959------------------ 496.8 59.7 13.4 68.7 49.3 190.8
1960 ------------------- 503.4 58.9 14.3 72.5 52.3 197.7

1961 ------------------- 542.8 55.8 14.3 72.1 52.5 194.7
1962 ------------------- 574.7 54.2 14.5 73.3 54.3 196.6
1963_----------------- 611.8 51.9 14.6 74.7 56.5 197.9
1964 -------- ---------- 654.0 50.0 14.6 76.0 58.1 199.1
1965-------------- ---- 719.2 46.0 14.3 76.7 57.9 195.1

1966------------------- 772.6 44.4 14.2 79.9 60.4 198.9
1967 ------------------- 825.4 44.2 14.2 80.5 58.2 197.1
1968 ------------------- 899.5 41.5 14.2 83.8 57.9 197.4
1969 ----------- ------- 955.6 40.0 14.3 90.1 58.1 202.5

1 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 present. Prior to 1939, averages of 2 calendar year figures are used as the best approxima-
tion of Dec. 31 levels.

Note: Debt levels estimated by Office of Business Economics, Commerce Department.

ESTIMATED NET GOVERNMENT AND PRIVATE DEBT OUTSTANDING, BY MAJOR CATEGORIES

(Dollar amounts in mlllionsi

December 1946 December 1960 December 1968 December 1969

Percent Percent Percent Percent
Amount of total Amount of total Amount of total Amount of total

Federal debt-------------- $229.5 57.9 $239.8 27.4 $291.9 18.6 $289.3 17.0
State and local debt--------- 13.7 3.5 64.9 7.4 123.2 7.9 132.4 7.8
Corporate debt I ------- 93.5 23.6 306.3 35.0 632.3 40.3 722.7 42.5
Individual and noncorporate

debt------------------- 59.9 15.1 263.3 30.1 520.5 33.2 555.1 32.7

Total --------------- 396.6 100.0 874.2 100.0 1,567.8 100.0 1, 699.5 100.0

IIncludes debt of privately owned federally sponsored agencies.
Note: Detail may nct add to total due to rounding.



ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES
(Dollar amounts in billions]

Private State Percent
----- -- -- -- -- - -- and Federal

Dec. 31 Individual Corporate'I Total local Federal Total of total

1916.............----
1917 --------------
1918-- -- -- -- - -
1919 ---------------
1920-- -- -- --- -

1921.............----
1922.............---
1923.............----
1924 --- - _ -- --
1925.............----

1926-- - -- -- -- -
1927-- -- - --- - -
1928_ -- -- .. ..
1929 ... .. .. .
1930.............----

1931.............---
1932.............---
1933.............---
1934 ---- -- --
1935.............----

1936 _ - - --- ---
1937-- - -- -- -- -
1938 _ - -- --- --
1939.............----
1940 ---------------

1941-- -- -- -
1942-- --- --- - -
1943.............----
1944 ---------------
1945.............----

1946.............----
1947 ---------------
1948.............----
1949 ---------------
1950.............._

1951-- -- -- -- - -
1952 _ - -- -- -- -
1953- _ -- - -- - -
1954 -- -- -- ..
1955-- -- - --- - -

1956-- - -- -- _ -
1957 _ - -- --- --
1958.............----
1959.............----
1960.............----

1961 _ - - --- -- -
1962.............----
1963.............----
1964............---
1965.............----

1966-- -- - -- -- -
1967 _ -- -- -- - -
1968 --- --- -- -
1969-- - -- -- -- -

$36.3 $40.2 $76.5
37.7 43.7 82.4
44.5 47.0 91.5
43.9 53.3 97.2
48.1 57.7 105.8

49.2
50.9
53.7
55.8
59.6

62.7
66.4
70.0
72.9
71.8

64.9
57.1
51.0
49.8
49.7

50.6
51.1
50.0
50.8
53.0

55.6
49.9
48.8
50.7
54.7

57.0
58.6
62.8
67.2
72.7

76.2
81.2
86.1
88.9
89.3

83.5
80.0
76.9
75.5
74.8

76.1
75.8
73,3
73.5
75.6

83.4
91.6
95.5
94.1
85.3

106.2
109.5
116.3
123.0
132.3

$4.5
4.8
5.1
5.5
6.2

7.0
1.9
8.6
9.4

10.3

138.9 11.1
147.6 12.1
156.1 12.7
161.8 13.6
161.1 14.7

148.4 16.0
137.1 16.6
127.9 16.3
125.3 15.9
124.5 16.1

126.7 16.2
126.9 16.1
123.3 16.1
124.3 16.4
128.6 16.4

139.0 16.1
141.5 15.4
144.3 14.5
144.8 13.9
140.0 13.4

59.9 93.5 153.4 13.7
69.4 109.6 179.0 15.0
80.6 118.4 199.0 17.0
90.4 118.7 209.1 19.1

104.3 142.8 247.1 21.7

114.3 163.8 278.1 24.2
129.4 172.3 301.7 27.0
143.2 180.9 324.1 30.7
157.2. 184.1 341.3 35.5
180.1 215.0 395.1 41.1

195.5
207.6
222.9
245.0
263.3

284.8
311.9
345.8
380.1
416.1

234.1
249. 1
262.0
287.0
306.3

328.3
353.5
383.6
417.1
463.2

429.6
456.7
484.9
532.0
569.6

613. 1
665.4
729.5
797.2
879.3

446.9 517.8 964.7
480.6 555.6 1,036.2
520.5 632.3 1,152.8
555. 1 722.7 1,277.8

44.5
48.6
53.7
S9.* 6
64.9

70.5
77.0
83.9
90.4
98.3

$1.2
7.3

20.9
25.6
23.7

23.1
22.8
21.8
21.0
20.3

19.2
18.2
17.5
16.5
16.5

18.5
21.3
24.3
30.4
34.4

37.7
39.2
40.5
42.6
44.8

$82.2
94.5

117.5
128.3
135.7

136.5
140.2
146.7
153.4
162.9

169.2
177.9
186.3
191.9
192.3

182.9
175.0
168.5
171.6
175.0

180.6
182.2
179.9
183.3
189.8

56.3 211.4
101.7 258.6
154.4 313.2
211.9 370.6
252.5 405.9

229.5 396.6
221.7 415.7
215.3 431.3
217.6 445.8
217.4 486.2

216.9 519.2
221.5 550.2
226.8 581.6
229. 1 605.9
229.6 665.8

224.3
223.0
231.0
241.4
239.8

246.7
253.6
257.5
264.0
266.4

698.4
728.3
769.6
833.0
874.2

930.3
996.0

1,070.9
1,151.6
1,244.1

104.8 271.8 1,341.4
112.8 286.5 1,435.5
123.2 291.9 1, 567. 8
132.4 289.3 1, 699.5

I'Includes debt of privately owned, Federally-sponsored agencies excluded from the budget which amounted to $7010,-
000,000 on Dec. 31, 1947; $2,0,0,0 on Dec. 31, 1968; and $30,500,000,000 on Dec. 31, 1969.

Source: Commerce and Treasury Departments.



TABLE I.-ESTIMATED NET GOVERNMENT AND PRIVATE DEBT 1916 TO PRESENT

Private debt

Amounts outstanding
(billions) Per capita 2 Total government and

Amounts outstanding (billions)

End of calendar year
State and

Federal I local

Per capita 2

State and
Total Federal local

I ndividu
and noi

Corporate corpora
TotalI business 3 busing

a] Individual FvkzUu

ri-and non- Amount Pete Corporate corporate outstanding Pe
ns business business (billions) Ca pi ta

$1.2
7.3

20.9
25.6
23.7

23.1
22.8
21.8
21.0
20.3

19.2
18.2
17.5
16.5
16.5

18.5
21.3
24.3
30.4
34.4

37.7
39.2
40.5
42.6
44.8

$4.5
4.8
5.1
5.5
6.2

7.0
7.9
8.6
9.4

10.3

11. 1
12.1
12.7
13.6
14.7

16.0
16.6
16.3
15.9
16.1

16.2
16.1
16.1
16.4
16.4

56.3 16.1
101.7 15.4
154.4 14.5
211.9 13.9
252.5 13.4

$5.7 $12 $44
12.1 70 46
26.0 199 49
31.1 242 52
29.9 220 58

30.1 211 64
30.7 205 71
30.4 193 76
30.4 183 82
30.6 174 88

30.3 161 93
30.3 152 101
30.2 144 105
30.1 135 111
31.2 133 119

34.5 149 128
37.9 170 132
40.6 193 129
46.3 240 125
50.5 269 126

53.9 293 126
55.3 303 124
56.6 310 123
59.0 324 125
61.2 337 123

72.4 420 120
117.1 749 113
168.9 1,122 105
225.8 1,522 100
265.9 1,795 95

$40.2 $36.3
43.7 38.7
47.0 44.5
53.3 43.9
57.7 48.1

275 57.0
277 58.6
269 62.6
264 67.2
262 72.7

254 76.2
253 81.2
249 86.1
246 88.9
252 89.3

277 83.5
302 80.0
322 76.9
365 75.5
395 74.8

419 76.1
427 75.8
434 73. 3
448 73.5
461 75.6

540 83.4
862 91.6

1,227 95.5
1,622 94.1
1,890 85.3

49.2
50.9
53.7
55.8
59.6

62.7
66.4
70.0
72.9
71.8

64.9
57.1
51.0
49.8
49.7

50.6
51.1
50.0
50.8
53.0

55.6
49.9
48.8
50.7
54.7

$391
420
448
504
537

522
528
554
584
623

639
678
711
726
722

670
638
610
595
585

592
585
562
559
569

622
674
694
676
606

$353 $82.2 $800
372 94.5 909
425 117.5 1,121
415 128.3 1.213
447. 135.7 1,262

450 136.3 1,247
459 140.2 1,263
475 146.7 1,298
485 153.4 1,334
511 162.9 1,397

526 169.2 1,419
554 177.9 1,485
578 186.3 1,538
595 191.9 1,567
581 192.3 1,555

521 182.9 1,468
456 175.0 1,396
404 168.5 1,336
392 171.6 1,352
389 175.0 1,370

394 180.6 1,405
395 182.2 1,407
383 179.9 1,379
386 183.3 1,393
399 189.8 1,429

414 211.4 1,576
367 2'S8.6 1,903
355 313.2 2,275
364 370.6 GC
389 405.9 2,885

Government debt

1916 -- --- --- --- ---- - -
1917 -- ---- -- ---- --- - -
1918 -- --- ---- --- ---- -
1919 -- --- ---- ---- --- -
1920-- - --- --- - --- --- -

1921 -- --- --- --- ---- - -
1922-- ---- --- --- ---- -
1923-- - - - - - - - - - - - - - - -
1924 -- - - - - - - - - - - - - - - -
1925-- - - - - - - - - - - - - - - -

1926 -- - - - - - - - - - - - - - - -
1927 -- - - - - - - - - - - - - - - -
1928 -- - - - - - - - - - - - - - - -
1929-- - - - - - - - - - - - - - - -
1930 -- - - - - - - - - - - - - - - -

1931 -- - - - - - - - - - - - - - - -
1932 -- - - - - - - - - - - - - - - -
1933 -- - - - - - - - - - - - - - - -
1934-- - - - - - - - - - - - - - - -
1935-- - - - - - - - - - - - - - - -

1936 -- - - - - - - - - - - - - - - -
1937 -- - - - - - - - - - - - - - - -1938-- - - - - - - - - - - - - - - -
1939 - - - - - - - -- - - - - - - -
1940-- - - - - - - - - - - - - - - -

1941 -- - - - - - - - - - - - - - - -
1942 -- - - - - - - - - - - - - - - -
1943-- - - - - - - - - - - - - - - -
1944 - - - - - - - - -- - - - - - - -
1945-- - - - - - - - - - - - - - - -



1 9 46------------------ 229.5
1947 - --- ---- --- --- - -- 221.7
1 9 43------------------ 215.3
1949 ----------------------------- 217.6
1950 ----------------------------- 217.4

1951 ----------------------------- 216.9
1952----------------------------- -221.5
1953 ----------------------------- 226.8
1954 ----------------------------- 229.1
1955 ----------------------------- 2296

1956 ----------------------------- 224.3
1957 ----------------------------- 223.0
1958 ----------------------------- 2731.0
1959 ----------------------------- 241.4
1960 ----------------------------- 239.8

1961 ----------------------------- 246.7
1962 ----------------------------- 253.6
1963------------------------------ 257.5
1964 ----------------------------- 264.0
1965 ----------------------------- 266.4

1966 ----------------------------- 271.8
1967 ----------------------------- 286.5
1968 ----------------------------- 291.9
1969 ----------------------------- 289.3

13.7
15.0
17.0
19.1
21.7

24.2
27.0
30.7
35.5
41.1

44.5
48.6
53.7
59.6
64.9

70.5
77.0
83.9
90.4
98.3

243.2 1,607 96
236.7 1,524 103
232.3 1,455 115
236.7 1,445 127
239.1 1,421 142

241.1 1,393 155
248.5 1,399 170
257.5 1,408 191
264.6 1,397 217
270.7 1,376 245

268.8 1,320 261
271.6 1,290 280
284.7 1,315 304
301.0 1,346 332
304.7 1,315 356

317.2 1,331 380
330.6 1,348 409
341.4 1,349 439
354.4 1,364 467
364.7 1,360 502

104.8 376.6 1,372
112.8 399.3 1,431
123.2 415.1 1,443
132.4 421.7 1,415

1,703 93.5 59.9
1,627 109.6 69.4
1,570 118.4 80.6
1,572 118.7 90.4
1,562 142.8 104.3

396.6 2,777
415.7 2,858
431.3 2,914
445.8 2,961
486.2 3,177

1,548 163.8 114.3 1,052 734 519.2 3,334
1,569 172.3 129.4 1,088 817 550.2 3,474
1,599 180.9 143.2 1,123 889 581.6 3,611
1,604 184.1 157.2 1,123 959 605.9 3,696
1,616 215.0 180.1 1,289 1,079 665.8 2,915

1,576 234.1 195.5 1,378 1,151 698.4 4,094
1,565 249.1 207.6 1,441 1,201 728.3 4,198
1,614 262.0 222.9 1,491 1,269 769.6 4,363
1,678 287.0 245.0 1,600 1,366 833.0 4,643
1,671 306.3 263.3 1,680 1,444 874.2 4,795

1,712 328.3 284.8 1,771 1,537 930.3
1,757 353.5 311.9 1,879 1,658 996.0
1,788 383.6 345.8 2,010 1,812 1,070.9
1,832 417.1 380.1 2,156 1,965 1,151.6
1,862 463.2 416.1 2,365 2,124 1,244.1

1.901 517.8 446.9 2,614 2,256 1,341.4
1,994 555.6 480.6 2,775 2,401 1,435.5
2,052 632.3 5205 3,126 2,573 1,567.8
2,063 722.7 555.1 3,536 2,716 1,699.5

5,021
5,292
5,610
5,951
6,351

6,771
7, 170
7,750
8,315

I Borrowing from the public.
2 Debt divided by the population of the conterminous United States and including Armed Forces

overseas. Alaska is included beginning 1959 and Hawaii beginning in 1960.

3 Includes debt of federally sponsored agencies excluded from the budget.
Note: Debt levels estimated by Office of Business Economics, Commerce Department.



TABLE 1.-NET GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT

Ratios of debt to gross national product (percent)
Gross

national Individual
End of product I State and and non-
calendar year (in billions) Federal local Corporate corporate Total

1929 ------------------- $96.7 17.1 14.1 91.9 75.4 198.4
1930 ------------------- 83.1 19.9 17.7 107.5 86.4 234.7

1931 ------------------- 66.9 27.7 23.9 124.8 97.0 273.4
1932 ------------------- 56.8 37.5 29.2 140.8 100.5 308.1
1933 ------------------- 60.3 40.3 27.0 127.5 84.6 279.4
1934 ------------------- 68.6 44.3 23.2 110.1 72.6 250.1
1935------------------ 77.4 44.4 20.8 96.6 64.2 226.1

1936 ------------------- 86.5 43.6 18.7 88.0 58.5 208.8
1937------ ------------ 87.6 44.7 18.4 86.5 58.3 208.0
1938 ------------------- 87.6 46.2 18.4 83.7 57.1 205.4
1939 ------------------- 94.8 44.9 17.3 77.5 53.6 193.4
1940 ------------------ 107.6 41.6 15.2 70.3 49.3 176.4

1941 ------------------- 138.8 40.6 11.6 60.1 40.1 152.3
1942 ------------------- 179.0 56.8 8.6 51.2 27.9 144.5
1943 ------------------- 202.4 76.3 7.2 47.2 24.1 154.7
1944 ------------------- 217.4 97.5 6.4 43.3 23.3 170.5
1945 ------------------- 196.0 128.8 6.8 43.5 27.9 207.1

1946 ------------------- 221.4 103.7 6.2 42.2 27.1 179.1
1947 ------------------- 245 0 90.5 6.1 44.7 28.3 169.7
1948----------------- 261.2 82.4 6.5 45.3 30.9 165.1
1949 ------------------- 260.5 83.5 7.3 45.6 34.7 171.1
1950 ----- -------------- 311.2 69.9 7.0 45.9 33.5 156.2

1951---------- -------- 328.2 64.1 7.2 48.4 33.8 153.5
1952 ------------------- 361.0 61.4 7.5 47.7 35.8 152.4
1953 ------------------- 360.8 62.9 8.5 50. 1 39.7 161.2
1954 ------------------- 379.8 60.3 9.3 48.5 41.4 159.5
1955 ------------------- 409.7 56.0 10.0 52.5 44.0 162.4

1956 ------------------- 433.2 51.8 10.3 54.0 45.1 161.1
1957 ------------------- 438.1 50.9 11. 1 56.9 47.4 166.0
1958------------------- 469.2 49.2 11.4 55.8 47.5 163.8
1959 ------------------- 496.8 48.6 12.0 57.8 49.3 167.5
1960 ------------------- 503.4 47.6 12.9 60.8 52.3 173.6

1961----------------- 542.8 45.4 13.0 60.5 52.5 171.3
1962 ------------------- 574,7 44.1 13.4 61.5 54.3 173.3
1963 ------------------- 611.8 42.1 13.7 62.7 56.5 175.0
1964 ------------------- 654.0 40.4 13.8 63.8 58.1 176.1
1965------------------ 719.2 37.0 13.7 64.14 57.0 172.7

1966 ------------------- 772.6 35.2 13.6 67.0 57.8 173.6
1967------------------ 825.4 34.7 13.7 67.3 58.2 173.9
1968 ------------------- 899.5 32. 5 13.7 70.3 57.9 174.3
1969 ------------------- 955.6 30.3 13.9 75.6 58.1 177.8

1 Implied level end of year, calculated as the average of the 4th and 1st calendar quarters at seasonally adjusted annual
r ates for the years 1939 through present. Prior to 1939, averages of 2 calendar year figures are used as the best approxima-
tion of Dec. 31 levels.

Note: Debt levels estimated by Office of Business Economics, Commerce Department:
(1) Borrowing from the public.
(2) Debt divided by the population of the conterminous U.S. and including armed forces overseas. Alaska is included

beginning 1959 and Hawaii beginning in 1960.
(3) Includes debt of Federally sponsored agencies excluded from the budget.

ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES, 1900-1970

Federal debt (billions) Per capita Federal debt'I Real per capita Federal debt 2

Privately Privately Privately
G rossa N et 4 held net 5 Gross3  Net4 hold net 3 Gross3 Net4 held net

June 30-
1900 --------- $1.3 $1.3 $1.3 $17 $17 $17 (6 (n ()

1902 ---------- 1.2 1.2 1.2 15 15 15 66
1901--------- 1.2 1.2 1.2 16 16 16
1903--------- 1.2 1.2 t.2 14 14 14 )
1904--------- 1.1 1.1 1.1 14 14 14()
1905--------- 1.1 1.1 1.1 14 14 14 (6 6) 6

1906 ---------- 1.1 1.1 1. 1 13 13 13 /al6)
1907--------- 1. 1 1.1 1.1 13 13 13 ()

See footnotes at end of table, p. 77.



ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES, 1900-1970-Continued

Federal debt (billions) Per capita Federal debt I Real per capita Federal debt 2

Privately Privately Privately
Gross's Net' held net' Gross3 Net' held nets Gross Net' held nets

1.2 1.2 1.2
1. 1 1. 1 1. 1
1. 1 1. 1 1. 1

1911--------- 1.2 1.2 1.2
1912--------- 1.2 1.2 1.2
1913--------- 1.2 1.2 1.2
1914--------- 1.2 1.2 1.2
1915......... 1.2 1.2 1.2

Dec. 31-
1916 ...
1917 ...
1918.... .
1919 ...
1920.... .

1921 .----
1922.----
1923.----
1924 ...
1925--- - -

1926--- - -
1927 ...
1928.----
1929.----
1930.----

1931 .----
1932 ...
1933 ...
1934 ...
1935.----

1936 .----
1937 ...
1938--..
1939 ...
1940.----

1.2
7.3

21.0
25.8
24.0

1.2 1.1
7.3 7.2

20.9 20.7
25.6 25.3
23.7 23.4

48 48 48
47 47 47

41 38
203 201
480 471
508 502
452 448

23.5 23.1 22.9 215 211 210 494 485 483
23.2 22.8 22.4 209 205 202 493 483 476
22.2 21.8 21.7 196 193 192 451 444 441
21.5 21.0 20.5 187 183 178 431 422 410
20.8 20.3 19.9 178 174 171 395 386 379

19.9 19.2 18.9 167 161 159 376 363 358
18.6 18.2 17.6 155 152 147 356 349 338
18.4 17.5 17.3 152 144 143 353 334 332
17.5 16.5 16.0 143 135 131 331 312 303
17.3 16.5 15.8 140 133 128 345 328 315

19.1 18.5 17.7 153 149 142 417 406 387
22.0 21.3 19.4 176 170 155 535 517 471
25.3 24.3 21.9 201 193 174 607 583 526
33.3 30.4 28.0 260 240 221 769 710 654
36.2 34.4 32.0 283 269 250 813 773 718

40.3 37.7 35.3
43.1 39.2 36.6
45.6 40.5 37.9
48.8 42.6 40.1
52.2 44.8 42.6

889 832 781
920 837 782
989 878 822

1,057 923 869
1,110 952 907

1941---------.65.6 *56. 3 54.0 489 420 402 1,257 1,080 1,033
1942.........-113.7 101.7 95.5 837 749 703 1,969 1,762 1, 654
1943.........-171.0 154.4 142.9 1,242 1,122 1,038 2,836 2,562 2,317
1944 --------- 233.6 211.9 193.1 1,678 1, 522 1,387 3,746 3,397 3, 096
1945---------.279.6 252.5 228.2 1,987 1,795 1,622 4,338 4,312 3,541

1946.----
1947.----
1948--- - -
1949.----
1950 .----
1951 .----
1952 .----
1953--- - -
1954.----
1955 ---
1956.----
1957.----
1958.----
1959.----
1960--- - -
1961 .----
1962.----
1963.----
1964 .----
1965 ...

1966.----
1967 .----
1968.----
1969.----
1970.----

260.7
257.6
253.8
257.9
257.8
260.2
268.3
276.0
279.5
282.2
278.3
278.1
285.3
296.5
296.6
303.0
311.3
317.4
327.0
330.7
343.3
364.9
373.1
382.0
401.6

229.5
221,7
215.3
217.6
217.4
216.9
221.5
226.8
229.1
229.6
224.3
223.0
231.0
241.4
239.8
246.7
253.6
257.5
264.0
266.4
271.8
286.4
291.9
289.3
301.1

206.1
199.1
192.0
197.7
196.6
193.1
196.8
200.9
204.2
204.8
199.4
198.8
204.7
214.8
212.4
217.8
222.8
223.9
227.0
225.6
227.5
237.3
236.1
232.1
239.0

1,825
1,771
1,715
1,713
1 ,685
1,671
1,694
1 ,714
1,705
1,691
1,638
1,609
1,624
1,653
1,627
1,635
1,054
1,663
1,690
1,688
1,733
1, 822
1,845
1,869
1,.955

1,607
1, 524
1,455
1, 445
1,421
1,393
1,399
1,408
1,397
1,376
1,320
1,290
1,315
1,346
1, 315
1,331
1,348
1, 349
1,364
1,360
1,372
1, 431
1,443
1,415
1, 466

1,433
1,369
1,297
1,313
1,285
1,240
1,243
1,247
1,246
1,227
1,174
1,150
1,165
1,197
1, 165
1,175
1,184
1, 173
1,173
1. 152
1,148
1,185
1, 167
1,135
1, 163

3,373
3,002
2,830
2,884
2,679
2,509
2,524
2,536
2,533
2,505
2,357
2,247
2,231
2,237
2,169
2,166
2,165
2,140
2,150
2,107

2,093
2,136
2,066
1,972
1,955

2,970
2,583
2,401
2,433
2,259
2,092
2,085
2,083
2,076
2,038
1,899

1802
1,806
1,821
1,753
1,763
1,764
1,736
1,735
1,698
1,657
1,678
1,616
1,493
1, 446

2,649
2,320
2,140
2,210
2,043
1,862
1,852
1,846
1,851
1,818
1,689
1,606
1,600
1,620
1,553
1,556
1,550
1,510
1,492
1,438
1,386
1,368
1,307
1,197
1,163

June 30-Continued
1908 .----
1909.----
1910.----

IDebt divided by population.
Per capital debt expressed in Dec. 31, 1970, prices (Consumer Price Index for all Items).
' Total Federal securities outstanding unified budget concept.
4 Borrowing from the public, unified budget concept.
' Borrowing from the public less Federal Reserve holdings.
6Not available.



APPENDIX B

Draft of a proposed bill to authorize the Secretary of the Treasury to transfer to
the Government of the Republic of the Philippines funds for making payments
on certain pre-1934 bonds of the Philippines, and for other purpose's

THE SECRETARY OF THE TREASURY,
Washington, D.C., January 29, 1971.

Hon. SPIRO T. AGNEW,
President of the Senate,
Washington, D.C.

DEAR MR. PRESIDENT: There is transmitted herewith a draft of a proposed bill,
"To authorize the Secretary of the Treasury to transfer to the Government of
the Republic of the Philippines funds for making payments on certain pre-1934
bonds of the Philippines, and for other purposes."

The proposed bill authorizes the Secretary of the Treasury to transfer to the
Government of the Republic of the Philippines, sixty days after the date of en-
actment, the money then held In a special trust account In the Treasury for
making payment on certain Philippine bonds Issued before 1934, all of which
have matured. The Philippine Government would assume the responsibility for
such payments and, as of the date of transfer, the United States would cease to
be liable for them. As of December 31, 1970, the total outstanding amount of
principal and Interest on the bonds was $138,733.69. As of the same date, the
special trust account held $138,789.21. There have been few payment transac-
tions during the past several years.

Enactment of the proposed bill would be In the best Interests of this Govern-
ment and of the Government of the Republic of the Philippines for the following
reasons. The special trust account was established In 1946 with money received
from the Philippine Government In effect to guarantee that payment on Its obli-
gations would be made. Those obligations have nowv matured and the exact lia-
bility therefore determined. However, It cannot be said when, if ever, all the
outstanding matured bonds and interest coupons will be presented for payment,
and the Department of the Treasury considers therefore that It Is unnecessary
for It to continue to maintain Indefinitely the special trust account on the books
of the Treasury. Finally, the, Philippine Government, by an Executive Agree-
mnent dated November 26, 1969, has agreed to assume sole responsibility for the
payments on Its bonds If and when presented.

I enclose herewith an analysis which offers more detailed Information con-
cerning the provisions of the draft bill and the reasons for Its proposal.

It would be appreciated If you would lay the proposed bill before the Senate.
An identical bill has been transmitted to the Speaker of the House of Represen-
tatives.

The Department has been advised by the Office of Management and Budget
that there ts no objection from the standpoint of the Administration's program
to the submission of this proposed legislation to the Congress.

Sincerely yours,
DAVID) M. Ksrnqzzwy.

Enclosures.
A BILL to authorize the Secretary of the Treasury to transfer to the Government

of thit Republic of the Philippines f unds for making payments on certain pre-1934 bonds
of the Philippines, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That subsection (g) of section 6 of the Act
of March 24, 1934 (48 Stat. 456; 22 U.S.C. 1398(g)), as added by the Act of
August 7, 1989 (58. Statt. 1226,'1228) and amended by the Act of September 22,
1959,(73 Statt. 621,0622), is repealed.

SEC. 2.- in order to implement the Executive Agreement concluded between the
Government. of ,the United States and the Government of the Republic o? tVie

(79)
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Philippines on November 26, 1969, under which the Government of the Republic
of the Philippines agreed to assume from the Secretary of the Treasury sole
responsibility for payments of the principal of and Interest on all outstanding
bonds of the Philippines, Its Provinces, cities and municipalities, Issued prior to
May 1, 1934, under authority of Acts of the Congress of the United States, the
Secretary of the Treasury Is authorized to transfer to the Government of the
Republic of the Philippines whatever sums remain on the effective date of this
Act In the special trust account with the Treasurer of the United States In the
name of the Secretary set up by section 6(g) (4) of the said Act of March 24,
1934, as added by the said Act of August 7, 1939.

SEC. 3. As of the date of the transfer of sums to the Government of the
Philippines, authorized by section 2 of this Act, the United States shall cease to
be liable for the payment of principal or Interest on all outstanding bonds of the
Philippines, its Provinces, cities and municipalities, Issued prior to May 1, 1934,
under authority of Acts of the Congress of the United States.

SEc. 4. This Act shall take effect 60 days after the date of Its enactment.

THE DEPARTMENT OF THE TREASURY, WASHINGTON, D.C.
ANALYSIS OF A TREASURY PROPOSED BILL TO AUTHORIZE THE SECRETARY OF THE

TREASURY TO TRANSFER TO THE GOVERNMENT OF THE REPUBLIC OF THE PHILIPPINES
FUN"S 7jDR MAKING PAYMENTS ON CERTAIN PRE-1934 BONDS OF THE PHILIPPINES,
AND7P OTHER PURPOSES.

The proposed bill authorizes the Secretary of the Treasury to transfer to the
Government of the Republic of the Philippines the money held in a special trust
account in the Treasury to make principal and Interest payments on outstanding
bonds of the Philippines, its Provinces, cities and municipalities, Issued before
1May 1, 1934. pursuant to Congressional authorizations (those bonds are hereafter
referred to as pre-1934 Philippine bonds for ease of reference). The Philippine
Government would assume responsibility for the payments. The United States
would not be liable therefor as of the date of transfer.

In order to accomplish this purpose, the proposed bill repeals subsection (g) of
section 6 of the Act of March 24, 1934 (48 Stat. 456), as added by the Act of
August 7, 1939 (53 Stat. 1226, 1228) and amended by the Act of September 22,
1959 (73 Stat. 621, 622), codified at 22 U.SB.C. 1393 (g), which provides the specific
statutory authority of the Secretary of the Treasury to make principal and Inter-
est payments on pre-1934 Philippine bonds and prescribed the conditions for
setting up the sepcial trust account and its authorized Investment. The bill pro-
vides for an effective date 60 days after enactment to allow the Treasury adequate
time for making the necessary fiscal arrangements.

By 1963 all of the obligations for which the special trust account Is liable had
matured. The total outstanding liability for principal and Interest was $138,733.69
on December 31, 1970. More than enough money, $138,739.21. on the same date,
remains in the special trust account to satisfy that liability. The Treasury Bureau
of Accounts maintains $57,174.21 of the amount oin hand for payments on the
peso denominated bonds and the Office of the Treasurer of the United States
administers the -remainder for payments on the dollar denominated bonds.

The trust account to which the bill refers was set up by the first section of
the Act of August 7, 1939 (53 Stat. 1226), which added subsection (g) to sec-
tion 6 of the Act of March 24, 1934 (48 Stat. 456). That subsection provided for
the establishment before July 4, 1946, of a special trust account In the Treasury
for the purpose of meeting principal and Interest payments on "bonds of the
Philippines to which a moral obligation of the United States might have been
attached" (H. Rept. 1058, 76th Congress, 3 (1939) and S. Rept. 453, 76th Con-
gress, 3 (1939) ), and specified the Secretary of the Treasury as the person
authorized to make -such payments when the amount In thie account was ade-
quate. The account was to consist of all sinking funds maintained by the Gov-
ernmemv of the Philippines Itself for the payment of its bonds, one of which con-
sisted of the proceeds of taxes Imposed on exports to the United States, pursuant
to section 6(e) of the 1934 Act. The trust account was to consist also of the
supplementary sinking fund on deposit with the Treasurer of the United States
held for the same purpose, consisting of quarterly payments by the Philippine
Government of the proceeds of export taxes Imposed and collected by It after
August 7, 1939, pursuant to section 6(g) (1) as added to the 1934 Act by the
1939 Act. Pursuant to an agreement between the Government of the Philippines
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and the Secretary of the Treasury, that Government also made annual payments
into the trust account between 1946 and 1951.

All provisions of section 6(g) of thf, 1934 Act have either been fulfilled or
have expired, except for the provision in subsection (g) (5i) authorizing the
Secretary of the Treasury to make principal and Interest payments on pre-1934
Philippine bonds. In particular, In accord with subsection (g) (5) In November
1951 the Secretary determined that the trust account balance was sufficient to
meet principal and Interest payments on all outstanding bonds, and all Interest
and principal payments began to be paid from the account; up to that time
the Independent Philippine Governmelat had made all principal and Interest
payments. Also, In accord with the provisions of subsection (g) (5) that, when-
ever the Secretary determined that the trust account balance was In excess of
an amount adequate to meet Interest and principal payments onl all such obliga-
tions, such excess be turned over to the Treasurer of the Philippines, the Secre-
tary determined to be excess and returned to the Philippines anl aggregate of
$1,838,000, consisting of $1,000,000 In May 1954, $600,000 In February 1962, and
$238,000 in August 1965.

The Government of the Republic of the Philippines has agreed to accept the
sums which the bill proposes to be transferred and thereafter to assume full
responsibility for principal and Interest payments in an Executive Agreement
with the Government of the United States, dated 'November 26, 1969, which by
Its terms will enter Into force upon receipt by the Philippine Government of
advice from the United States Government that the proposed bill has been en-
acted. Therefore, enactment of the proposed bill Is necessary to Implement the
Executive Agreement.

The Department of State Legal Adviser's Office, in a 1969 Memorandum of
Law, concurred Ii the Treasury conclusion that enactment of the proposed bill
was necessary because section 6(g) (5) of the 1934 Act specifies the Secretary
of the Treasury -as the official authorized to make p~rinlcipal and Interest pay-
ments on pre-1934 Philippine bonds.



APPENDIX C

Communication Record by the Committee Expressing an Interest in This
Hearing

THE AMERICAN BANKERS AsSOCIATION,
Washington, D.C., March 8, 1971.

lioN. RusSELL B. LONG,
Chairman, Senzate Finance Committee, United State8 Senate,
New Senate Oatc Building, lWa8hingtyn, D.C.

DEAR MB. CHAIRMAN: The American Bankers Association endorses the recent
action by the House of Representatives of passing H.R. 4690, concerned with eas-
Ing debt management problems, and urges its speedy adoption by the Senate.
While we recognize, of course, the need to raise the debt ceiling at this time, we
strongly approve of the provision permitting the limited Issuance of Treasury
bonds at Interest rates above the present 4% percent ceiling. This provision will
be an Important step toward freeing the Treasury from a serious impediment to
efficient debt management.

It seems hardly necessary to elaborate on the inhibiting effects of the In~terest
rate limit, on Treasury efforts to help achieve major national policy goals. Yet,
the importance of the contribution debt management can make towards reach-
Ing objectives such as a soundly growing economy and the restraint of Inflationary
pressures, deserves further comment.

The role of debt manaegment can be significant only If the Treasury Is allowed
sufficient leeway and flexibility In offering new Issue terms which are In accord
with current economic conditions. As a result of increases in market rates of
Interest since 1965, the Treasury has been unable to offer bonds at rates of 4%
percent or less. Thus, It has been forced to issue notes and short-term securities
maturing within 7 years, which are not subject to the Interest rate limitation. The
effect of this has been a sharp decline in the average maturity of debt. In fact,
over one-half of the marketable debt in private hands on January 1, 1971, was In
maturities of less than one year. Consequently, the rapidly growing amounts of
Issues coming due each year have greatly increased the difficulties of handling the
Treasury's refinancing operations.

Damage to the maturity structure of the debt Is more than a matter of debt
management concern, however. During the past few years the excessive crowding
of Issues Into the short-term maturity area was accompanied by an unprecedented
escalation of short and Intermediate-term Interest rates. In turn, this created
strong Incentives for savers to withdraw funds from financial Institutions to In-
vest In marketable securities, mainly to the detriment of the housing industry. In
general, however, the effects of the huge Increase in short-term rates, the dis-
Intermediation of funds from financial Institutions, and Increased loan demands
were felt by all borrowers and, Indeed, throughout the economy.

More recently, despite the sharp decline In Interest rates due to the current
economic slowdown and the easier monetary policy of the Federal Reserve, mar,
ket yields on long-term Treasury bonds have remained well above the 41/ per-
cent limit. The Treasury cannot successfully offer new bonds at rates below the
yields on existing bonds In the market. Accordingly, under current market con-
ditions, the maturity structure of debt can be materially improved only If the
Treasury Is given the leeway provided by H.R. 4690.

Experience In the late 1950's and during the first half of the 1960's indicates that
prudent use of the authority to Issue a limited amount of long-termi bonds could
help significantly in restructuring the debt without harmful side effects. As the
use of appropriate debt management techniques has demonstrated, debt restruc-
turing could be undertaken without raising long-ternm rates, without Impeding
economic recovery, and without detriment to the mortgage market.

With the public Interest In mind, The American Bankers Association urges the
prompt consideration and passage of H.R. 4690.

SinceelyCLIFFORD C. SOMMER,
Pre8ident.

(88)
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NATIONAL LEAGUE OF INSURED SAVINGS ASSOCIATIONS,

Hon.RUSSLL . LOGVashington, D.C., March 4, 1971.

U.S. Senate,
Washington, D.C.

DEAR SENATOR LONG: It Is obvious to the National League of Insured Savings
Associations that your committee will soon be having hearings on H.R. 4090. We
are particularly interested in Section 3, pertaining to authorizing the Treasury
greater flexibility in refinancing. The National League would like to go on record
with you and your committee as favoring H.R. 4690.

If H.R. 4690 Is adopted, It is our suggestion that Treasury be urged to use its
newfound flexibility In financing through the Issuance of obligations In the
denominations of no less than $25,000. This would provide the thrift industry
some protection from the drain that can occur and which has historically oc-
curred, when the Treasury bills are In small denominations.

We support the Treasury in its need for more flexibility In financing and hope
that the denominations will be kept at a size that will not be competitive with
rate controlled thrift institutions.

Sincerely,
WILLIAM L. REYNOLDS,

Ex~ecustive Vice President.

ALEXANDRIA, VA., March 9, 1971.
Hion. RUSSELL B. LONG,
Chairman, Committee on Finance, U.S. Senate, Senate Office Building, Washing-

toni, D.C.
DEAR MR. CHAIRMAN: Thank you for your letter of March 3 assuring me that

it written statement by me would be Included in the published record on
11.1R. 4690.

The Senate ought to delete Section 3 of this bill which the Committee has re-
grettably approved In the form passed by the House. That section gives to the
Treasury complete discretion to make mistakes that can waste billions of dollars
of the taxpayer's money, without further authorization or appropriation by Con-
gress. At least In large part it would go to the unjustified and unnecessary en-
richmnent of banks and wealthy bondholdersm. The arguments advanced by Secre-
tary Connally In support of that Section yesterday were misapprehensions on his
part. They were invalid, as I hope he will appreciate after he has been In his new
position for a longer time and had the opportunity to see through the specious
arguments prevalent on this topic.

As deserving of confidence as Secretary Connally and Under Secretary Volcker
are, the Congress should not pass permanent legislation Involving unlimited bil-
lions of dollars of interest payments for the Indefinite future without considering
safeguards against the discretion falling into Inexpert, biased, or excitable hands.

The suggestion made to you yesterday by Representative Patman Is an excel-
lent one-that Section 3 be removed from H.R. 4690 for more thorough consider-
ation. (I believe I heard you say that you would vote for doing that.) Some form
of Section 2, to grant some Increase In the debt ceiling, should be enacted alone
for the present.

Ten billion dollars worth of 7% bonds with a 30-year maturity means $21 bil-
lion of Interest ($21,000,000,000) to be paid during the life of the bonds. Further-
more, the ten billion of bonds would constitute less than 1/ of 1% of the total
Interest-bearing debt in prospect for next month. The Senate should not pass on
such a potentially serious matter without more hearing of Informed testimony.'

I A typical maturity of new Treasury bond offerings In recent decades has been 30
years. A year ago conditions In the Government securities market (due to Federal Re-
serve general monetary policy) had new Treasury bills and notes selling to yield ov'er
8% and prices on longest-term 4 %o/ and 4%A% Treasury bonds and notes outstanding so
low that they yielded over 7%. The same half-truths were being circulated which were
stated In yesterday's hearing, such as that the Treasury financing was competing unnec-
essaryily with sav ings and loan association financing because it could not sell new long-
term bonds. Officials less wise than Secretary Connally and Under Secretary Volcker might
have concluded that the Treasury's selling some long-term bonds paying around 7% would
be advantageous, Instead of 7-year notes at 8% and bills and short-term notes at 81A%
or more. Ten billion dollars at 7% for 30 years comes to $21 billion aggregate interest
cost-plus repayment of the original principal.

I requested the opportunity to testify In these hearings In person-reluctantly, because
I was fully aware of the pressures on the committee's time. But a written statement for
the record normally cannot-reach the committee members before they have to vote on
tihe bill at Issue. I felt obligated to present evidence only on the 41/4% Interest rate ques-
tion, not the debt ceiling.
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Secretary Connally yesterday testified that present bond market conditions
were such that floating new Treasury bonds would not be advantageous now.
Conditions In the Government bond market change only slowly. Accordingly,
there Is no Immediate urgency to enact Section 3.

Secretary Connally also testified candidly to the Ways and Means Committee
on this bill (page 24), "This rate had not been changed since 1918, and I frankly
didn't think I Iwas going to be so persuasive as to be able to accomplish it this
morning." Accordingly, he expected to continue Treasury financing for the near
future with bills and notes, not new long-term bonds. In contrast, there Is a need
within a matter of weeks for some form of Section 2 of H.R. 4690 to raise the
debt ceiling.

Secretary Connally also testified to your committee yesterday, as he had done
to the Ways and Means Committee, that he would not have utilized the powers
of Section 3 during the bond market conditions of the last five years. This de-
served much more attention. It means that If the powers of Section 3 had been on
the books since 1965, there would have been no Treasury financing with bonds
(instead of with notes up to 7 years' duration and bills) and there would have
been'no related changes In the deplorable events of the last few years. Interest
rates would still have gone to 100-year record high levels. There would have
been the same shortage of money for home mortgages and the same shifting out
of some forms of savings, such as savings and loan shares, and Into others, such
as Treasury securities. The interest cost of borrowing would have been just as
burdensome on the debtors and would have contributed Just as much to the rise
of prices, taxes, etc.

Presumably due to Secretary Connally's very recent Initiation into his new
duties, Including the extremely specialized field of the principles which should
guide Treasury debt management, he showed that he was the victim of the mis-
taken standards of judgment which tend to dominate popular Ideas In this field.
It would be unreasonable to hope he could have done better in such a short time
In office. Most of those standards on this rarefied subject stem from self-serving
misjudgments of Individuals closely connected with large banks, investment bank,
Ing, or other parts of the "financial fraternity." Successful and eminent men in
those areas of employment are under pressure to do their utmost In getting as
much Interest as possible out of the Treasury and other Government borrowers
for the benefit of their employers. One should not expect their experience to be
unqualifiedly trustworthy, penetrating, and unbiased In how the Treasury may
reduce interest payments to banks and wealthy bondholders In order to save
money for the taxpayers. Numerous public policy recommendations of leaders
from private finance have shown an overindulgent evaluation of the advantages
of high Interest rates.

In some respects, the Treasury, under Secretary Connally's predecessors and
the series of Under Secretaries In charge of debt management, have done better
for the country and the taxpayers than Secretary Connally's testimony yester-
day gave them credit for. Instead of bemoaning the decline in the average
maturity of the Treasury debt since June 1965, as shown In Secretary Connally's
chart no. 1. and Instead of Implying that that state of affairs would be Im-
proved iV8o facto by reversing that trend by Section 3 of H.R. 4090, the Secre-
tary and the, committee should halre expressed commendation of the course
of that chart.' When market Interest rates are being pushed to abnormally
high levels, prudent Treasury policy should shorten maturities and, within
reasonable limits, stay away from long-term commitments to pay those rates.

Also, the present average maturity is In a reasonable range historically.
As of June 30, 1960, after over 7 years of Republican management of the debt,
and with no serious limitations on the Interest rate offerable on Treasury
bonds, the average maturity was only 4%/ years (Treasury Annual Report
1961, page 84), as against something between 3 /L and 4 years currently.

The Secretary and the committee should bavo. recognized, too, that flotation
of $10 billion of additional bonds of any reasonable maturity would make a
negligible difference In the average maturity of over $4,00,000,000,000 of debt.
The main reason the average maturity declined to 3 years from the peak
during the 1960's of around 51/ years was that the Treasury properly elected
not to issue a larger proportion of notes with a 7-year maturity or thereabouts.
If they had, the country would be locked Into paying 7%4% and 8% on more
notes until 1976 and, 1977.

The 44% statutory ceiling on Treasury bond Interest rates was blamed In
yesterday's testimony and In the House Ways and Means Committee for de-
velopments which should have been blamed on the Federal Reserve's Idea



that, In conjunction with a tight budget, tight money and high Interest rates
were capable of curbing our price rise satisfactorily and the lengths to which
they carried that misguided policy under conditions In which It could not
succeed without precipitating a real depression.

The building Industry organizations which have endorsed Section 3 of H.R.
4690 are entirely mistaken about the realities of their problem. They seem to
think that If the Treasury had followed the example of the Tennessee Valley
Authority, a U.S. Government agency, In February and March 1970 In Issuing
25-year bonds paying 9% Interest that that would have really encouraged U.S.
citizens to finance more home mortgages through savings and loan association
passbooks paying 5% interest.

The Secretary's testimony voiced numerous other misapprehensions which I
shall not take the space to refute in detail. The debt Is manageable using matur-
ities not exceeding 7 years. Enactment of Section 3 would not appreciably sim-
plify the problems of the Federal Reserve System. If the Treasury wants to
Issue more bonds paying 51/0/, it (or Congress) can change the regulations
governing E and H Savings Bonds. Selling $10 billion of securities with a ma-
turity in excess of 7 years would not change the monetary effects of M3--a final,
broad category of "near-moneys" put Into the computers and claims df Profes-
sor Milton Friedman, which Secretary Connally unguardedly endorsed yesterday.

If our price level continues to rise more or less as fast as It has been rising,
not just since 1965, but since World War 11, rates of Interest on new Treasury
bonds and market yields on outstanding bonds paying 414 % or less should be
higher than 414%/. At that rate of interest, after payment of Income taxes, savers
end up a year not only with no teal income In dollars adjusted for the loss of
value of their principal due to price Inflation but with a net permanent loss of
purchasing power of their original savings.

The housing Industry relied for much of Its financing throughout almost all
the post World War 11 period on the owners of savings deposits and savings
and loan shares being mulcted of the purchasing power of their savings. The
mortgagors, on the other hand, receive voluminous public sympathy for having
to pay 7% or more on their home financing. On the contrary, such rates of inter-
est, after tax deduction and with the costs of building and land rising as they
have been for 21/ decades, really mean a free gift for most of the borrowers'
housing at the savers' expense. The rise In the value of the property outweighs
most or all of the interest payments after tax deduction, with some allowance
for depreciation.

If, on the other hand, the country adopts the right policies to halt the Infla-
tionary price rise, a 414% rate (or one not far above It) becomes a reasonable
ceiling for Interest on new Treasury bonds.

Since the market rate on Treasury bonds has declined so sharply In recent
months, It would be prudent to delay any marketing of new long-term Treasury
bonds, as Secretary Connally Indicated would be his policy. The Congress, how-
ever, should not rely too heavily on Mr. Connally's remaining In his present post
indefinitely.

On the other hand, the testimony yesterday took an oversimplified attitude
toward outstanding, under- 414% Treasury bonds In a high-interest-rate episode.
The Treasury ought not to regard It as successful finance when It saves Interest
at the expense of people who bought Treasury bonds at par, either through de-
preciation of the value of the dollar or through depreciation of the bonds. Treas-
ury bond buyers suffer years of loss-which would take a complicated paragraph
to express fully and precisely-when official monetary policy drives the market
prices of their purchases down to heavy discounts-O, 80, 70 or less. The same
Is true of the purchasers of Government agency, municipal, and corporate long-
term, low-coupon bonds. This Is a contest In which the Government holds the whip
hand and In which It should be ashamed of whining an advantage over Its less
sophisticated citizens.

CONCLUSION

A comprehensive attitude toward the rate of Interest properly payable on
Treasury debt requires a properly designed program embracing at least four
parts:

1. A program to restore prosperous production and employment;
2. A program for effectively curbing those wage and price Increases which are

properly remediable and appropriately called inflationary, without Interfering
with those upward and downward changes of wages and prices which serve a
different type of valid economic purpose.
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8. A revision of Treasury financing methods which will simplify refunding and
new borrowing. New methods are available to achieve this, on a large scale, which
the Treasury mistakenly Implies can be achieved by issuing $10 billion of bonds
with rates above 4% /o%.

4. A further revision of Treasury finance whereby it does not have to pay high
rates of Interest to banks for operating their demand-deposit-creating capability.
Resort to this revision is particularly desirable now when the country needs a
sizable Increase in Its money supply-provided step 2. above Is under control.
This can be achieved without serious disturbance through a sharp modification of
a plan advanced during or before the early 1930's, by the late Professor Henry
Simons of the University of Chicago (reportedly founder the present "mone-
tarist school" now linked with the name of Professor Irving Friedman), Professor
Paul Douglas, and the late Professor Irving Fisher of Yale as well as by a num-
ber of others. It could save the taxpayers billions of dollars of interest on the
public debt as well as make several other major contributions to the national
welfare.

Is there any reason to believe my n~antion of the above possibilities Is more
than hollow verbiage of a crackpot?

I respectfully refer you to my record of previous statements to committees.
In April 1969, for example, in a written statement to the Senate Banking and
Currency Committee's hearing on "High Interest Rates" (no actual bill), I
warned that the then-prevailing theory being relied on by the Administration
that tight money and a firm budget could best curb Inflation would fail and
cause excessive unemployment Instead.

In 1967, when this committee and the Congress reinstated the 70/ investment
tax credit, I was the only "witness" (via written statement only) In this com-
mittee's hearings who recommended permanent repeal rather than reinstatement.
It was repealed two years later, though, of course, entirely Independently of
my buried statement. (There was no opponent in the voluminous Ways and
Means hearings on that matter In 1967. My reasons against It were permanent
and fundamental, whereas the reasons for repeal which brought action In 1969
were relatively temporary and superficial.)

In December 1963 1 warned in a written statement to this committee, regard-
Ing the Revenue Act of 1963, H.R. 8363, part 5, pages 2544-5:

Under present conditions, however (and under those prevailing in this country
since the Second World War and even back to about 1937), tax cuts financed by
borrowing are, broadly speaking, unlikely to achieve a satisfactory Increase In
jobs without Incurring a damaging rise of prices. The Increased spending will,
other things being equal, probably be nullified far short of the desired goal of
reduced unemployment by two or three factors-wage rate and price Increases,
Increased Imports of foreign goods and services and Increased export of U.S.
capital, and restrictions of monetary and credit management.

Could you ask a more accurate warning than that? At that time, In the first
month of President Johnson's term. I did not foresee the size of some of his
spending programs to stimulate expansion, and I would have better said, "desired
goal of durable and high employment at stable prices . . .

Over a period of 20 years--1933 to the early 1950's (except for the war
years)-I was an economist at the Federal Reserve Bank of New York and the
U.S. Treasury with some collateral connections and experience with financing

plc.Respectfully submitted. 
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