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$495 BILLION DEBT LIMIT
WEDNESDAY, JUNE 12, 1974

U.S. SENATE,
CO 313ITTr ON FINANCE,

lWaahington, D.C.
The committee met, pursuant to recess, at 10 a.m. in room 2221,

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

Present: Senators Long, Byrd, Jr., of Virginia, Mondale, Bentsen,
Bennett, Curtis, Hanson, ana Dole.

OPrHxNO STAT ENT OF SENATOR BYRD

Senator Bynn (presiding). Tho committee will come to order.
The committeehearing today concerns ,H.R. 14882, a bill to increase

and extend the present temporary debt limit. UndeO present law, the
permanent debt limit ig set at $400 billion. In addition, thore is a
temporary additional limit of $75.7 billion effective through the end
of ti is month. Unless the temporary limit is extended, on-July 1 the
debt limit will be reduced to its permanent level of $400 billion.

The House bill would increase the temporary limit to $405 billion
and would extend the period in which the temporary debt limit applies
through March 81,10T5.

OnJune 0, the debt subject to the limit was $471.6 billion.
(The press release announcing these hearings, the bill, H.R. 14882,

and q staff memorandum concerning the bill, follow :]
(1)
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PRESS RELEASE

FOR IMMEDIATE RELEAW COMMITTEE ON FINANCE
June, I1, 1974 UNITED STATES SENATE

2227 Dirkeen Senate Office Bldg.

FINANCE COMMITTEE ANNOUNCES HEARINGS ON THE PUBLIC DEBT

The Honorable Russell B Long (D., sLas), Chairman of the
Committee on Finance, announced today that the Committee will hold
a one-day hearing on Wednesday, June 12, 1974, on H,R. 14832, a bill
to increase the present temporary ceiling on the public debt from $475, 7
billion to $495 billion and to extend the period to which the temporary
ceiling applies until March 31, 1975.

The Chairman announced that this legislation should be passed
before June 30, 1974, because at that time the permanent debt limit of
$400 billion would go into effect, significantly below the current out.
standing debt of the Treasury Department.

The_4ono.rgble Paul Volcker, Under Secretary of the Treasury,
will be the principal witness for the Adrr inistration. He will be accom.
panied by the Honorable RovL, Ash, Director of the Office of Management
and Budget.

The hearing will be held in loo-m 112), Dirksen Sepate Cffice
Building and will begin at 1000 AM.

PR 074
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98o CONGRSoso H.R. 14832

IN TEII SENATE OF TIE UNITED STATES
MAY 28,19 4

'Aoad twice and roferim to the Committee on Finance

AN ACT
To provide for a temporary Increase In the public debt limit.

1 Be it enacted by the Senate and Homee of Rleprosenta-

2 ttve. of the United States of America in Congrem asembled,

3 That during the period beginning on the date of the enact-

4 mont of this Act and ending on March 81, 1975, the publlo

5 debt liit set forth In the first sentence of section 21 of the

0 Second Liberty Bond Act (81 U.S.C. 757b) shall be tempo.

7 rarely increased by $95,000,00,Ooo.
8 SC. 2. Effective on the date of the enactment of tills

9 Act, the first section of the Act of Decembor 8, 1973, pro.

10 viding for a temporary increuso in the public debt linit for a

11 period ending Juno 80, 1974 (Public Law 98-178), Is

32 hereby repealed,

Passed the House of lloprsenttives .May 23, 1974.

Attest: W. PAT JENNINGS,
CIerk.
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June 12, 1974
i9MRAUDUi4

TO

FRO4.

Members of the Committee on Finance

Michael Stern, Staff Director

"UB:'CT Increase in Temaorarl Debt Limit (H. R. 14032)

agsog Bill, . Under present law# the permanent debt'limit is set
at $400 billion, with a temporary additional limit of $75. 7 billion,
effective through June 301 1974. H, R, 14832 would

1. Increase the temporary debt limit from $475, 7
billion to $495 billions and

2. 1,xtend the period in which the temporary debt limit
applies through March 31, 1975,

(The Administration had requested a temporary debt limit of $505 billion
through June 30, 1975, )

Budget Outlook, .- The actual fiscal year 1973 deficit on a Federal
funds basis was $25 billion the unified or consolidated deficit was $14, 3
billion. The current deficit estimates for fiscal year 1974 have boon
revised downward to $15, 1 billion (Federal funds) and to virtual balance
on a unified budget basis. These figures are shown in the table below.

(Billions of dollars)
1974

Current Budget
EIstimate Estimate

1975
Current
Esimate

Federal funds.
Recdipts
Outlays

Deficit (.)

Unified Budgets
Receipts
Outlays

Deficit (.)

$161.4 $181.8 $202.8 $201.4
186.4 199.3 220.6 Z21.3

45. 0 -17. 5 -17.9

232.2 266.0 295.0
246. 5 269. 304.4

-19.9

294.0-30.,.4

.14. 3 . 3.5

1973
Actual

- 9.4 - 11.4



Senator BRD. We are pleased to welcome today the Honorable Paul
Volcker, Under Secretary of the Treasury, accompanied by Mr. Roy
Ash Director of the Office of Management and Budget.

Mr. Secretary, you may proceed as you wish.

STATEMENTS OF HON. PAUL A. VOLOER, UNDER SECRETARY OF
THE TREASURY F0R MONETARY APIAIRS, AND HON. ROY L.
ASH, DIRECTOR O THE OPFIOE OF MANAGEMENT AND BUDGET

Statement of Ron. Paul A. Voloker

Mr. Voxoxzn..Thank you, Senator.
I will proceed by reading parts of my statement and submit the en-

tire statement for the record, If that is appropriate,
Senator BYRD. The entire statement vIll be published in the record.
Mr. VOLcOsR. I first want to express the regrets of Secretary Simon,

who wanted to be here personally but'is in a meeting of the so-called
Committee of Twenty this morning on international monetary re.
form. This meeting has been long scheduled and winding up some
negotiations, so he could not got here.

As you indicated the occasion for this hearing is the need for legs.
lation on the debt limit and we are coming very close to the expiration
of the current temporary ceiling. The House has enacted H.,R. 14882,
which provides a temporary limit of $495 billion through March 81,
1975. This is a tight ceiling $10 billion below the temporary ceiling
we requested to cover the Frederal Government's financing require-
meits through tile entire fiscal year 1075.

Even so, this necessary legfslation to increase the temporary debt
limit encountered resistance in the House and you may recall it was
necessary for the Speaker to cast a tie-breaking vote on this legislation.
We interpret the vote in the Hotuse as an expression of concern regard-ing inflation, the size of the Federal budget, and the Government's
delcit sending, concerns that we share.

Inflation is tle No. 1 domestic problem facing this Nation. Part of
the explanation for our double digit rate of inflation now lies in the
Federal deficits which have occurred in 14 of the past 16 years. As
Secretary Simon has said on a number of occasions, we believe that we
must find ways to trim the budget deficit in the coming fiscal year and
aim at a balanced budget in fiscal year 1976. The administration and
the Congress both are on notice that this inflation problem must be
solved.

The time has come when the Congress and the Administration must
find better procedures for examining the budget and keeping it in
line with our economic situation. In this regard, the admnisiration
firmly supports legislation, which has just ben reported by the Con-
ference Committee, that would set up a mechamsm for the Congress
to look at the Federal budget as a whole-receipts and outlays--and
set Federal fiscal priorities within overall budget aggregates that will
bring us nearer to achieving our economic policy goals.

For years, people have thought of the debt limit as a substitute for
positive budget control. But the debt limit is clearly not up to that.
Positive budget control is needed at the beginning of the budet proc-
es when receipts are estimated and fund- are appropriated, rather
than at the end as in the case of the debt limit.
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Several Secretaries of the Treasury have discussed the fatal flaw
in the debt limit-that it is the tail rafher than the head of the budget
control efforts. In fact, the necessity for legislation periodically on
the debt limit has sometimes had a perverse impact.

Since the debt limit is "must" le&gilation, it has been used as a
vehicle to pass other, often unrelated legislation, much of which has
added to outlays. Currently of course, there are pressures to append
tax reduction to this debt limit bill, a move that we believe could
only aggravate the Nation's inflation problem.

Tie administration is firmly opposed to any tax reduction at this
time, even if it were enacted along with so-calledd reform measures
intended to offset the revenue loss. The issues are complex, as you know,
but one of the things we need at this time is to encourage investment
in new capacity to meet our energy requirements, to increase food out.
put, and generally to strengthen the economy.

Even if-personal income tax reduction were offset in terms of revenue
by increases in other taxation, the package would tend to Increase con-
sumption and reduce in. estment. This would exacerbate current pres.
sures on the Nation's productive capacity and contribute to continued
inflation.

In the absence of final passage of debt limit legislation the $476.7
billion debt limit will revert to its permanent ceiling of $400 billion
on July 1. Since the debt subject to limit on that date will exceed the
permanent limit by about $76 billion-more or les do pending on the
exact level of the cash balance-congressional action is necessary to
maintain the borrowing authority and the credit of the U.S. Govern-
ment.

I have attached to my statement a series of tables explaining the
debt outlook and the budg tary picture and changes in our receipts
estimates in particular. I think the primary table of immediate inter-
est with respect to the debt limit is table 2, which shows the estimated
levels of debt over the next fiscal year on the conventional assumptions
of a $0 billion cash balance and a $3 billion margin for contingencies,
and also a $3 billion margin for the effects of the housing program
announced by the President several weeks ago to provide some special
support for that area of the economy.

I should emphasize that the $496 billion debt ceiling enacted by
the House extends only through March. It does not provide leeway
therefore, through that date, as you can Fee on table 2, for tl~e usuai
$3 billion contingency margin or the $8 billion allowance re'luested
to provide for Federal Home Loan Bank borrowing from the Treas.
ury under the new housing program.

I am not requesting restoration of the $10 billion of borrowing
authority that tim House cut from our request, nor am I requesting a
]onzor period, even though this tight limit could well create some
difficulties in financing all programs, perhaps particularly includingthe houpin!program. Clearly, further action will be needed before the
end of the seal year. .

I would note that an error of only 1 percent in either outlays or
receipts amounts to approximately $3 billion, the whole amount of the
usual[contingoncy allowance.

In conclusion, Mr. Chairman, I would just urge one further point.
As you know, great uncertainty and agonizing problems for the ad-
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ministration and the Congress have been created on more than one
occasion in recent years because of difficulties in achieving timely on.
actnient of a new debt limit, in part because of the addition of unre-
lated and highly controversial provisions to this necessary legislation.

I am most strongly convinced that review of the debt imit and
these hearings can be an occasion for orderly review by this commit.
tee of the financing of the Federal Government and its relationship to
economic developments. However, this necessary and desirable process
should not be permitted to threaten, its it sometimes has, a financial
crisis for our Government as a byproduct of controversy over other
measures.

Thank you.
[The prepared statement of Paul A. Volcker follows:]

STATEMENT or How. PAUL A. VOLOKR,, THE UNDeB SuwcarrA Or Titz TavAsuaY
F019 MONETARY AnIAIa

1r, Chairman and members of the committee, it is a pleasure for me to appear
before this Committee today to discuss the current economic climate and our
latest revisions of the Federal budget. Secretary Simon has asked me to empha-
size that only a firm commitment to a meeting of the International Monetary
Fund's Committee of 20 today and tomorrow-a meeting that will consolidate
negotiations on international financial agreements that we have been working
on for the past two years-kept him from being present in person.

The need once again for legislation on the debt limit Is the occasion for this
meeting with you, and I must note that we are coming very close once again to
the expiration of tile current temporary coiling

As you know the House has enacted H.R. 14882, which provides a temporary
limit of $405 billion through blarch 81, 1078, This is 'a tight ceiling, $10 billion
below the temporary ceiling we requested to cover the Federal Government's
financing requirements through fiscal year 1075. Even so, this necessary leglsla.
tion to increase the temporary debt limit encountered resistance in the House,
and it was necessary for the Speaker to cast a tie-breaking vote on this legisla.
tion. We interpret the vote in the House as an expression of concern regarding
inflation, the sie of the Federal budget, and the Government's deficit spending,
concerns that we share.

Inflation is the number one domestic problem facing this Nation. Part of the
explanation for our double digit rate of inflation now, lies in the Federal deficits
which have occurred in 14 of the past 15 years, As Secretary Simon has said on
a number of occasions, we believe that we must find ways to trim the budget
deficit in the coming fiscal year and' aim at a balanced budget in fiscal year
1076. The Administration and the Congress are on notice that this inflation prob.
lem minst tie solved.

The time has come when the Congress and the Administration must find better
procedures for examining the budget and keeping it in line with our economic
situation, In this regard, the Administration firmly supports legislation, which
has Just been reported by the Conference Commttee, that would set up a mech.
anlsm for the Congress to look at the Federal budget as a whole-receipts and
outlays-and set Federal fiscal priorities within overall budget aggregates that
will bring us nearer to achieving our economic policy goals,

For years, people have thought of the debt limit as a substitute for positive
budget control. But the debt limit is clearly not up to that. Positive budget con.
trol Is needed at tile beginning of the budget process when receipts are esti.
mated and funds are appropriated, rather than at the end as in the case of tie
debt limit.

Several Secretaries of the Treasury have discussed the fatal flaw in the debt
limit-that it is the tall rather than the head of budget control efforts. In fact,
the necessity for legislation periodically on the debt limit has sometimes had a
perverse impact. Since the debt limit Is "must" legislation, it has been used as a
vehicle to pass other, often unrelated legislation, much of which ins added to
outlays. Currently, of course, there are pressures to append tax reduction to
this debt limit bill, a move that we believe could only agravate the Nation's in.
flation problem,
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The Administration is firmly opposed to any tax reduction at this time, even if
it were enacted along with so.called reform measures Intended to offset the rove.
nue loss, The issues are complex, as you know, but one of the things we need al
this time is to encourage investment in new capacity to meet our energy require.
ments, to Increase food output, and generally to strengthen the economy. Even
If personal Income tax reduction were oset in terms of revenue by Increases In
other taxation, the package would tend to increase consumption and reduce in.
vestment, This would exacerbate current pressures on the Nation's productive
capacity and contribute to continued inflation.

In the absence of final passage of debt limit legislation, the $475.7 billion debt
limit will revert to its permanent ceiling of $400 billion on July 1, Since the debt
subject to limit on that date will exceed the permanent level by about $76 bil.
lion-more or less depending on the exact level of the cash balance-congres.
signal action is necessary to maintain the borrowing authority and the credit
of the U.S. Government.

Attached to my statement are the usual tables. The first of those shows actual
operating balances and debt subject to limit through May 81 and estimated debt
subject to limit at the end of June this year, Table 2 extends these estimates
through fiscal year 107, based on the conventional assumptions of a $0 billion
cash balance and a $8 billion margin for contingencies, In addition, we have
shown a $8 billion contingency item beginning in August to cover Treasury
loans to the Federal Home Loan Bank System, reflecting housing measures re.
cently announced by the l'rosldent. I

The revised budget figures for fiscal years 1074 and 1b70, which underly these
estimates, are presented in Table 8. The expenditure figures will be discussed in
detail by the Director of the OfWies of Management and Budget. Changes in rove.
nue estimates are shown In Tables 4 and 5, Apart from' the effects of the action
taken by the H1ouse Ways and Moans Committee with respect to taxation of the
ptroleum Industry, the principal changes reflect some shortfall of corporate
icoe tax receipts from earlier estimates, despite the fact that profits them.
solves appear to be running up to the assumptions that undorly the budget
projections.

As this Committee is well aware, changes in the public debt are related more
directly to the surplus or deficit in the Federal funds than in the unified budget
surplus or deficit. The current relationships between these budgetary concepts
Is shown in Table 8.

In summary, the unifiedl budget Is now projected to be in deficit by $8.5 billion
in fiscal 1074, a somewhat smaller figure than projected in February. In fiscal
1075, the unified budget deficit is projected at $11.4 billion. In contrast the
Federal funds budget, which includes receipts and expenditures handled by the
Government as "owner," Is now projected to be in deficit by $17% billion in
fiscal 1074 and this deficit will Increase to nearly $20 billion in fiscal 1075,

This Federal funds deficit results from the fact that large expenditures are
made from the Federal funds into the trust funds, and not to the public. As a
result of these intra.governmontal payments, the trust funds will have a sur-
plus of $8.6 billion in fiscal year 107g. Since we are required to invest this trust
fund surplus in Government securities, the increase In the public debt during
fiscal year 1975 will far exceed the unified budget deficit.

I should note that the $405 billion debt coiling enacted by the House extends
only thr.iugh March, and does not provide leeway through that date for the usual
millionn contingency margin or the $8 billion allowance requested to provide.
for Federal Home Loan Bank borrowing from the Treasury under the new hous.
ing program.

I am not requesting restoration of the $10 billion of borrowing authority that
the House out from our request or a longer period, even though the tight limit
could well create some dmcultles in financing all programs, including the hous.
Ing program, and further action will be needed before the end of the fiscal year.
I would note that an error of only I percent in either outlays or receipts amounts
to approximately $8 billion, the whole amount of the usual contingncy allowance.

The fact that there was no contingency allowance In the $475.7 billion tem.



porary debt ceiling that was enacted In December and expires at the end of this
month has created jiroblenis in managing tlie Treasury's cash position eco.
nomically and effectively. We felt obligated to operate with an unduly low cash
balance In the first part of April and again in mid.June-.lropping to about $2
billion, enough to cover exp enditures for only one and a half working days-in
part because of a debt limit problem we anticipated would develop. Our projec.
tions show that we will remain under the debt limit at the end of ,Tune only bjo
holding our cash balance to a lower figure than would otherwise be desirable
in light of the fact that both July and August are deficit months,

In another area of financial management, the Treasury has for some mon'bhn
been studying whether changes should 1)e made in Its tax and loan account sys.
tom. Under this system, which as been in effect mince World War I, certain taxes
are paid Into Treasury tax and loan account in commercial banks, Tile Treasury
tln'n calls the money out of these accounts as it is needed for disbursements,
thus avoiding disruptive effects on the money market that Treasury operations
would otherwise cause.

In view of the recent high levels of Interest rates, the Treasury had become
concerned that the Imputed earnings value of these deposits had become con.
siderably greater than the value of the services banks perform for the (lovern.
meant. Our study lind revealed that this Is no, and we are now in the process of
deciding how the value can best be recouped, bearing In mind that it must be
done without upsetting the money market or delaying tax collections. It Is lon.
vible that we will need to propose that we be given a limited authority to invest
it portion of our operating balances to improve the efficiency of our cash man.
agemnent, an authority which we now lack, We will be publlshing our report
shortly, making our conclusions known to the Congress and the public,

In conclusion, I would urge upon the Congress one further point, Great timn
certainty and agoniuing problems for the Administration and tile Congress
hlve been created on more than one occasion in recent yearn because of difilcul.
ties In achieving timely enactment of a new debt limit, in part because of the
addition of unrelated and highly controversial provisions to this necessary legis.
nation. I am most strongly convinced that review of the debt limit and these hear.
Ings can be an occasion for orderly review by thin Comnmittee of the financing
of the Federal Government, and its relationship to economic developments. How.
ever, this necessary and desirable process should not be lermlitted to threaten,
as It sometimes has, a financial crisis for our Government an a byproduct of
controversy over other measures.

TABLE I.-PUBLIC DEBT SUBJECT TO LIMITATION, FISCAL YEAR 1974 (BASED ON ESTIMATED BUDGET OUTLAYS
OF $269,500,000,0o AND RECEIPTS OF $266,000,000,000)

lin billions of dollersl

Publ; debt
Ooertlng 8Meiet to"',WuA bill"o" llrlitlon

Actul,!V36Iuge 30, ............................................................ $41
usy 31 ............................................... ............u . ............... ............... .........o 31e . ......... .... ...............................S.....

at X'"' ...........

19 4 o. 2 ....................... ........... ............................ 1:4
A , ..................................................... 0.........

go . .......c......... ...... ............................... ..

80ourc: Office of the fiscal Assitant Secretary, June 12,1074.
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PUBLIC DEBT SUBJECT TO LIMITATION, FISCAL YEAR 3975, BASED ON ESTIMATED BUDET OUTLAYS OF

$305,400,000,000 AND RECEIPTS OF $294,000,000,000
(In billions of dollarsl

With $3,00o. With Specil
Public debt o),06o A ed relhome

asgOrtlnl ubJt to Main for 08loan bank
I__h baliane lMtotion _onln___cles programs

1974:

4;4

1 UP# 3 ......... ..............................4 +J
. ... ........ ......................... 4

Norp ......... ::.................... . ...

454 U

O 3 l ... .. .'.......... 4
01a .... ...................... J 4

5 Not Included in outlay assumption of $305,400,iOO,000,

TABLEll I,-UOOPT SUMMARY
(In billion of dollars

3074 1975
a fund........ ...................... .. . .. ........................................ 04,1

Inter.n t.................. ........................ 411

Total, budet receipts .................................. 266.0 204.0

otlal ud..................................... 

trustfundsJerfuno ............................ ..............

otalcudet oulay assumption .................... 260.,305.

rust funds.. . ................................. 14.1::::::::::::::: 6.

Total, budget ................... .............................. , -1I,.4

Note: DOeal may not addleo totals due to rounding.
TABLE IV,-COMPARISON OF FISCAL YEAR 3074 REI[¢PTS AS ESTIMATED IN JANUARY AND MAY 074

Iln billions of dollars

Change to May 1974

Jan[g|y Economlc4 endor, Legisl. May 1974budget estimate tion Total estimate

Indioidual, Incoet ta......................... .1.. 26.0m uoym nt t xes ndo oi ut......... . "...... I :niloyment Insurance. ............ "...
¢ontributions f or other Insurance and retirement . 9.......... .

Total, budget. utl.. ......................... .. ... .... ......... 21119:::15:: ... .. 5.4J

r ll ..............orpora..on.Incom...... ..............

rust fnds ...........tnlpou ................... . . . . . . . . .

Troa, ..in.o................ .......................... -1
Corporate profits before tax ......... .2 .................................... 'l

Source: Office of the Secretary of the Treasury, Office of Tui Analysis, May 2, 1974.
Note: FigUres are rounded and may not nessarily add to totals.
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TABLE V.-COMPARISON OF FISCAL YEAR 1975 RECEIPTS AS ESTIMATED IN JANUARY AND MAY 1974

lIn billions of'doJdrsl

Change to May 1974
January Economic

1974 and re. Legisla. May 1974
budget estimate tion Total estimate

Individual Income tax............................ 129.0 + 0 131
Coro ration Income tax ..........................- 1 -1 -mployment taxes and contributions.............. 753 -. .neM ont Insurance..........................6.0

xclss taxes .................................. 1.4 .. . 1 17. 3
onributions for other Insurance and retirement 4.3 +0. 4.4Estate and ift taxes .............................. 4............ -. 4 5.6

Customs duties ........................- 0........... .
isaelaneous receipts................... . ....... x

Total budget receipts ....... ........... 295.0 ............ -1.0 -1.0 294.0
Unilerlying Income assumptions, calendar year 1974:

Gross ntlonsl product ............ 39................... 1:13 ,41Meon Income......................................... I. 1
Corporate profits b ore tax.. 124 .................................... 1fi

Source: Office of the Secretary of the Treasury Office of Tax Analysis, May 9,1974.
Note: Filures are rounded and may not necessarily add to totals.

The CHAIRM)AN (presiding). Mr. Ash, I think it would be best to
hear your statement at this point so we can ask questions of both of
you when you have finished.

STATEMENT OF HON. ROY L. ASH

Mr. Asix. Yes, Mr. Chairman.
I also have a full statement that I will submit for the record and

merely make a couple of observations at this time.
The key to the debt limit as well as to economic health, is sound

fiscal policy. Sound fiscal policy, as we all know, begins with expendi-
ture controls. The budget is being managed ivith the maximum re-
straint legally posible, given the legislation the Executive is called
upon to administer. Over and above that, congressional action is
called for and the administration fully expects to engage Congress
in a discussion of those actions that might lead toward-an even more
constrained spending plan for the years ahead.

But pending that legislation for reductions or eliminations in those
areas where we believe there may be some possibilities of saving
money, we believe it is essential that we move on with the proposed
increase in debt limit at this time to provide for the increases that are
inevitable in the period immediately ahead, because of the programs
that we are administering.

I join with Secretary Volcker in his statement. I have also some
data to submit along with the record that he will be submitting that
will support the proposition that the debt ceiling should be increased
at this time,

[The prepared statement of Roy L. Ash follows :]
STATEMENT or Roy L. ASH, DIRECTOR OF THE OrFICE OF MANAGEMENT AND

BUDOET

Mr. Chairman and Members of the Committee:
The Under Secretary of the Treasury has explained the need for an increase

of the statutory debt limit. In support of the request for this increase, I will
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discuss the budget outlook and its effect on the public debt subject to statutory
limitation.

BUDGET TOTALS

The fiscal year 1074 deficit is now expected to be about $8% billion, $1 billion
less than was estimated in the President's budget In February. Outlays are now
estimated to be about $5 billion less than in February, while receipts are $4
billion less.

The estimated deficit for fiscal year 1075 has increased by $2 billion since
February to $111,% billion. Total outlays are up from the February estimate of
$3041h billion to $805h billion, and receipts have been revised downward by $1
billion to $204 billion.

On a full-employment basis, the February budget estimated a $4 billion surplus
in fiscal year 1974 and an $8 billion surplus in fiscal year 1075. The current esti.
mates are for surpluses of about $8 billion in 1074 and $0 billion in 1975. The
combined surplus for the two years is $17 billion, $5 billion larger than was
anticipated in February.

The following table compares current estimates of receipts, outlays, surplus
or deficit, and budget authority with estimates shown in the February budget.

BUDGET TOTALS
IFIscal years, In billions of dollar$)

Budget estimate Current estimate
Description 1973 actual 1974 1975 1974 1975

Budget receipts................................. 0. 0Budget utlays ................................. PH 274.7 304.4 26"9.5 30
Deficit(-) ............................... -14,3 -4.7 -9.4 -3.5 -11.4

Full.employment receipts ........................ 243.0 278.0 311.0 2M7 0 312.0Full employment outlays ......................... 245.0 274.0 303, 28.0 30.0
Full.employment surplus or deficit (-) ...... -2.0 4.0 8.0 8.0 9.0

Budget authority ................................. 276.4 310.9 322.1 308.7 324.5

EOCEIPT8
Receipts are currently estimated to b! about $266 billion in 1074, $4 billion

below the February estimate. The current estimate for 1075 is $294 billion, com-
pared with $205 billion in February. These receipts estimates are quite tentative.
Even for fiscal year 1074 there is still considerable uncertainty associated with
the large quarterly payments of corporate income taxes to be made in June.

Of the $4 billion drop in estimated 1974 receipts, $8.3 billion is In corporation
income tax receipts. The drop in expected corporate taxes results from the
Congress not enacting the Administration's proposed windfall profits tax
($1.0 billion) on which the estimated receipts were based and re.estimates based
on tax collection experience so far this year ($2,8 billion). Social insurance taxes
and contributions and other receipts are also down, by $0.7 billion.

The downward revision of $1 billion in estimated 1075 receipts reflects a de.
line in corporate income taxes, offset In part by higher individual income and

social insurance taxes. The current estimate assumes passage of the proposal of
the House Ways and Means Committee for a phaseout of the percentage oil

-depletion allowance combined with a windfall profits tax. Thie substitution of
these measures for the Administration's original windfall profits tax proposal
reduces estimated corporation income tax receipts by $1.7 billion in 1075. Re.
vised estimates, consistent with the lower than previously expected corporate
tax receipts for. 1074, account for a- $1.8 billion further decrease. Estimated
individual income tax receipts are up by $2 billion, primarily as a.consequence
of the larger money incomes produced by higher inflation,, and social insurance
taxes and contributons are up by $0.5 billion.

OUTLAYS

Outlays in 1074 are now expected to be $260.5 billion, approximately $5 billion
below the February estimate. The decline in outlays is concentrated largely in
three areas: lower thnn expected spending in health and education programs,
$2.5 billion: decreased spending for defense, $1.0 billion: and increased offshore
oil receipts (which are counted as an offset to outlays), $0.7 billion. On the other
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hand, a shift in Farmers Home Administration asset sales from 1974 to 1976increases 1974 outlays by $0.8 billion and decreases 1975 outlays by the sameamount. These figures incorporate revisions based on, data. received after thecompletion of the mid-session review and of testimony on the debt limit before
the House Ways and Means Committee.

The decreased military spending is attributable to later than planned con.
gressional action on the second suipplemental appropriation and to the factthat spending is generally slower than had been anticipated. For education pro.grams, the estimate of spending has been reduced by $0.0 billion because States
are drawing down more slowly than anticipated the funds made available to
then from the release of 1978 reserves and from the 1074 appropriation, Thesefunds remain available and are expected to be used at a later date, Outlays forhealth programs arm now estimated to be about $1.0 billion less than in theFebruary budget. Most of the reduction is in the .Medicare and Medicaid pro.grams; claims for payments are lagging behind expectations. The increase Inoffshore oil receipts stems from lease prices being higher than was assumed in
the budget.

'The current estimate for 1975 outlays of $305.4 billion Is $1 billion higher thanthe February estimate. Decreases attributable to higher than expected offshoreoil receipts ($3.0 billion) and Farmers Home Administration asset sales ($0.8billion) are more than offset by expected increases in unemployment benefits($1.6 billion), interest on the public debt ($1.0 billion), veterans compensation($0.0 billion), housing programs ($0.5 billion), and smaller amounts in numerous
other programs,

estimates of receipts from offshore oil leasing have been raised to reflect
higher prices and an increase in acreage to be leased. Higher outlays for unem.ployment benefits reflect both the Administration's proposal for the extension
of benefits and revised estimates, Estimates for interest have been increasedin response to the higher than previously anticipated interest rates. Legisla.
tion recently enacted by the Congress has raised outlays for veterans compen.satlon,-'The hitcher outlays in housing programs reflect the release of funds for
model cities and urban renewal and a re-estimate of outlays under the OM IMATandem Plan. In his housing policy recommendations of Mfay 10, PresidentNixon announced a four-point plan to make additional mortgage money avail-able to assist the housing market. If interest rates remain high, mortgage com-
mitments under this plan could cause outlays in 1975 to be about $8 billion
higher than reported here,

The following table shows the major changes in receipts and outlays sincethe budget was presented in February; Tables 1 and 2 present further details.

CHANGES IN OUTLAYS AND RECEIPTS SINCE THE BUDGET
iFiscal years; in billions of dollars

1974 1975

February budget receipt estimates ............... 270.0 2q .0Chano s: ...............................ndividual Income taxes .......................... ..... ...Cor Ionra inome taxes ..................... tiSocial nsuranc taxes and contributions ...........................-.Other .................... -... .................. -2........
Current receipt estimates .................................................. 266.0 204.0

C"b rury budget outlay estimates .................................................
icreose In offshore oil receipts ....................................... .

militOrylt nd. P ...............................................
HI:health...
ne lent ompenton......... ........ ....

Interest on the ubl debt ......... .....................
Housing programs.................................. .................
Food pr rims .... ...................remnnd h .....................................
O gd.ge, survivors, an disability Insurance trust funds ..............

... r nts. .. ........... . ...... +....................OT.Fifral-ld highways ..............................................All other (net): .............................................................

274.7 304.4
. -. 0

.. • ...........

Current outlay estimate ................................................... 269.5 3051.4

-.... - --.. 34-82 0 - 14 - 3
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THE BUDGET BY FUND 0ROUP

The concept of Federal debt subject to limitation is roughly consistent with
the Federal funds part of the unified budget. For this reason, changes in the
Federal debt subject to limitation are more closely related to the Federal funds
surplus or deficit than to the unified budget surplus or deficit.

Since February, estimates of Federal funds receipts for 1974 decreased by
under $4 billion while outlays decreased by over $4 billion, resulting in a $V bil.
lion decrease In the anticipated 1974 Federal funds deficit. For 1975, the Federal
funds receipts estimate has decreased by $11/ billion; estimated outlays have
increased by about $% billion; and the anticipated Federal funds deficit has
increased by $2 billion.

The following table compares current estimates with those of the February
budget for receipts, outlays, and surplus or deficit separately for Federal funds
and trust funds. As the table shows, most df the changes in 1074 and 1975 have
occurred in the Federal funds,

BUDGET TOTALS, BY FUND GROUP

[Fiscal years; In billions of dollars]

Budget estimate Current estimate
1973 actual 1974 1975 1974 1975

Rocolot:ee. funds..............................1 1. 2
Intufund transactions.................... -21.3 -i1 . 2~
Trust funds........................... 2, 0: 10. 110.

Total .................................... 232.2 270.0 295.0 266.0 294.0
Outisys: .. 1 2 ''7

federal funds ............................. I . 2 3 . f 02 : -I
Trust funds .............................. 4
Interfund transactions ...................... .. . - 1. -23. 6

Total .................................... 246.5 274,7 304.4 269.5 305.4

Surplus or deficIt (-: -19.9federa"fund ............................ 2 ? -li -17. "1.7 -1.
Trust funds ........................ 10. 13. 8,4 14.1 .5

Total .................................... -14.3 -4.7 -9.4 -3.5 -11.4

Note: Detail may not add to totals due to rounding.

In both 1974 and 1975, the Federal funds deficit results from the fact that large
payments are made from the Federal funds into the trust funds, and not to the
public. Federal funds transactions with the public are expected to be in surplus In
both years.

OONCLUSION

As in February, both the 1974 and 1975 budgets have full-employment surpluses,
which will help restrain excessive demand and prevent a worsening of inflation.
The severe inflation of the recent past has been largely a result of supply short-
ages in the agricultural and energy sectors, rather than of problems with the
economy as a whole. Specific measures-particularly programs to encourage
expanded production-have been applied to these problems. The worst of their
inflationary effects should now be past, Restraint, however, remains necessary to
prevent the rapid inflation in these two sectors from spreading to the rest of the
economy via a wage-price spiral. It also must be maintained in order to prevent
demand from becoming generally excessive and adding further to inflationary
pressures. 'Many basic industries--steel, for instance-are producing as much as
they can, and we must be careful not to permit demand to increase beyond the
output capacity of the economy. Augmented Inflation would be the certain result.

the past months have proved the wisdom of the course, which was adopted in
February, of generalized restraint combined with remedial measures for specific
problem areas such as housing, agriculture, and energy. They have demonstrated
that this course still remains appropriate.
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TABLE 2.-CHANGES IN BUDGET OUTLAYS BY AGENCY

[Fiscal years; In billions of doliarsi

1974
1073 Budget Current

actual estimate estimate Change

Defense and military assistance ......... 73.8 79.5 78.5 -1.0AgIcul ors ....... ... ..... 10.0 0,.3 9..8 ,(CC and PubliLw 6).2.. (4. 4 (I 8) 7 (-.1)
omem l ... I........W. I.......... S 14 -

gialth Ecat on, and Il are .... 8. 0 ,8 9,8 -3

Socilacurity trust fund s ...... 5) (5 4) 67 8 -. 0
.ous ng and Urban Development ........ 6Inter ........................ .... - ... 8 .Jl o ...... ........... .......... t .

p- t . ...i.o.n t 2........2 -
tor..on.................. 1 .6 7 ".

tomic Energy i . ........." . 2.3 2 -1environmental Prot 1... nc....... 25 2. -.2
eneral Services I on..... . . 5 3 .2National Aeronau tIsi -.2 .istrton ................... 3 .2veterans, II........... 0. .

Other agencies.............. i. 1.8 15.2 1.
oeiowncons I s t ( " 1 . 3 .2 -.

actions ............................ -10.0 -10.0.
Total .......................... 245.5 - 1" 4.7 269.5 -5.1

1975
Budget Current

estimate estimate Change

( i:j ) ( :

1 : . .

-10.7 -10.9
304.4 8305.4

-. 2
1.0

ess than $110,000,000."<ass allowances for accelera ion of srgy research end doe ant, civilian agency pay raises, and con ingencles.
8 In his housing policy recommenaationsof May 10, the President inn ced a 4.point plan to make additional mortgage

money available to isit the housing mark. If Interest rates remain high,'mgrtgage commitments under this plan could
cause OUtlays In 15 to be about 0,o u,000OO higher. K

Note: Detail may not add to totals due to rounding.

The CHAIRMAN. Thank you very much.
Senator Bennett I

CHANGES NEEDED IN PROVIDING DEBT CEILING INCREASES

Senator BENNETr. Mr. Chairman, we go through this process peri-
odically. It has to be done. Otherwise the day would soon come when
the Federal Government cannot pay its bills. I am one of those who
believes that it should either be extended for long periods of time with
a much larger margin for safety or, since Secretary Volcker reminded
us again this morning that the debt ceiling is not an effective control
on expenditures, it is an attempt to control them after the fact. I often
wonder why we do not just drop this chirade and particularly now,
since Congress has or is about, apparently, to pass a bill which would
at least give Congress the power, if it has the will, to control the
expenditures more effectively.

Tmv'rms To HoN. PAUL VOWNER

But today I would like to depart from the actual subject before us
and remind the committee that this iA Mr. Volcker's last appearance
before the committee. He has served, I think, for 6 years as Under
Secretary for Monetary Affairs. He has helped steer the country's
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problems through the devaluation of the dollar and through all of the
related problems that have been attached to that because of the energy
crisis. I think we will always be deeply in his debt for the leadership
and the wisdom that he has shown, and I for one want to express my
personal, and I hope this committee's, appreciation for his efforts and
our good wishes for his success when hegoes back into the less strenu-
ous world of the private financial area.

The CHAIRMAN. May I just echo those views, Senator Bennett. I
believe that that reflects the views of all of us on this committee. We
are deeply grateful to Secretary Volcker for his dedicated and devoted
service to the Nation.

Mr. VOLCKER. Thank you very much, Mr. Chairman. I appreciate it.

INFLATION AND INTEREST RATES

Senator BENNtt. Maybe you would like, since you are going to
leave us fairly soon and therefore can get out from under some of-the
responsibilities that continued service might put on you, can you tell
us how long you think double digit inflation will be with us and how
long you think double digit interest rates are going to hang around ?

Mr. VOLCKER. Well, I think those two questions may amount to the
same thing Senator.

Senator BENNE1r. That is right.
Mr. VOLCKER. I think the double digit interest rates have followed

the double digit inflation,, and almost necessarily so, because the rate
of interest is going to some way or another keep up with the rate of
inflation. I think we have a good chance of seeing the inflationary
picture begin to level off in the latter part of this year, beginning now.
Beginning to level off does not mean it is going to level off entirely, of
course,'but two of the factors that have contrbuted heavily to infla-
tion, food and energy, while neither are certain, should have reached
the point where we get no further impetus for increases from them.

There are a lot of other inflationary pressures in the economy, and if
we do pursue responsible fiscal and monetary policies during this pe-
riod-which is not necessarily easy, it means somewhat restrictive
policies-I think, given the food and energy situation, we have a good
chance of seeing in the second half of the year a substantially lower
rate of inflation than we have had in tile first half. It is still going to
be too high, but by the end of the year it will certainly be bact, in one
digit comfortably. That would leave a long way to go before we have
anything that is at all satisfactory. But I think it is very important,
and that there is a reasonable prospect of beginning visible progress
and clear progress down that path in the remainder of this year.

Senator BEzNEiv'. Well, we have seen the double digit inflation, or
rather interest rates, begin to turn down slightly, minutely.

Do you think that will continue or are we running a risk of having
it turn back up again as it did once before a few months ago ?

Mr. VOLCK.R. I think the turndown has been rather marginal so
far, but there is some indication perhaps of some leveling off, and I
think that in part reflects the sort of outlook that I just suggested, It
could well prove to have been the peak in interest rates, assuming the
economy expands without undue pressure on resources and the price
developments are such as I have suggested.
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If that is not the case, if the budgetary deficit should turn larger
rather than smaller, if monetary restraint were eased prematurely, I
think we would see a response in interest rates in an adverse direction.
Some of the effects of the tax cut would be to increase the deficit, in-
crease Treasury borrowing needs, increase potential inflationary pres.
sures, and I think it would bring higher interest rates than
lower interest rates. With the policies that I would hope we will be
following-I expect to be followed-and the outlook I foresee under
those circumstances, I think there is a very good chance that we have
seen the top of interest rates.

Senator BENNETr. Thank ou Mr Chairman.
The CHAIRMAN. Senator Byrd I II
Senator BYRDu. Thank you, Mr. Chairman.

FISCAL 1974 Fioumrs

Mr. Secretary, I want to try to get an understanding of your view
of fiscal 1974 figures. I

Do I understand that the individual income tax is $118 billion but
you now estimate the corporate income tax collections to be down
about $8 billion, a little over $8 billionI

Mr. VOLCKER. That is correct from the January estimates.
Senator BYRD. Yes; from the January estimate, Now, on your excise

taxes, that $17 billion I assume includes the highway trust fund I
Mr. VOLCKER. Yes. Yes, it does.
Senator BYRD. And the highway trust fund I have been estimating

at $6 billion.
Is that about what you have ?
Mr. VOLCKER. I have not got a figure broken down in that detail

right at hand, Senator.
Senator BYRD. Well now, on the total trust funds less the interfund

transactions, I am using the figure of $84 billion which includes the
highway trust fund as well as social security trust iund.

How does that compare with the figure you used?
Mr. VOLCKER. Excuse me?
I did not get your figures.
Senator B YRD. $84 billion.
Mr. VOLCKER. This is trust fund receipts?
Senator BYRD. Trust fund receipts, that is right.
Mr. VOLCKER. You have got the trust funds exclusive of the high-

way trust fund I
Senator BYRn. No; including the highway trust fund, all of the

trust funds-social security, highway trust funds-all of tile trust
funds.

Mr. VOLCKER. Well, all of the trust funds, we have receipts of $105
billion in 1974.

Senator BYRD. Well now, do you not have to take off of that your
interagency transactions or interfund transactions?

Mr. VOLCKER. I think you are correct, if you just take tax receipts
in effect in the trust f unds.

Senator BYRD. Yes; that is right.
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FISCAL 1975 FIoUREs
All Irhlit, now let us go to fiscal 1975. Now, as I understand it you,

have revised your figure upward for individual income tax collections
to $131 billion from previously $129 billion.

Mr. VoiCitmt. That is correct.
Senator BYRu). And you have revised your corporate figure down

from $48 billion to $44.5 billion?
Mr. VOLiCKFR. That is correct.
Senator BYnD. So you anticipate a larger deficit in fiscal 1975 than

you previously estimated?
Mr. VOLCKER. Yes.
Senator BYRD. In round figures it would be $20 billion on a Federal

fund basis or $11 billion on a unified basis?
Mr. VOLCEE. $90 billion on-Federal funds, $11 billion on unified.

That is correct.

DEBT INTBREST--FISCAL 1974 AND 1975

Now what is your latest figure for debt interest for fiscal 1974?
Mr. JOLCKER. $29 billion, as I recall it. But let me give you the exact

number.
1 29.4 billion in fiscal 1974.enator BYRD. $29.4 billion, which is up about $1.5 billion from your

estimate?
Mr. VOLOR ER Yes, sir. The $29.4 billion is $0.3 billion higher than

estimated in January 1974.
Senator Byin. Now fiscal 1975, what do you estimate the tax to be?
Mr. VOLCRER. $31.5 billion.
Senator BYmD. So most of your borrowing now, I assume you are

paying somewhere around 8 perc:'-L. You are paying that on short.
term money, you are paying not quite that much, I guess, on long-term
money.

Mr. VOLORER. Yes, we pay about 8 percent in rough magnitude
wherever we are borrowing.

Senator BYRD. Wherever you are borrowing
So I assume with this fgure of $31.5 billion, which is up almost

$2.5 billion on the original. January estimate, that indicates that the
interest rate that the Government will have to pay will not be coming
down.

Mr. VoLoRER. It is primarily because interest rates have increased
from the time of the early estimates, and we had assumed the level of
interest rates then prevailing, and interest rates have increased, so
these costs have gone up.

Senator BYRD. So you are assuming that the amount the Govern-
ment will have to pay will remain about what it is right now I

Mr. VoLKRE. Yes. The convention is to use current rates, although
we may have, I think, for the next fiscal year some reduction from the
current levels.

Posenvs Bunom CONTRO

Senator B.iw. Now, you stated that positive budget control is needed
at the beginning of the budget process, and I certainly agree with that.

Is that the situation todayI
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Mr. VOLOKEB. Well, I think Mr. Ash can certainly speak to that more
effectively than I.

Senator Bym. Maybe I should direct it to Mr. Ash.
Mr. AsH. Only to a limited extent today, Senator. While the Presi-

dent does submithis budget, that budget, of course, is given consider-
able attention by the Congress and generally it does not end up the
same as it was submitted. We particularly commend the Budget Re.
form Act that Congress is now in the process of passing, because we
believe that it will allow the Congress to join with the executive in
providing considerably greater degree of positive budget control at
the beginning of the budgetmaking process, rather than merely adding
up the totals at the end, as has been the case for so many years.

Senator BmD. Well now, budgetmaking process begins, of course,
in the executive branch.

Mr. ASH. That is right. Yes, sir.
Senator Bym'. I assume that you are now working on fiscal 1976?
Mr. ASH. We begin next month working on fiscal 1976 budget.
Senator BYRD. And that is where you re6lly need positive govern-

mental budget control.
Mr. AsH. Let me tell you what we intended to do beginning next

month. We, of course, do not at this stage have a refined view of what
the economy will be for that period covered by fiscal 1976 budget. But
given what we do see from here and subject to change if the economy
changes, we plan to submit budget guidance to the departments and
agencies--to give them marks-which will permit us to reach a bal-
anced budget in fiscal 1976. Then we expect the agencies to come back
to us with what that would require regarding their mix of p .ograms.
This will undoubtedly require legislation, because if we were merely
to price out legislation as it today exists we would have a deficit for
fiscal 1976. We believe it would be a very proper time, and not too
early, for the President to propose to the Congress legislation along
with his budget that would lead to a balance in fiscal 1976. Then it
will again be up to the Congress to determine whether that legisla-
tion would be acceptable.

You may remember something similar was done for the fiscal 1974
budget. We proposed certain courses of legislation. None of them was
even considered by the Congress, let alone acted upon. But that does
not mean that we should not try it again. Fiscal 1976 instructions to
the departments and agencies will be consistent with the objective of a
balanced budget, subject, of course, to a new look as we get closer to
that fiscal period and the economic conditions of that time.

Senator BnrD. I assume that you are speaking now--
Mr. AsH. A unified budget is what I am speaking of,
Senator ByD [continuing]. On a unified budget-basis.
Of course it is an improvement. I think that you should get a

balance on the Federal fund basis. But anyway, on the unified budget
basis plan to get that balaned.That is an improvement.

FUu EMPLOYMENT BUWVoxr SIEN A GIMMICK
But let me sk you this. I assume that from what you say that the

White House and the executive branch of Government has given up
now this idea of full employment budget.
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Mr. AsH. Well, I am not sure that I would say given up. A full em-
ployment budget is merely one other way to look at the data as they
reflect certain-

Senator BYRD. Well, let me put it this way, then. For the last 6
years the administration has brought to the Congress

Mr. AsH. Yes, sir.
Senator BYD [continuing], Has recommended to the Congress a de-

liberately unbalanced budget on a Federal funds basis to the extent
of anywhere from $15 to $25 billion. That is a built-in deficit before
the congress even begins to work on it. I assume that you plan to
change that for the future year.

Mr. Asir. Under some.conditions-the ones that you have suggested,
or that you have identified, in the past-the policy had been to adopt a
budget stance that might have an actual deficit, but near full employ-
ment balance. This was the stance that would provide an appropriate
amount of stimulus for the economy when it was underperfo rming.

But as we look ahead, we believeit would be proper economic policy
to have a substanial full employment surplus--as we will have for 197T,
as we are about to complete for 1974. The balance on a unified basis
that we seek for 1976 would generate more than a $20 billion full em-
ployment surplus.

'thus, while we continue to make calculations on a full employment
basis a full employment balance is not the objective. The objective
is to be certain not to have a full employment deficit, and under~some
circumstances and conditions to generate full employment surpluses.
A full employment surplus will be the objective for 1974, 1975, and
1976.

Senator BYRD. The so-called full employment gimmick, in my judg-
ment, is an absolute fraud on the American people. Under that
concept the Government can spend whatever money it might take
in if you had full employment, which no one expects to have and no
one intends to have.

Mr. Asu. You will note that for 1975 and 1974-that is, the year
just closing-and also for 1976, we would be generating large full em-
ployment surpluses. In those 8 years, we will accumulate about a $40
billion surplus. rather than lust a balance, on a full employment basis.

Senator BYnD. If you are in that good a shape, why would you come
in here and ask for an increase in the debt ceiling? *hy would you be
spending $81.5 billion in interest charges I

Mr. Asir. The full employment surplus or the full employment cal.
culation is an economist's calculation of the impact of theFederal fiscal
policy on the economy.

Senator BnD..It is a theoretical economist's calculation.
Mr. As. And it is unrelated to-well, I should not say it is unre-

lated. It is related to, but is different from, the calculation of actual
expenditures, actual revenues, actual deficits.

Senator BYRD. It is totally unrelated, totally unrelated to it. It has
nothing to do with it because the money does not come in.

Mr. As!. It is derived from it, but it certainly is a different set of
figures and is not the same as actual outlays, actual revenues, and the
deficit that needs financing.
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Senator Bmi. Well, the fact is that the only thing that I am trying
to ascertain from you is whether we have changed our policies to
some extent.

Mr. AsH. I think we have in the sense that, as you have seen, in
1974 we moved a long way from full employment balance. In 1975
we are moving farther. In 1976 we will move so far away from full
employment balance that it will be clearly possible to say that the
full employment calculation was not the determinant of what the
budget posture of the administration would be.

Senator BYnw. I think we can get along much better if we forget that
word "full employment."

Mr. AsH. Well, it is gradually losing its effect, and it has been for
some time.

Mr. VOLCKER. They say, Senator, part of the purpose of the full
employment calculation is to apply discipline to spending. At the least,
the idea was that we should not be spending more than the revenues
that we could generate in full employment.

LACE OF DiserpLinE IN LAST 6 YZAPA

Senator By=. I must say, Mr. Secretary, if you can show me where
any discipline has been applied in the last 6 years-in no period of the
history of our Nation have we had the smashing Government deficits
that we have had in the 6-year period, fiscal 1970 through fiscal 1975.
Deficits of $133 billion, 25 percent of the total national debt.

Now, where is there any discipline in that I
There is no discipline in that. There is no discipline in that. As a

matter of fact, to start out in each of those years, the administration
itself has brought in a deliberately unbalanced budget on a Federal
funds basis to the extent of anywhere from $15 billion to $25 billion.

What I am trying to ascertain today is whether we have changed
that philosophy or whether we are still adhering to that process.

Mr. AsH. We certainly are moving a long, long way, as you can
see, by working in 1976 toward an actual balance on a unified basis,
even as it generates an over $20 billion full employment surplus. So
I think the role of the full employment calculation is changing, and
it has been changing since the budget for fiscal year 1974.

Senator BYRD. Well, I believe you had better make some changes
because I do not see how this country can be in any worse shape fi-
nancially than it is now.

Maybe you do not agree with that, but I do not think it is in very
good shape now.

Mr. Asit. Well because of our belief that inflation is a very im-
portant issue, and because Federal spending contributes to it, we be-
ieve that as we go to the agencies and departments this year for their

guidance, we should say, balance is our objective, And we will then
say, now let us see what legislative programs are necessary to bring
that about. I am sure that the matter will be back in your hands,
because we do not have the authority without legislative change to
achieve a balance. But that does not mean that we cannot propose the
necessary changes.
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BALANCED BuDor NECESSARY

Senator BYRD. That is right. You have the authority to present a
balanced budget.

Mr. Asil That is right; yes, sir.
Senator BYRD. And I think the responsibility.
Mr. Asi. Well, sir, we had an experience in 1974 which maybe was

to be expected. We di propose a number of legislative changes, and
I must say we were somewhat disappointed that not a single one even
got considered, let alone enacted. That does give us a clue as to what
we might expect in 1976, but we should try, and we will.

Senator BYRD. But your budget that you presented in fiscal 1974
was about $15 billion out of balance itself.

Mr. Asji. It still was in deficit, and even with that deficit we could
not get the congressional actions that we really felt were necessary.
And as you know, we took some actions unilaterally, only to regret the
day and the amount of lawsuits that we are now defending.

Senator BYRD. I supported the actions.
Mr. Asu. We worked at it. I am afraid the realistic way to work

at it is to propose again to the Congress what legislative changes
should be macde. Then, hopefully, the Congress will respond with
action making those changes, and then we will carry out the will of
the Congress in that respect.

Senator BYRD. Well, I supported those-what you did in that effort.
Mr. Asix. We, neither of us, got very far.
Senator BYRD. I supported what you did in that regard, but I do not

believe you are going to get back-the country is going to get a bal-
unced budget until the administration itself submits a balanced
budget. I do not think the Congress-it is your view, I think, that the
Congress overspends beyond what the administration spends. I think
that is correct, but so long as you bring in a deliberately unbalanced
budget, then we are not going to have a balanced budget.

Let me say this. I try to get out among the public as much as pos-
sible. I am spending a lot of time in Virginia recently, in the coal-
fields of southwest Virginia, and all over the State, and the public, I
think, is deeply conCerned about the Government's financial condi-
tion, more so than most of us in Washington realize.

Now, they are not sophisticated in the financial aspects, They do
not know exactly why they feel that way, but I have the feeling that
they do feel that the' Government is on an unsound basis financially.
I am convinced that we are not going to get the cost of living down
until we get the cost of Government down. -

Mr. AsH. I think that is a very good statement to which I could
also subscribe. I think that that feeling of the public might well re-
flect itself back through the Congress as it considers the Budget that
we are now about to begin to prepare.

Senator BYro. Thank you. lank you, Mr. Chairman.
The CHAIRMAN. Senator HansenI
Senator HAisEN. Thank you, Mr. Chairman.
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POeSEBLu VETO OF A DEBT LIMIT BILL LDzz) WITH TAX AmzNDuzNsrs

It is my understanding that there are now about 42 amendments
that are pending on the so-called little tariff bill, transferring tax
liability trom Commerce to Treasury, and 1 am told further that if
that amendment or that bill appears likely to succeed. I am told that
we can anticipate that these amendments will he shifted to the debt
limit bill.

My question to either of you or to both of you, is if that were done,
what would your advice be to the President of the United States?

Mr. VoCzKR. 1 very strongly feel that the debt ceiling bill should
not be a vehicle for adding all sorts of extraneous legislation, and
would approach that question from that point of view-in a negative
frame of mind.

Now, as a practical matter, I suppose it depends upon what the
amendments are, but an amendment would certainly raise the serious
issues.

Senator HANSEN. Well, I am sure you have read about them. I could
recite some of them but I do not think I need to.

Mr. Vowzmp. You are talking about a reduction in taxes?
The CHAIRMAN. Well, I think you discussed some of them in your

statement here.
Mr. Vo uzcr. Well, I think a major reduction in taxes means we

recommend a veto. It is opposite to the purposes of the fiscal respon-
sibility we want to see incorporated in this bill and elsewhere.

Senator HANSEN. Do you share that feeling, Mr. Ash?
Mr. Asi. I certainly do, Senator.
Senator HAN8sEN. Would a tax cut help generate more investment

or more inflation?
Mr. VOLCKER. More inflation I certainly believe.
Mr. Asir. And probably the higher interest rates that Mr. Volcker

had earlier indicated would go along with it. Both of those I believe
go in the direction opposite of what the people of this country truly
want.

Senator HANSEN. If we passed a large tax cut, would this public
debt increase be sufficiently large to cover the anticipated loss in reve-
nues to go to this $495 billion limit?

Mr. VOLCKER. No, sir.

BAxcw BUDGET NEEDw

Senator HANSEN. I share the concerns expressed so ably by the dis-
tinguished senior Senator from Virginia. I think in the last few
decades, we brought into the national budget picture some new ideas,
new gimmicks. I think that best describes them. I believe that is the
word that Senatar Byrd used. 1 really do not think we are fooling
anybody. It might be plain from my statement, from my remarks
this applies not only to the Republican administration, but to previous
Democratic ones as well, are simply a way to try to placate people
into thinking that we are in better financial shape than we are and I
think the thing has been deceptive.

I think it would be better to keep the budget in terms that people can
understand. As a former Governor of Wyoming, I know we have a
State law that we cannot operate in the red. We simply cannot do it.
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I wish we had a comparable situation at the Federal level. I know
that there are those who believe that, you can justify almost anything;
as we have withdrawn from the acceptance of individual responsi-
bilities. There is a growing number of politicians, some of whom are
in ni i elective office, that seem to think the way to win votes is to do
the thing that is popular with people. In the long run spending is not
g oing to be popular because it is not popular now. The people who are
hurting least are not the people whose incomes have an escalator clause
in them. They have been taken care of. But there are a lot of others
that I think do deserve out sincere attention that are being hurt badly.
Inflation is hurting them, and the prime root cause of inflation, in
my judgment, has been the failure of Congress and of the executive
branch of the Government to keep the budget balanced.

And I should think that if the alternatives are to spend some now
in order that the economy might be stimulated so as to bring about it
higher level of employment as the lesser of two evils, the greater on6
of which would be to help phnge this country into a major depression
and possibly trigger a worldwide depression that would be ominous.
But this full employment budget, it seems to me, was poorly advised.
1 felt it was poorly advised at the time. I am not trying. to b lane you
with it, but I just do not think it is very good, and hope the people
have finally caught up to what we are doing to them. I think it has
been very deceptive, and we would be better advised to meet the prob-
lem head on.

PossxBxLirY oF EvEn HAVING A BALANCED BUDGE'

Now, is it your opinion-when do you think we may anticipate a
balanced budget in terms of, not including all of the trust funds that
we used so loosely in past years, but trying to think about the time
wten we get sufficient tax revenues to pay for current expenses ? When
will that time likely be?

Mr. Asmi. Do you mean a Federal funds balance rather than a uni-
fied budget balance?

Senator HANsErN. Right.
Mr. Asii. A balance of Federal funds probably is so far out into the

future that we could not put a particular date on it. It would require
a fundamental change in our Whole view of the relationship of the
trust funds to the Federal funds and how they should be dealt with.
The fact that over $20 billion of moneys are now paid each year from
the Federal funds into the trust funds means that we would have to
generate a $20 billion surplus on a unified budget basis in order to come
to that.

It is hard to foresee from here any finite time in the future when
economics and politics would merge to bring about that kind of a con-
dition. I think our main goal, our main immediate goal here is to get
to a balance on a unified basis. Once we are there and have that disci-
pline built in, then I think we can look beyond it. But that is a goal in
itself that we ought to work hard'to achieve and hold.

Senator HAN.1sEX. If I understand you then, Mr. Ash, in the foresee.
able future you do not anticipate-

Mr. Asu. Federal funds balance.

34-42 0 • 74 - 4
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Senator HANSEN. The time will come when we will have what I
think of as a truly balanced budget.

Mr. Asii. On a Federal funds-basis.
Senator HANSEN. Yes.
Mr. Asi. There are substantial payments groin one pocket of the

Government to the other. If that is considered, as it now is, as a deficit
in Federal funds, then we have really got to move a long way.

I think one way to consider that possibility or what would be in-
volved in that possibility is to look at the composition of our annual
outlay. It gives us a clue of what the problems are. For example, con-
sider fiscal year 1975, where we contemplate spending over $800 bil-
lion. First subtract from that outlays for entitlement programs, con-
tractual obligations, et cetera-all the programs in which the Gov-
ernment has a legal obligation to pay under existing legislation. Then
exclude defense.-I think that we should not kid ourselves into believ-
ing that we could substantially reduce defense without creating another
set of problems. The interesting fact is that the amount remaining is
$26 billion for everything, everything, which means that if we are talk-
ing about reductions of $5 or $10 or $20 billion, we are talking basi-
cally about putting other Government sevices out of business. We
would not have an Intenal Revenue Service because we could not af-
ford the tax collectors, we would not have veterans hospitals, and so
on.

I am merely saying that we have so constructed our programs over
the years that now a big big proportion of outlays is built in by self-
actuating legislation. This legislation so commits our expenditures
that there is not discretionary opportunity within the budget-as
there once was-to increase this program or reduce that program, and
to change that program.

What is required are some fundamental changes in the legislative
approach to building in future costs. The budget for 1975, to take as
an example, really had only about 1 percent of it that might be con-
sidered increases in discretionary items, $3 billion out of $800 billion.
The rest was no more than pricing out existing legislation or contin-
uance of programs that were so firmly embedaled that the ability to
move them very much was very, very small.

So we have got to deal 1ith fundamentals. We cannot work at the
margin and do much gond. If we are to move to balance on a unified
basi-and even more as if we are to move to balance on a Federal
funds basis-we have got to start way back with fundamentals. I mean
such things as social security programs, food stamp programs, aid to
families with dependent children. And sure, defense-we always look
at that anyway, among other Government operating programs. We
have got to look at every last program from a zero base. Until we look
at them from a zero base, so long as we continue to look at them only
at the margin, we really have not done the job. I think this is one of
the advantages of the Budget Reform Act by which the Congress will
join with the executive in assuming the responsibility for budget to-
tals. It may well illuminate the level at which the problem must be
dealt with. The legislation we are today working with automatically
amost fully determines what present and future years' expenditures
will be.
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We cannot, on the one hand, continue to exhort either the Congress
or the Executive to reduce expenditures by $10 billion or $20 billion
without at the same time going to the various specific programs that
make tip Federal spending. We cannot deal in generalities. It is a lux-
ury that we cannot afford. We cannot afford the luxury of a demagogic
statement that we are going to reduce the budget $10 or $20 billion un-
less we are willing to deal with the very particular programs that make
it up. That is what the issue is. We have got to step up and face it.

INFLATION AND RFETnEMENT SAVINGS

Senator H,Njz. Well, then, I gather from what you are saying,
since you do not anticipate within the foreseeable future that we are
going to have a really truly balanced budget, that some of the cliches
we have used in this country that I think are important and have valid-
ity, such as being thrifty, trying to take care of yourself, trying to save
for your old age and your social security are really a bunch of hog-
wash. I have listened to Dr. Freedman, and I know that he thinks
that inflation is going to be here permanently, so the way to cope with
it is not to try to do anything about it but to put these escalator clauses
in everything, and of course, the trouble I see with that is that you
do not build escalator clauses into savings accounts.

Many pension plans do not have them in. The personal savings
that people do, contracts that are entered into do not have escalator
clauses in them. This encompasses a significant segment of soci-
ety that is trying to answer in a responsible fashion the individual's
concern and obligation to take care of himself, and what you are say-
ing is that this concept under the management that we are giving thq
Federal budget these days really is not going to do a very good job
because these people are going to be shortchanged. There is no way on
earth that I can save money today and with inflation expect that I will
be able to buy 5 or 10 yea s fromi now the number of pounds of steak
or what or whatever it may be that the dollars I save today will buy.

Mr. Asm. Well, the only'way on earth is the one of getting back to
the fundamentals of the programs that this country has adopted that
have built-in cost growth. Unless we get back to the fundamentals and
deal with those programs, then the rapid growth of outlays will con-
tinue to be a problem. $

This is why. as we set about preparing the budget that we will be
starting next'month for 1976, we want to focus on those fundamentals,
We want to bring everybody's attention to it and see if we can achieve
the restraint at which we aim.

T7=stnY SAVINGS Boms

Senator HANSEN. Well, one final observation.
Is the Treasury not really being pretty much deceptive and falsify-

ing things to encourage anybody to buy Treasury savings bonds and
that sort of thing these days'

I mean, how can you Justify telling anybody to invest in a savings
bond or whatever at a fixed rate of interest when you know perfectly
well that a few years from now they are not going to get back. They
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would be better off to buy whiskey and store it in their basement con-
sidering the increase in the value of the bottle of whiskey. during the
war. I am not deprecating the war effort, but as far as any investments
go, it is the poorest thing you could have done. You could have bought
anything under the sun that had it not been for the importance of
winning that war-and that was important. We have got a different
picture today and I lust cannot see how the Treasury can encourage
people to make the investment in public funds today thinking that
they have made a wise investment. If they believe in America, that
is 6ne thing, and if they want to do it on that basis, that is one thing.
But as far as an investment goes, it is a poor buy. Is this not true?

Mr. VOLCIHi.. Well, I am not going to defend inflation at all. I
think that the things you say about inflation are obviously appro-
priate, and all the indexes and all of the rest. I agree fully with what
you have said.

Now, the savings bond program goes on year in and year out. We
try to keep the rate competitive, and we have asked-

Senator HANSEN. What is the rate now?
Mr. VOLCKER. 6 percent.
Senator HANSEN. I am paying 13 percent at the bank on money

borrowed right today. You can get 11 percent on a CD if you have
$100,000 or more.

Mr. VOLCKER. Well, if you have got a lot of money but I think
these rates are, for better or worse, in the range of rate that are avail.
able to small savers.

Now, there may be some inequity in this whole structure of interest
rates, but I do not think you can single out the savings bond rate as
being inequitable or unfair. I think it is reasonably in line with these
other rates.

Senator HANSEN , I was not saying that-
Mr. VOLCKER. And the way to handle these problems is to handle

inflation.
Senator HA.%SEN,'. I agree with you. I was not saying that savings

bond rates as compared- with other rates might not be fairly repre-
sentative. I am simply saying that in good conscience you cannot tell
people it is a good bu , because it is not.

Mr. VOLCKER. WelI, I just do not like you to pick out savings bonds
in particular.

Senator HANSEN. Well, that is your department. That is why I
picked it out.

Mr. VOLOKER. None of these rates, I think, provides adequate recom-
pense at this current rate of inflation.

Senator HANSEN. I would agree.
Mr. VOLCKER. Now, there are certain problems, as a practical mat-

ter, in institutions or elsewhere, of suddenly escalating these rates.
You just cannot change these particular kinds of rates very fast, In
fact with inflation having reached the levels it has, in a way I would
not like to see these rates escalated because it would indicate that we
are ready to live with this rate of inflation, which I do not think we
can do.

Senator HANSEN. I do not either.
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Mr. VOLCKER. So the only answer to the problem I see-the only
really effective answer-is to bring down the rate of inflation, and
eliminate it. So it is a very frustrating and unsatisfactory situation.
It is one aspect of the whole inflationary problem, and another indi-
cation of the urgency of working on. that problem.

Senator HANSEN. One final question. I have probably taken more
time than I am entitled to, Mr. Chairman.

POssIBLE TERMINATION OF PRoHInioN AGAINST HOLDINo OF GOLD
By U.S. CmOzE8s

Secretary Simon has indicated that he would like to terminate the
current prohibition? against the holding of gold by U.S. citizens.

What are your views on the subject?
Mr. VOLCKER. Well, he has indicated that this is a prohibition that

he wbuld like to remove just as soon as he can do it consistent with
international monetary reform negotiations and with the inflationary
situation in the country and other factors, and he certainly hopes and
desires-I think he used both words-that this could come by the end
of the year.

Senator HANsEN. Thank you, Mr. Chairman.
The CHAIRMAN. Senator MondaleI

STATE OF THE ECONOMY

Senator MfONDALE. Mr. Ash, I think everyone agrees that inflation
now is at an intolerable level and that Americans must sacrifice to
abate this serious condition, but what bothers me is it seems to me the
programs that I hear and observe lack in equity and in fairness, and
it seems to me that the indispensable ingredient for a national appeal
for sacrifice is the feeling by Americans that sacrifice is not being
evenly distributed or fairly distributed throughout the country.

Now, if you look ht present policies from the standpoint of the
average family we f nd that income taxes are rising, payroll taxes
are up. As yoA know, there are no exemptions or preferences whatso-
ever in the payroll tax. It is flat tax. And as inflation rises, people go
into higher income tax brackets. We find that whatever the reasons-
income policies, or whatever-real wages, real purchasing power has
dropped and is dropping. There was a story yesterday in the Wall
Street Journal which I would like in the record followingg my question,
which indicates that this year the average American's wage will lose
6 percent in purchasing power from a year earlier, and Mr. Robertson
of the Pittsburgh Mellon Bank is quoted as saying the magnitude of
the recent drop in real pay is entirely unprecedented in the post-
World War II era.

We have the highest interest rates since I guess the Civil War,
and the same article points out that compared to World War II when
10 percent of the consumers' income was needed to service debts, today
25 percent of after-tax income, a record portion, is taken out simply
by interest charges, repayments and mortgages on installment loans.Unemployment is rising. It is 5.2 percent. A continuation of these
interest policies and a restrictive budget clearly indicates unemploy-
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ment of 6 percent or higher. Social programs directed toward the
same people who are suffering the most are the ones taking almost
the entire-burden of the restrictive budget.

A recent analysis by the Brookinge Institution says that real spend-
ing after adjustments for inflation since 197'2 for education, health
manpower and community development was down by 30 percent, while
there is a real increase in the defense budget for fiscal year 1975 of 6
percent, At the same time the public sees higher profits. They see a
policy of resisting all, tax relief to the average family, along with this
announcement of a study to consider even further tax reductions for
business, and an announcement that we intend to cut the budget even
further than we have--and I have to believe based upon what you said
todaythat those cuts will come in the form of even deeper restrictions
on social rourams in education and health and the rest,

And ifI Iave heard you correctly, you are now looking at social
security and food stamps, and I wonder whether there is any hope of
persuading the average American that there is any sense of equity in
this appeal for sacrifice.

[The articles referred to by Senator Mondale follow:]
(From the Wall Street Journal, June 11, 1974]

"BRAKE ON BUSINESS-ANALYSTS SEE A LAG IN CONSUMER
SPENDING LIMITING A RECOVERY"

SQUEEZE IN "REAL" PAY, DEBTS CITED; MOOD Is "RosIER" BUT BUYINo
PLANS DczNE

WOULD TAX OUT REAMY HEL?

(By Alfred L,. Malabre Jr,)
The American consumer is giving business forecasters the jitters.
Early in the year most private forecasters, as well as economists in the Nixon

administration, predicted that a business recovery was likely to get under way
around midyear. It's a view that many analysts, and President Nixon's advisers,
still hold, But the consumer is causing worries. For it's generally agreed that anj
meaningful recovery would depend in large part on a pickup in consumer spend.
ing. And increasingly forecasters express concern that consumer outlays may in
fact show little or no pickup in coming months.

Economists of Chicago's Continental Illinois National Bank & Trust find "eco-
nomic weakness" to be "Increasingly evident" in the economy's consumer sector.
They warn that "without the support of strong consumer spending, which makes
up 10% of gross national product, any business recovery would be modest at
best."
Mr. Gaftle' View

Similar concern comes from Tilford C. Gaines, chief economist of Manufac.
turers Hanover Trust in New York. Mr. Gaines sees the possibility of "consider.
able further weakening of consumer spending" in coming months, He says that
the "current recession" may not get very much worse. But he also cautions that
consumer sluggishness precludes any "sustained improvement in economic active.
Ity" any time soon.

Accounting for about 60% of GNP, as the Continental Illinois economists note,
consumer spending dwarfs the combined expenditures of all private businesses
and all levels of government in the U.S. Not surprisingly, past periods of economic
recovery have invariably been marked by a substantial rise in consumer outlays,
Such spending, in dollar terms, is on the rise now, too. But in "real" terms, with
growth due merely to rising prices stripped away, consumer spending has been
declining since last fall.

A major reason that consumer spending is likely to remain lackluster, econ-
omists say, is that consumers today are caught in an extraordinary financial
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squeeze. The squeeze has developed chiefly because prices in recent months haverisen far faster than most incomes. Soaring energy costs, of course, have aggra.vated the situation.Various statistics show the pattern. Weekly pay of workers in private industryhas fallen steadily for more than a year, if the paycheck totals are adjusted toremove inflation and tax payments. "Real" weekly pay has fallen nearly 6%below year-earlier levels. And per capita income of all Americans after taxes-a broader yardstick that includes such "transfer" payments as welfare-has re-cently begun to tell the same story. In the first quarter, the per-capita figure fellto the lowest level since 1972,
An "Alarming" Decline

Occasionad declines in such statistics are by no means unprecedented, par-ticularly during recession periods, economists say. But the recent trend seemsexceptional, Norman Robertson, chief economist of Pittsburgh's Mellon Bank,says that the magnitude of the recent drop in real pay is, in fact, "entirely un-precedented" in post-World War II America. In recent months, Mr. Robertsonestimates, the decline his actually accelerated to an annual rate of about 8%,a pace that he finds "alarming."Before a meaningful turnaround in the pay trend can occur, pay increases mustclearly overtake the rate at which prices are climbing for a sustained period. Mr.Gaines of Manufacturers Hanover declares: "Until this situation is erased untileither inflation is slowed or consumer pay is increased enough to offset infation,I don't see how the consumer sector can show any strength."Some economists, in any event, regard the possibility of much heftier payboosts later this year as a decidedly mixed economic blessing.Any such boosts would doubtless tend to bolster consumer spending. But theymight also drive uip production costs, a development that could rekindle In-flationary pressures. Rapidly climbing labor costs could also pinch corporateprofits and that, in turn, could inhibit corporate spending for new plants andequipment, Such spending has been widely viewed as a mnayor source of strengthin the anticipated second-half recovery.
Dubiou Source of Strength

Some analysts, it's worth noting, have long been skeptical that plant-and.equipment spending could provide major strength in a second.half recovery. Suchspending is classified as a "logging" business Indicator, they point out. As such,It hat; tended in the early stages of past business recoveries to remain fiat oractually decline.Adding to the squeeze on consumers, many economists say, in the unusuallyhigh level of debt that Americans have accumulated in recent years, In 1972 andmuch of 1973, consumer debt rose at a record pace, Now, by no coincidence, arecord portion of after-tax income--roughly one-quarter-is taken by simplyby interest charges and repayments on mortgages and installment loans. Inthe early post-World War II years, by comparison, only about 10% of consumerincome was needed to service debts,At the same time, consumers have grown Increasingly delinquent in payingtheir debts, At the end of February, the latest period available, a record 2.7%of consumer installment loans were delinquent for at least a month, accordingto a survey by the American Bankers Association in Washington, Repossessionswere also at record levels, the ABA reports. In the past, ABA officials havelabeled delinquency rates of more than 2.% as uncomfortably high.Many analysts believe that debt servicing and delinquencies will act to holddown consumer spending as the year unfolds. Per Lange, the ABA's survey di.rector, says that the delinquency problem is prompting banks to "be a lot stricterabout extending credit-more references are required, jobs are checked moreclosely, loans to pay off loans are being denied." He attributes the rise in de-linquencies only partly to unforeseen economic woes stemming from the recentArab oil squeeze. "Delinquencies were climbing before the energy crisis," he says,"The basic trouble has been the inability to pay to keep pace with prices,"
Maintaining Lving Standards

Some Senators, concerned over the consumer situation, have recently beenpressing for a cut in personal taxes, There is doubt, however, that such a meas-utre would spur much additional consumer spending. Phillips-Sindlinger, a re-
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search organization, found in a recent survey that "the American people are so
concerned about the economy that they would hoard most of the money involved
in any tax cut." Specifically, only 20% of those polled said that they would
spend additional funds deriving from a 10% tax cut. The rest stated that they
would use such money to pay off bills, or to bolster their savings. To the extent
that it could intensify inflation, some economists also say, a tax cut might ulti-
mately cause new proiiteaz, for connumers.

Another reflection of the bind that many consumers ari? Ili. It's argued, is the
fact that savings, as a percent of after-tax Income, have recently dropped-to
6.0% in the first quarter from 7.8% in the last quarter of 1978. "Normally, the
savings rate would rise significantly" in a time of slumping business activity
"as people try to save for future difficult times," says Raymond F. Devoe Jr,,
economist at Spencer Trask & Co., a New York Securities firm, Recently how-
ever, because of inflation "consumers have been forced to forego savings in order
to protect their standards of living to some degree," Mr. Devoe declares.

Surveys of buying plans also lead many forecasters to predict that consumer
spending will stay sluggish, Very recent surveys suggest that the consumer mood,
though still gloomy, may be lighter now than in the worst week of the Arab oil
squeeze, when long gasoline.station lines were a familiar sight, But the findings
hardly point to the sort of bounce traditionally associated with a general upturn
in economic activity.

Reasonably typical is a report by the Conference Board in New York that "the
consumer's view of the world is much rosier" than several months ago. However,
the report goes on, "rising consumer confidence has not carried over into buying
plans," The Conference Board's index of consumer buying plans in March-
April actually dropped below January.February levels, Fewer consumers, or
example, plan to buy a major appliance, the report states.
A Fortunate Few

Assessing the spending outlook, few forecasters attack major importance to
the spread of so-called escalator clauses in wage contracts. Though about twice
as many workers are covered by such living-cost agreements now as in the
mid-lOGO's, the total still comes to only about five million in a labor force of
nearly 90 million.

A sharp spurt in consumer outlays could occur, some economists say, if the
public becomes so rattled by the price spiral that massive hedge.buying against
still higher price tags begins. Alan Greenspan, president of TownsendGreenspan
& Co., a New York business consultant, warns that America "is rapidly approach.
ing the crisis threshold of inflationary expectations which, if pierced, threatens
massive economic disruption." Part of any such scenario would be a rush td
spend any money as quickly as possible rather than to save.

Such a rush, of course, would not bring the healthy sort of rise in consumer
spending necessary to fuel a sustained business recovery. Rather, analysts say, it
would probably serve as a prelude to an economic bust. "The worst of all possible
worlds would be a consumer buying spree now or in the near future,"'says Morris
Cohen, economist of Schroder Naess & Thomas, a New York investment advisory
concern.

Most forecasters remain cautiously hopeful that no such spree of hedge-buying
will actually materialize. They generally doubt that even today's unusually high
rates of inflation are high enough to subvert the American consumer's tradi-
tional tendency to try to save when the economic outlook seems uncertain.

(From the Washington Post, May 81, 0741

"Bsooxlxo Sz DzfNsU COST OF $142 BmuLolf"

By Michael Getler

New trends in U.S. defense policy imply that military spending will rise stead-
ily-beyond increases caused by rising prices--from the $86 billion currently
proposed for fiscal 1975 to a level that could hit $142 billion a year by 1980,

That is the assessment contained in the fifth annual analysis of the new federal
budget and its implications for national priorities published yesterday by the
Brookings Institution.



88
Defense specialists at the research institute estimate that an alross.the.board

improvement in U.S. combat readiness and capabilities, much.9f which will be
set in motion in this year's budget, will mean an average increase of 5.2 per cent
a year in real military spending through the end of the decade and probably into
the 1980s.

In other words, the improvements being sought in both conventional and nuclear
war forces, plus pay raises other than cost-of-living increases, will help push the
total defense budget to almost $111 billion a year by 1980, even at today s prices,

When price.increase factors of 8 and 5 per cent a year are figured in, the totals
hit $12i) billion and $142 billion, respectively, in the Brookings' calculations.

If the new trends are approved and continued, along with numerous moderni.
zation projects already underway, the five.year decline in the share of the fed-
eral budget devoted to defense will come to an end in fiscal 1970, the analysts
point out.

Furthermore, they estimate that future defense spending requests by the
administration would then increase at roughly the same rate as the economy
in general, "which means that there would be no room for a shift in federal
spending from military to civilian purposes."

The analysts estimate that in terms of obligational authority, real spending
on basic U.S. military forces is up $4.8 billion in the fiscal 1975 budget, a figure
larger than the Pentagon estimate.

The Brookings specialists also say that the inflation factor allowed for de.
fense in the January budget submission is already off by an additional $1.4
billion, raising the prospect of a new suplemental request or a decrease in real
purchasing power.

The Brookings' study says the Pentagon explanation is that the Defense
Department was "compelled" to use an unrealistic inflation estimate by the
White House Office of Management and Budget.

The report reflects the views of its three authors-Barry M. Bleubman, who
did most of the defense section, Edward M. Gramlich and Robert W. Hartman.
The study does not make recommendations or direct challenges to administra.
tion projects but it does pose issues and potential alternatives.

Calling some of the new trends set in motion by Defense Secretary James R.
Schlesinger as potentially "the most far-reaching" since 1961 and worthy of con.
siderable congressional scrutiny, the study focuses in particular on these points:

On the one hand, the Pentagon under Schlesinger is moving toward more effi-
ciency by cutbacks in excess headquarters, support and reserve units, abandoning
outdated bomber defenses and pressing development of some lower-cost weapons,

But rather than take these savings out of the budget, the Pentagon and White
House have decided to turn these funds--plus new money-into adding combat
power.

The report questions the controversial decision by Schlesinger to develop-
though not necessarily deploy-more accurate missiles able to knock out enemy
missile silos, The authors suggest that the military gains from such missiles are
dubious.

The Brookings review also calls attention more directly than the Pentagon
has thus far to what the authors conclude is now a clear shift in U.S. planning
which emphasizes fighting a short, intense war of perhaps several weeks duration
in Europe rather than the longer 90-day engagement which previously was
envisioned.

The emphasis on converting support units to combat troops, proposed large in.
creases in weapons stockpiling and modernization, and a big and expensive ex.
pansion of airlift capability all fit into this transition, which the authors say
matches the most likely Soviet battle plans In Europe and is thus probably a good
idea.

(From the Washington Post, May 81, 19741
"BunosT STUDY SHOWS WAS ON OSAT 800m"

(By Peter Milius)

The Nixon administration is winning, at least in part, its fight to cut back
spending on the Great Society programs it inherited from the Democratic 190s,
according to a study of the federal budget published yesterday.
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In real terms--that Is, after adjustment for inflation-federal spending in
such fields as education, manpower retraining, health and urban redevelopment
has declined over the past two years, the study says.

The study-"Settipg National Priorities: The 1075 Budget"-was published by
the Brookings Institution. It is the fifth in what has become a yearly series. Its
iiuthors are Barry M. Blechman, Edward M. Oramlich and Robert W. Hartman,
all senior fellows at Brookings.

President Nixon in 1978 went to war with the Democratic Congress over
domestic spending programs, Fresh from his landslide re-election, and hoping to
keep inflation from getting out of hand, the President proposed an unprecedented
set of spending cutbacks. Congress howled in protest, and they fought almost
all year.

This year the President was less combative on the spending issue in his budget.
The economy was sagging, and in need of a little pepping up, It was also widely
held that ho was being more conciliatory because of Watergate,

The authors of the Brookings study suggest a third possible reason for the
Presidents' seeming turnabout. They say his efforts to "hold down the growth"
of spending on what they call social programs "have been at part successful."

The administration in each of its last two budgets has proposed increasing
outlays for defense. It has Justified the increased outlays by citing inflation,
saying they amounted to a standstill budget, and were required just to stay
even with increasing pay and prices. The budget documents have made no com-
parable references to inflation's impact on domestic programs.

The Brookings study says that, if allowances are made for inflation, the Presi.
dent's budget for fiscal 1975 contemplates a spending level 80 per cent lower than
in fiscal 1972 in "the social grant area," the fields of education, manpower re-
taining and urban redevelopment.

"Moreover," the study continues, "the administration's requests for social and
seem designed to maintain a fixed level of nominal spending for these programs
in the future. As prices increase, therefore, the real level of federal activity will
be further reduced."

Total domestic spending, though, is not declining. What has happened instead
is that there has been a change in its mix. While outlays in such areas as educa-
tion have gone down in real terms, direct federal aid to individuals-cash pay.
ments under programs like Social Security, other noncash forms of assistance
such as food stamps-have gone up dramatically.

At the same time, the authors note, "the defense budget seems poised for a
turnaround from a steady declining share of the budget to substantial real in.
creases for 1975 and the future."

The administration has described its budget for the fiscal year beginning
Julv 1 as fiscally neutral, one that will neither nump the economy up and add to
inflation nor slow it down and thus risk a recession.

The lThookingq study, on the other hand. says the proposed bdget would he
cluite restrictive. In the second half of the flcanl yenr. it savs, the government
would have a foll.emnlovment surplus under the President's spending aon of
$14 billion, which would "renresent the tightest fiscal policy since the early
Pixties." A full.emnlovment surplus renresents'how much more the government
would theoretically have to spend to numn the economy up to full employment,
defined ns a 4 per cent unemployment rate.

Rome Democratic Senators are arguine the budget Is too restrictive, and are
preasing for a tax cut. The President opposes cutting taxes, saying it would be
inflationary.

In theory, a full.emplovment surnius Is money un for grabs. Over the long run,
at least. it renresents extra money that the government cn either spend for new
programs or give back to the public in the fot'm of lower taxes.

The Brookings study estimates that. If the tax laws went unchanged, If no new
programs were begun and if nries did not rise, the government would have a
full-employment surnlus of $45 billion by fiscal 1980. At a 6 per cent inflation
rate. that murnis would be $98 billion, or $71 billion in 1975 dollars,

That means the government could look forward to a sizable degree of fiscal
latitude over the next five years, the study says. But it cautions that there are
going to be a lot of demands made on that "extra" federal money.

National health insurance is one pos~lbility: cutting taxes is another. Still
another that the authors mention Is the likely need for great amounts of capital
in the next few years for such things as housing, anti-pollution equipment and
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"to develop new sources of energy." To make that capital available to private
borrowers, the authors say, the government may want to reduce its own out-
standi g debt. Part of any surplus would then have to go to that.

Mr. AsHi. Senator, that is probably one of the most fundamental
questions we have been addressing for some time. I would particularly
appreciate the opportunity to speak to it at this time.

If we take the period from fiscal year 1969 through fiscal year 1975,
the facts are somewhat contrary to the conclusions that you have
drawn from one source or another. Social programs-what we call
human resources programs--have increased from being 85 percent of
Federal expenditures to 50 percent of the Federal expenditures.

Senator MONDALE, Could Iinterrupt ?
You are talking about social security I
Mr. AsH. We are talking about all social programs.
Senator MONDALE. But you include social security ?
Mr. AsH. Yes, but other human resources programs have gone up

at the same rate. It makes no difference whether one includes or ex-
cludes social security. The percentage increase is almost exactly the
same.

In any event, the recipients of social security are certainly a bene-
fcliary group that we do not want to overlook and that we do want to
make sure shares fully in the growth of the economy.

So, since 1969, there has been a very massive shifting of priorities,
Social programs having gone from 8 percent of Federal outlays to 50;
defense expenditures having gone from 45 percent down to less than 80.
We have substantially shifted the flow of resources in the Federal
Government in these last 5 years. The social programs clearly are not
taking the burden of restraint, either in the past or in our proposals
for the future.

Our- objective is the same as yours-to make sure that we equitably
distribute the burdens that have to be borne by society in dealing with
any of our problems. And one can merely look at the last 5 years to
see the evidence of that equity swinging substantially in favor of
social programs.

You mentioned that profits had increased. Profits are a component
of the gross national product that fluctuates more than Most. As a
percent of the GNP they have been higher in some past years than they
are now and lower in others. That is, again, I think, a fact that the
data will confirm.

As to real purchasing power and its drop$ it is true that the real
purchasing power of the wage-earner over the last year has dropped,
but there have been times past when the farmer's purchasing power
has gone up and down when retirees and social security recipients had
dropped, relative to the economic growth, and when savers' incomes
had dropped. Over the long run-and again I refer to just these last
5 years--the real purchasing power of the average worker factory
or otherwise, has gone up subtantally-notwithstanding inflation,
and notwithstanding tax changes. I think that one cannot take the
first quarter of 1974 and extrapolate data of that quarter, first annual-
izing it, and then extrapolating it, to define the whole of the future of
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the country. There are ups and downs for any one group relative to
any other group. It turns out that this first quarter has been a down
for a number of people. But that is exactly. what gives us the challenge
and creates the need that we deal with inflation. Unless we deal with
inflation, those least able to pay will bear some of its burden.

When you look at Federal programs last year, in earlier years, and
at programs that we plan for the future, I think you will see that we do
attempt to distribute equitably the burdens that have to be carried,
whether they be public works programs or agricultural programs,
defense programs, or social programs. The objective is to have a
balance, so that the broadest interest of the greatest number of people
is served. I think this has been the objective of the budgets prepared
for past years, and congressional action on them has been in response
to the same objective of achieving equity. We have all got that goal
in front of us. Equity is, in some extent, subjectively defined. We all
do our best in determining what we believe constitutes proper equity.

The proposals that the P resident put forth, say, In that 1D74 budget
that the Congress did not deal with are, I think, not at all inequitable.
They were proposed in order to correct inequities and make more
equitable expenditures that we do make.

SPENDINa LEVELS IN THE SOCIAL GRANT AREA

Senator MONDALE. The Washington Post, on May 81, reviews the
recent study by the Brookings Institution on the budget. And that
study shows that if allowances are made for inflation, the President's
budget for fiscal 1975 contemplates a spending level of 80 percent
lower than fiscal 1972, in the social grant area: education, manpower,
retraining, and urban redevelopment.

Are they wrong I
Mr. AsH. I am sure that they are wrong. I do not know exactly what

data they refer to, but I think it is possible-because I participated in
a hearing yesterday where a subject of like kind came up-that they
have overlooked the special revenue sharing programs that are pro-
posed to supplant some of the categorical programs. And if, for exam-
ple, you deal only with categorical programs, by that calculation, a
reduction may appear when the real fact is that there was a substan-
tial increase. If I ha in hand the analysis you have, I could, better
respond to your question.

EDUCATION OUTmAYs

Senator MONDALE. I am not an expert in all of those areas by any
means, but I know in education, where I have a special Interest, I think
real spending this year for education, including the adjustment for
inflation, shows a reduction of $800 million in spending.

Mr. AsH. This year over last year I Taking into account special-reve-
nue-sharing proposals that are also included in the budget?

Senator MONDALE, Well-
Mr. AsH. It makes a difference. If we take 80 categorical programs

and consolidate them into one special revenue sharing program, then
clearly we should not leave out the consolidated revenue-sharing pro-
gram that takes their place, in making calculations.



Senator MoNtAL. Yes.
How much of that do you anticipate goes to education?
Mr. Asi. Well, the education revenue sharing programs had a sub-

stantial amount-some $2 billion-and the comprehensive manpower
and trainin-

Senator MONDALE. That manpower training-we have got a man-
power training bill that was passed that is pretty good-wh ch seeks to
incorporate, as much as we can, the so-called notions of revenue
sharing.

I am talking about money for elementary and secondary education
and higher education, and so on.

Mr. 'AsH. In 1974, also, you may remember there was a double budget
for some education appropriations so that some of the accounts could
be moved forward a year and work better with the school systems. So
one has to look at more than year-to-year changes, particularly when
one year, has, itself, had a significant increase to provide for extra funds
in order to make a transition.

I think the key is to look at, say, a 5-year period, and then take into
account the effect of special revenue sharing that in some cases sup-
plants categorical programs.

GlEATER TAX PPEMENCE SEEN FOR WALTY

Senctor MONDALE. Well, here you have a reputable independent
agency that makes that determiiation--one which strikes me as being
accurate. Based upon your testimony, even further cuts are planned
in these fields. You made a special point of separating out defense.
We are in the middle of this tax issue again, and not only does the
administration oppose any modest tax reduction for these persons
suffering the most from inflation, but at the same time announces that
they have got a high-level task force working on further tax pref.
erences for-business.

I think Americans look at the latest oil profit figures and tax fig-
ures, showing the major oil companies and multinationals paid 1 per-
cent, 2 percent, 3 percent in taxes. And we are told, you cannot have
any rollbacks at all. You know, I do not think it looks very good to
the average American. I think what he believes is we have a policy
of greater preferences for the wealthy, and blood, sweat, and tears for
him. You know I am not quoting from radical journals here; I am
quoting from the Wall Street Jurnal of yesterday, which is not
known as a prominent socialist document; and the Brookings Insti.
tution. And I really believe that an enormous, gaping hole is develop-
ing; a gap between what you think you are doing and what the
American people think you are doing and what I think you are doing.

Mr. Asix. I think the data do not show that. When we talk about
programs -

Senator MONDALE. Well, let us do this. Would you. take this story
and respond to that figure-the 80-percent cut-and see how you
come out?

Mr. Asn, I would very much like to.
Senator MONDALE, Lt us see what the figures are.
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(The information referred to follows:]
The 80% cut which you mention from the Brookings study is, in several ways,

misleading, For one, the authors search through a host of measures of program
level-including outlays, net obligations incurred, budget authority, and end-of-
year balance of obligated budget authority-to produce their figure. Now, the
OMB staff woL'kb Lard to present the budget in consistent and informative terms.
You will find almost every figure in ter" of outlays, By playing with different
measures -and there are strong pressures to do so which are rte{iied- there's
no problem in coming up with all sorts of dramatic numbers.

Second, a good government will be continuously phasing out programs as they
become unneeded or prove relatively ineffective, and will be introducing new

* ones. The 80% decline figure has concentrated on waning programs and rather
arbitrarily ignored growing ones. For instance, its 1072 base includes over $/
billion of emergency employment act funds, This program was in response to high
unemployment, and should be tied to it. The budget provided for 1975 funds
for the kinds of programs which were carried out under the emergency employ.
ment act, but as part of a new comprehensive manpower assistance program,
providing the States with more flexibility on how beat to use the funds. Excluding
emergency employment act funds, manpower outlays in 1975 have Increased by
25% (in current dollars) over 1072. In addition, the Administration proposed
some $.8 billion in supplemental unemployment benefits subsequent to the sub.
mission of tho budget to the Congress.

Similarly, while community deVelopment has not grown-1975 outlays (in cur-
rent dollars) are planned to be about 1% less than 1072 outlays-aids to low. and
moderate-income housing, an activity closely related to community development,
is up by nearly 45%.

The Brookings analysis speaks of grants, but neglects the appearance of Gen-
eral Revenue Sharing. In 1075 States and localities will have over $6 billion of
this -general purpose funding. In 1972 they got none, States are using much of
their money for education, and localities are free to use funds for community
development and manpower, if they choose.

It is more inmaningf ul to look at broad trends. For major budgetary categories,
OMB has developed constant dollar figures. The following table shows that social
programs, and grants, are not being neglected.

FEDERAL BUDGET OUTLAYS IN CONSTANT DOLLARS (FISCAL YEARS; IN BILLIONS OF FISCAL
YEAR 1969 DOLLARS)

Percent
1972 1975 chanl

National defense .................................................. $57Payments If Individuals . ..................... 2I$Gronts-ln-a d to State 3n|, oon et ............ 37 -

Total budit outlays ........................................ 185 207 +10

$0.9 BILLION REDUCTION In EDUCATIONAL SPENDING EXPLAINED

Senator MO.n. 4LE, One final point: in your statement, you indicated
that there was a $0.9 billion reduction in educational spending because
the States are drawing down more slowly than anticipated the funds
made available to them for release in 1973, reserved for 1974
appropriations.

Can you tell me what that is? That came as a surprise to me.
Thatis today's testimony. It is on page 4.
Mr. Asi. Yes, we make those funds available to the States to draw

down as they meet the requirements for drawing them down. They
have not put in front of us the requisite data and supporting informa-
tion. We have an obligation to pay these funds out when the require-
mehts are met.



39

Senator MONDALE. Could you supply for the record a fairly detailed
analysis on how that $0.9 billion shortfall works out?

Mr. AsH. We will.
[The information referred to follows:]

Estimated shortfall in cduation outlays (fiscal year 1074, in millions of dollars)
Elementary and secondary ------------------------------------ $-418
Vocational education ------------------------------------------- 46
Higher education --------------------------------------------- 3-83
Educational research -------------------------------------------- 1
Education of the handicapped ----------------------------------- +45
Other education aids and administration ----------------------------- -109

Total ----------------------------------------- 862
There are still 2 months of outlay experience yet to be reported and the final

number could be less of an underrun by as much as $800 million.

MOST REDUCTIONS INCLUDED CONSTRAINTS ON GRowTH

Mr. As1. May I just clarify one thing that we have been talking
about here, particularly for the benefit of any press interest?

When we talk about cuts and reductions, that generally means re-
straints on growth. We are not talking about absolute reductions. You
will notice that virtually every program has its own built-in growth.
The need is not to cut programs. The need rather, is to extrapolate
their growth and see if their rates of built-in growth are the ones that
the Congress and the administration find acceptable. When we move
from a level of about $270 billion in expenditures in 1974 to about
$300 billion in 1975, almost all of that increase is built-in growth of
existing programs. Therefore, references that I make to reductions,
do not at all need to be, and generally are not, references to absolute
reductions. Basically, I am talking about the need to review the rates
of growth built into our programs, and to see if those rates of growth
might be modified, while still maintaining our goal of equity.

SoorAL GRANT PROGRAMS AND INFLATION

Senator MONDALE. One of the problems here is-I agree with you
that you have to lobk at the rates of growth-but you have to look at
the rates of growth in relation to inflation. And when you do, you
find that most of the social grant programs are losing purchasing
power dramatically because they are not keeping up with inflation,
there is a net decrease in purchasing power.

Mr. ASH. Actually, sir, it is just the opposite. We have tens of
millions of recipients of benefits from social programs who receive
cost of living adjustments. These include social security recipients,
Food Staimp recipients, and Government retirees, both civilian and
military. Five million people in the private sector have wage contracts
that have built-in indexing. In fact, some of these people have index
formulas that grow faster than does the rate of inflation. When
indexes increase faster than the rate of inflation, their beneficiaries
may have a vested interest in the highest inflation rate possible, be-
cause their own increase is inflation, plus a bonus. With food stamp
recipients, subsidies to school lunch programs for 24 million children,
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600,000 postal workers; 5, million Federal military and civilian em-
ployees through comparability adjustment--with all the millions of
persons whose incomes are automatically adjusted upward with in-
flation, indexing itself can be an inflationary factor. Indexing, helps
those who have it but, nevertheless, it puts some of the burden of
inflation over onto others who do not have that help.

Senator MONDALE. I recognize the index in some of that; what I was
referring to is the social programs again, the health, education, man-
power, community development programs.

In the same Brookings study, they point out that the Federal social
programs would increase by less than 2 percent in 1915, which, of
course, is clearly less than the rate of inflation.

Mr. Asu. I do want to suggest again that we do not take any 1 year
its a measure of what has been, is being, or will be done. There is no
question about it in anybody's mind that these last 5 years have
reflected a very, very substantial change in priorities. Federal Govern-
ment monies have been directed increasingly toward health and edu-
cation and welfare of all kinds and away from defense. Any I year's
comparison as to any one categorical item may show that it did not
go up that year, but when you look over any reasonable period, the
change has been dramatic and tremendous.

DwmNE BumsT

Senator MONDALE. Well, I think you have to throw social security in
there to end up with that figure. In the social development programs
of education and health and so on-take title I-there-has been a nega-
tive rate of growth after inflation, as has been true in many of the ot er
social programs. It is true that as the percentage of GNP rose the de-
fense budget has dropped in percentage. And yet, if you look at the
amounts bein, spent-when I came to the Senate I believe we Were
spending $50 million, and now we are spending $90-some billion this
year.

Mr. AsH. Not that; no, sir.
Senator MONDALE. One hopes we do not end up with total peace; it

would be $150 billion.
Mr. AsH. Defense expenditures this year will take the lowest per-

centage of the gross national product of any year since 1951. The people
of this country are giving up a lesser-percentage of the goods and serv-
ices that they otherwise could privately consume for defense than in
any year since 1951. This is a substantial reduction in the real cost to
every one of the people of this country for defense.

Senator MONDALE. One would have hoped, if we are nearer peace, it
might have been less.

Mr. AsH. Well, it has moved down at a fairly fast rate, and is the
lowest percentage of GNP since 1951. We had many peaceful years in
the meantime. Certainly today we are at the lowest percentage we have
for as long as most of us have been paying taxes-maybe not remem-
bering, but at least paying taxes.

Senator MONDALP. Thank you, Mr. Chairman.
The CHARMMAN. Senator Dole.
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INFLATION RATE

Senator DOLE. Well, I just have a couple of questions, and you may
have already covered these; but I do notice on page 10 of your state-
ment you indicate that the worst of the inflationary problems are over.

Can you tell me what you expect the rate to be in November?
Mr. VOLCKER. I am not going to pick out a precise figure for Novem-

ber, but I indicated earlier-I guess you are referring to Mr. Ash's
statement-

Senator DOLE. Right.
Mr. VOLCKER. We agree it is going to be lower. We indicated earlier

it is going to be less than two digits-if we do the right things between
now and November.

Senator DOLE. If you do not do the right thing there will be less than
two digits of us left, too. [Laughter.]

Mr. VOLCKER. I think it is a fair comment thatdealing with infla-
tion may be becoming politically popular, and I hope that comes
through' in the right kinds of actions in the administration and the
Congress too, in fact, deal with inflation effectively, because I cannot
see how it is going to be politically popular not to in the long run.

WAo A" lRICE CONTROLS

Senator DOLE. I find a great number of big spenders talking all of
a sudden about inflation. They do not have the record to back it up,
but they have the politics; and it makes it rather difficult. That is why
I was interested. It is the most pressing problem-politics aside. I
hope you are correct that it takes on this new meaning for a great many
people who have not paid much attenion to it in the past. There is not
any effort afoot by the administration to seek any new authority for
controls, is there?

Mr. VOLCKER. No, sir.
Mr. Ash. No effort. We in fact believe that to impose wage and price

controls could be counterproductive at this time. What we do need
is more capacity, more production. I know of no case where price con-
trols have increased supply or reduced demand. If they had any effect,
I think it was to reduce supply and increase demand, We think one
of the many ways to deal with inflation is to make sure there is a fully
adequate supply of products available that will bring prices down. We
see it on meat today. We know the problems of prices coming down.

LIVESTOCK INDUSTny

Senator DOUR. The livestock people are about to go bankrupt.
Mr. Asi. There is a problem.
Senator DOLE. That has been the other side of the coin, and I do not

know if they are going to be able to produce much longer, with the
price they receive now. We had a meeting with Secretary Butz earlier
this morning, trying to figure out some way to help the livestock in-
dustrv and in effect help the American consumer. It is very critical
now in many areas. We suggested one way would be, of course, addi.
tional purchases of commodities; and I assume you have some role
in that.

Mr. Asn. We will be talking about that this afternoon.
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POSSIBLE EFFECTS Or FAILURE To GET A DEBT LIMIT BILL

Senator DoLu. All right. I think it has been made clear that we are
going to-I think the cluiirinan refers to these things as horses-we
are going to put a nunlber of riders on this horse before it reaches the
President. And then the. President is going to be forced to veto it, and
then it is going to come back and some of us are going to be encouraged
to vote to sustain the President's veto. And hopefully, the debt ceiling
itself will get to the President before the deadline.

How much time do we have after Jule 30 before everything col-la ses?31r. AsH. Well, a number of things collapse at midnight, June 30,

like the sale of "E" bonds that we were talking about earlier.
Mr. VOLCKER. You have all of the problems once you pass over that

time period. I cannot give you an estimate on the number of days we
could last without a debt limit, but it would be only several days.

The CHAIRMAN. May I just interject?
If you cannot give us an estimate now, I think you had better get

one sometime soon, because that is a very important piece of
information.

Mr. VOLCKER. You are talking about days. Let me emphasize that.
You are not talking about weeks; you are talking about days. We
have what-$3 billion, $4 billion worth of Treasury bills maturing
every week, and we have not got the cash to pay those off.

TAx RIDERS ON THE DEBT LIMIT BILL

Senator DOLE. It is important, because I have a feeling we may be in
late that evening. It might be better if we Just tack all of these on
tomorrow as we mark up the bill; put on all these amendments and
send it to the floor fully saddled, and then just pass it to speed up the
process. We would save all of that debate on the floor and all the
demagogic statements that are going to be made. We could do those
ourselves and fill the hearing record and save about 2 weeks' time.
It would probably help you, too. It is going to be difficult for a lot of
us to stand up and vote against tax "relief,' and vote to sustain a veto.
Maybe it might be better-in fact, I am working on an amendment-i ust to tack a lot of it on tomorrow and save a lot; of that time on the
enatee floor because we are very busy. We are told that every day.

There ought to be some way out. If we think to wait for all of the
floor statements to be made-there are a lot of floor statements to be
made-we all like it and we all want to make a nice statement. It is
pretty hard to have it both ways. But that is what is going to happen.

Mr. VOLCKER. I understand your problem. It is a bit ironic to te here
this morning talking about inflation, and then to put tax cuts oh debt
ceiling bills.

Senator DOLM Well, I think we already know it is going to be a
charade anyway; why not speed it up.

Mr. VOLCKER. Well, I understand that problem. I do not look for-
ward with any joy to being here on June 80, worrying about whether
the debt ceiling is passed in a clean manner. But we have done it
before.
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Senator DoLE. But seriously, it just seems to me that--if we know
what it is, we may as well face up to it and saddle up and get out of
here.

Mr. VOLOKER, Yes, I understand: but that is not a judgment I can
make. I assure you that that kind of bill is not acceptable.

Senator DOLE. Well, we knew that earlier.
I have no further questions.
The CHAIMAN. Senator BentsenI
Senator BENrsE. I have no questions, thank you, sir.

CAPABILITIES OF THIS NATIOx

The CHAMMAN. I want to ask about a couple of things, and I know
Senator Byrd wants to ask a couple of more things.

For one thing, I try to persuade people in that country really has
not been destroyed, that in spite of what people may represent, this
is still the richest Nation on the face of the Earth, even though Con-
gress every now and then gives every indication that it is going to
declare us bankrupt by an act of Congress and forbid the payment of
any more debts or any bills the Government might owe.

You have made available from time to time some charts showing
what the debt is in constant dollars, how it compares with previous
years, what the gross national product is, what the gross public and
private debt is, and a great number of things in there that one can use
to support an argument one way or the other.

I think on the whole it tends to show that we are still the richest
Nation on the face of the Earth, that we are in a position to do about
anything this Nation wants to do if it is willing to make the sacrifice,
even including controlling inflation.

Would you be so kind as to update those charts and make them avail-
able for the committee report?

Mr. VOLCKER. We would be happy to, Mr. Chairman.
The CHAIMAT. I suppose it would be adequate just to have them

in the hearings, but we will decide that.
[The material referred to follows:]

TABLE 1.-ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES
[Dollar amounts in billions

December 1946 December 1960 December 1970 December 1973
Percent Percent Percent PercentAmount of total Amount of total Amount of total Amount of total

Federal debt:Public ............ $259 58 $290 29 $389 18.2 $470 16.3Federal agency ......... 1% (1) 6% 1 124 .6 11% .4
Total............. 2604 8 29 30 4014 18.0 481y 16.7

State and local dbt....16:: 72 14 70 8 6Corporate debt' ............ 109 24 36 37 4 1,395)4 48.4,.drv~d., debt ............. 13 26 26 5864 27. 8 28.
Total ................ 446 100 9964 100 2,134% 100.0 2, 886 100.0

I Less than H of I percent.
I Includes debt of privately owned federally sponsored agencies.
Source: Office of the Secretary of the Treasury, Office of Devt Analysis.
Note: Detail may not add to total due to rounding.
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TABLE 2.-ESTIMATED GROSS GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES

(Dollar amounts in blllionsl

Private Federal
PercentIndi. Cot State and FederalDecember 31 vidual rato S Total local Public Agency Total Total of total

1929 .......... 72.9 $107.0 $179.9
1930 ............. 71.8 107.4 179.27.... ...... . 165.

I . . . . 7: 1 4 1 . 2
34 ............. I 4::.:.::.:.... . :............ 64.9 1 1 53

194 ..... 1I......

1937.... 9.4 t.9

194849.... 50.7 109.0 1 59. 71945............. . 5 154.1946...........5. 1 09.3 16 9.2194........... . 41954 1 .104. 139.4 220.0,, 7... ...... : 4 : 12 .91 : 3
1 40.32 2 3. 7

1958 ....... 2 17.6 74 .197 . 2u.6 29:8 50.4j
1959[.......;...245.0 341.4 56.196......... . 263. 36.1 6 .4
1 ......... 2 4 1. 67 .31 2 ......... 311 2. 733.4

95.01,54.

............. 16 4 5 . 6 3.
2. 1 761 1,10.5

........ 2 : 6 , 56.9
tt............. 2 4. 3 : , .,71:3

1 9 7 . .. . . . . . .. . . . 4 . . 1 4. 5 6
1............. 4 6 , .

9 ........... 156.01 0 !,90.
260 -4 : :: 1 1 7335 6 2, 16 0:.9

$17.8 $16.3
916. 0

111 N.!
21 4.

6.0
40.

00.4

77,6

196 0529

92, 2357.19
253 2 249
29.0 259.4
30 67.4
35. 0 279.2

109. 2 344. 7

54.7 274.9
60:4 -282.9

72.0 20.2
77.6 296.

95.5 317.9
103.1 320.9
109.4 3293

156.3 435
18. 485

$1.2 $ $215.2
1.3 19:1 215.4
12 22: S:
1.5 , .3 ':
. 193 4

5. 0 26. 8 43.

48. 20.

S214:4
112 2

5 7. 5 6943I..1" 0l~
7 341

. 6 41
1.6 1

. 5 49411 25. 6 551
60 .63 593.4
2 69.3 

61.6

.8 6271.0 H667.

.7 279.5 694.5
1.4 7 2. 80.
3.2 27. 832
2.4 2 5.3 380.

6.4 25. 90
6.8 303.j:~ 127.0

364.9 6~.

30.6 41.

59.8 541.3 .85.

8

8

I2
is

17

19

13

II

49
57

I Includes debt of federally sponsored aIencies excluded from the budget which amounted to $700,000,000 on Dec, 31,147;r 600,000.000 on Dec 31,19693 ,soo,000 on Dec. 31. 1970; $,900,00,000 on Dec 31,19)1; and $41,400,.000,000 on Dec. 31,1972; and $59,600,000,0 on Dec. 31,1973.
Source: Commerce end Treasury Departments.



TAKE 3.1-TIMATED CR GVRNMENT AND PRIVATE DEBT. I3S-PRESEN1T

GommmMt dek Pdn debt
Amwoes odted 6Q (biliow). Per Anemts oibsadi N Por cgia2 ToaW Gowaminn and(bli u) prate debt

hIvrwdd kinddm
Ste Ste and and Amountand and Corporms nomwworaft Cop nors oporae o sndingEndol a d r yamr Federal t local ToM FedKa local Told buje ) bosimss businms bosim (bios) Prcait

1929 - ....... $17.5 $17.8 $35.3 $143 $145 $88 $107.0 $72.9 $874 =S $215.2 $1, 757193 ................... 17.3 18.9 36.2 140 153 293 107.4 17.8 868 581 215.4 1,742..................... 19.1 19.5 36 153 157 310 101.3 6.9 805 521 203.8 1,6361932 .. 22.0 19.7 41.7 176 157 333 96.1 57.1 767 456 194.9 1.5551933 ---.-----...... 25.3 19.5 44.8 201 155 355 92.4 51.0 733 404 188.2 1.4931934 .................. 33.0 19.2 52.2 260 151 411 90.6 49.8 714 392 192.9 1.52019 5 36.2 19.6 55.8 283 153 437 89.8 49.7 703 389 195.3 1.52919 36.................. 40.3 9.6 59.9 313 152 466 90.9 50.6 707 394 201.4 L 566l 7------------...... 43.1 196 62.7 333 151 484 91.2 51.1 697 395 204.0 1.576M -------------------- 45.6 19.8 65.4 349 152 501 86.8 50.o 665 383 202.2 1,5491 9---------------------- 4.8 20.1 68.9 37 153 524 86.8 50.8 660 385 206.5 1.5695.2 20. 2 72.4 393 m 5s 89.0 SL 670 399 214.4 1,6151.---------------------65.6 20.0 856 4a 149 638 97.5 556 727 414 2387 1,7742 .----.----------- 1 M.7 192 M 9 87 141 98 1.3 49.9 782 367 2831 2.128L9 ....------------------- 171.0 181 18.1 1.242 13 384 110.3 489 80 355 31 82 2 529194 --------------------- 233.6 17.1 250.7 I678 123 LO80 109.0 50.7 m 364 410.4 2.947S279.6 16.0 295.6 1.987 114 2.m 99.s .7 77 389 449.8 3.1971946 - -------------------- 260.7 16.1 276. 1.85 113 1.938 109.3 5.9 765 419 446.0 3,1231947 .. . .---- 257.6 17.5 275.1 O7 120 1.81 1289 69.4 4M 477 473.4 3,254S .-------------------- 253.8 16 273.4 1.715 18 139.4 80.6 942 545 493.4 3.33494 --- 257-- ..... .9 22.2 230. 1 .713 147 1860 W.3 90.4 932 600 510.8 3,3931950 ---------------------- 257.8 25.3 283.1 1.685 165 1.850 167.7 104.3 1.096 682 m 1 3.6271951 .--- ---.---------- 260.2 28.0 288.2 1,671 180 1.851 191.9 114.3 1.232 734 594.4 3,817M. . --------------------- 268.3 31. 299.3 1.694 196 1.890 202.9 134 ,281 817 631.6 3,9881953 - ---------------- - 276.0 35.0 31L0 1714 217 1931 212.9 143.2 1.322 889 667.1 4,142S----.----------------- 279.5 40.2 319.7 1.705 245 1.950 217.6 157.2 1.327 959 694.5 .2361m5 ----------.-... 2. 46.3 32 . 1.691 276 1.961 253.9 18. I .52 1.079 762.5 4.552195.......27. 3 50.1 328.4 1638 294 '925 277.3 195.5 632 1.151 80.2 4. WS27& 1 S47 332.8 1.o 315 918 296.8 2.6 1,m 1201 836.2 4,82028. - -. 3 60.4 345.7 1.624 342 960 312.8 22.9 1. 776 .269 8.6 4.99295 .................. 296.5 66.6 363.1 1.653 371 Z.024 341.4 245.0 1.903 1.366 949.5 5,293ISO_--- 296.6 .0 368.6 1627 395 z.02 365.1 .3 2002 1, 444 997.0 5,461 303.0 77.6 380.6 1.635 419 2.054 39.S 24.8 2.112 1537 1.056.9 5,7041 ..............----- 311.3 83.4 394.7 1,654 443 2.097 421.5 311.9 Z,240 1.658 1.120.1 5,994S ------------ 317.4 89.5 406.9 1663 469 2.131 457.1 345.8 Z395 1,812 1,209.8 6.337327.0 95.5 422.5 1.690 494 2.183 497.3 380.1 2.570' 1.965 1,299.9 6,718
Sm obo s at ndo tubW, p. 46.



TABLE 3.-ESTIEATED GM GOVERNMENT AND PRIVATE DEBT. 12"RESN-Comboved

Govenmmmt dat h/i det
Amounts N (billions) Percapita A nts ods Percapitaa Tol Government and

(bilion) pvate, det
lkindu Individual

State State ad and Amount
and and Corpont p a nocrnI CorporatenoFcMeIrale co naing

End of calendaryr r Feder alI local Toal Federa local Totl buslessinbuie hums busns (blos) Per Capita

m9 6 5 .................... 330.7 103.1 433.8 1.688 526 2,214 5519 415.7 2.818 2,124 1,4018 7.156
1966 6---------------------- 343.3 109.4 452.7 1736 553 2.290 617.4 444.2 3,123 2.247 1.514.3 7,660 ilk

19 67................... 364.9 117.9 481.8 1.827 590 2.417 472.9 476.2 3.370 2.385 1,631.9 8,172 M
1 8 68.................... 373.1 128.4 501.5 1,850 637 2.48 757.6 513.9 3.862 2,548 1,794.4 8,896

------9 6 9- -- 137.9 519.9 1.3s 673 2,547 8M 5487 4,478 2.691 1,.3 9,716
1 9 70------------ 401.6 149.3 550.9 1,950 724 Z,673 99.0 586.3 4k820 2.796 2. .0 10,239

19 7 1 ---------------------- 435.2 166.3 60L5 2,091 804 2835 1,045.0 648.3 5,155 3,032 2,334.6 11,0831972..................... 461. 17L1 638.7 2.200 86 3.062 ,176L 734.4 .5663 3,410 2.5.5 12,135
973 ..................... 4815 187.4 66&9 2,293 892 3.18 1,335.6 821.3 6.360 3,911 2.885.6 13.741

I Total Federa secuslies, inchin pulic debt and Budget Agency securities. Nob: Deails may notad onds because of ruudia
ousbt d ebyt -e -o eun States and including Armed Foam Source: Federal dt; Tnsuy Department; othr data. Bon of Economic Aalysis, Commerce

overses Ahab is9includd eoW nn 1959 and W a"i beginuing in 1960
s Includes debt of eeay s nd acies I-luded fm the budget. Department' Implied level end of year. calceued as the aee of t 4th and 1st calendar quarters at sea-

sonlly bd amMres far os M l9to present Prior tO 1939. aveagesot 2 calendar
y wm as dot u bd al_ o Dec. k .
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TABLE 4.-GROSS GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT

Ratios of debt to gross national product (percent)
Gross Individual

national State and and
product I local noncorporate

End of calendar year (billions) Federal Corporate Total

S.................. $96.7 18.1 18.4 110.7 75
20. 12 4

1................ . .9 28.6 29.1 141. .0 3.

I .................. 7 34.7 169.2 1 .
i.............4.8................... 1760: 41:0.11:686 4. 11-0 S: .1 8I~77.4 863 2 3

.......... o........ 1 8.66.024.................... 865: 0.1:
7.8 52.1 22.6

................... . 21 .
................ 07.6 4.5 1 8.7................... .8 47.3 1:4 7.2 1
.:::...... . 4~1 84.6 89

22.................... .7 7.9 50.7

................. . 221: ,1

19 ................................ ,40 105. 7.1 6."
2....27....5.... 230

.. ....... I: 8 o.5 .9 4.7 7~

................... 42 4.2 6 1
3:................. .,.... 34i 2 J

498....... 0 .7 13. :1:2:
58. 14.3 sq3 0?

12. 55. 14:.3 7.

X .................. I4o 54. .15. 7.3 7.7
611. 61.9 14.6 747 6.

1965::::e......... 5 . 2 0.0 1 7 5
71. 58.0 14.3 76.7 b1 :: 72. 4.4 14.2 72.9 45

825.0 44.2 14.3 8:.
19 ............. 89.6 4.5 14.3 51.1 :

199976 40 14.4 957 57.5 207.7

17........... 1,20.0 37.3 14.5 10: .1

............ 37. 14.8 957 6

I Imlied level end of year, calculated as the average of the 4th and 1st calendar quarters at seasonally adjusted annual
rates for the years 1930 through present. Prior to 1939, averages of12 calendar year figures are used as the best approxi-
mation of Dacember 31 levels.

Note: Details may not add to totals because of roundini.
Source: Federal debt, Treasury Department; other data, Bureau of Economic Analysis, Commerce Department.

TABLE 5.-ESTIMATED NET GOVERNMENT AND PRIVATE DEBT OUTSTANDING, BY MAJOR CATEGORIES

(Dollar amounts In billions

December 1946 December 1960 December 1970 December 1973

PPercent percent Percent P recent
Amount of total Amount of total Amount of total Amount of total

Federal debt ........... $229.5 5 17. $ ..8 27.4 $I: 1$349. 1J..$tat$ a local debt . 7 35 .9 7 45
Corporate debt ............ 236 .3 35.0 .5 4 . 1 46.
Individual and nonco.rporate
debt..................5$9.9 15.1 283.3 30.1 588.3 31.3 821.3 32.5

Total ............. 3.6 100.0 874.1 100.0 1,888.9 100.0 2,62.8 100.0
I Includes debt of privately owned federally sponsored agencies.
Note: Detail may not add to total due to rounding.
Source: Office of the Secretary of the Treasury, Ofce of Debt Analysis.
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TABLE 6.-ESTIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES

IDolr amounts In billions

Private Percent
S tI orate I Tt State and Federal ofDec. 31- I local Federal Total total

1................ $386.3 $40.2 $7K5 $4.5 12 $9." 7 ............ . .38.7 43.7 82.4 4.8 .3 94.5It 44.5 47,0 91.5 5.1 20.9 117. 11t1Q2 0............... 43.9 53.3 97.2 5 25.6 128.3121 .................. 48.1 57,.7 105.8 1.2 23.7 1.1922 .................. 49.2 57.0 IOA.2 7.0 23.1 1 171022 ............... .50.9 51.6 109. 7.9 22.8 140.2 161.24................ 53.7 62.6 123 8.6 2138 141025 ............... . 55.8 67.2 12.0 9 20 1 . 1426" ".... .... ... 2 :7 7,.7 13 .0 i . 1 .2 g
1927 ................. 66.4 81.2 147.6 12.1 1. 177.9 170.0 86.1 156.1 12.7 5 18..... ... .. . 161. 13.6 16.6 1.91934. 14.7 16. 419 .931 ............. 64. 83,5 14R. 16.1 4 11132............... .5.1 A 1 2 121934 ................. 5.0 7 2.3 6. 4. 168. 14................ 44! 159.9 0

193 ................ 50.8 7 3 124. 183.3................ 3. 0 7 12.'o'~ ~ .: J?
1941................ . 831 . 6 1:3................. 14.6 8

IJq 15. 11. 8 6 392.............. 49.9 91,6 141.5 1 .4 56o 2 .4 2............... 48. 95.5 144.3 14.5 14.4 13.2 41944 ......... $0. 94.1 144. 13.9 21.9 .61945.'..... ......... 59.7 . 153.o 1R. 22.
1948 ................ 69.4 10.6 179.0 15.0 217 41f. 7

804::.6 184 190 17.0 215.3 4 1390.4 18 . 1 217.6104...... . .3 8 247 1.7 217.4 4.14.3 8 278.1 24.2 2159 41952 ............ .. 129.4 1723 7 27.0 221. 1 50. 4194..32 180.9 324.1 37 226.8 581.1 s1954.........157.2 184.1 341.. 35.5 2291 606.9.180.1 215.0 395.1 41.1 229.8 665.8

.68 ':. 806 1!,

99 .............. 15.5 234.1 429.6 44.1 224.3 69.4Is ............... 207.6 249.1 456.7 223-0 7283195:................ 212.9 262.0 418.1 217.4 76 .6195................ 245.0 287.0 532.0 6.6 24 8: 31960 ............ . 32 3. 3 l t 64:9 23: 874. 27196 ............... 13.5 24 930.3 27196 ............... .49 35:6, 0 253.619 .............. 345. 729: :9 2571 :070:9

1964 ................ 10, 40:1 47' 5 07 223.0 721.3 2

91 5.7............ 415.: 463.2 L 1484 2714 1,36 2444.2 517. 20 2 3 96 209 ..... 2 :413.9 291.9 145 .5 2
19......... 548.7 5. 1,3In. 123.3 24. 1761.64.7 7361 1:418 Id3O 3 2:? 7:.01970 ............. 3 309.3 15. 164 35.91973............... 7 34 , 7 9.1 5 .0 341 2,270.2 15

19/.1 ................ 6 3' 57..41 11415. 4 1:, 750 - 1

821.3 11 1,0 9.2 184.5 349.1 2,52.8 14

IIncludes dilof privately owned federally spnso red aioncies excluded from the budget which amQdto $C,0,00o Dec. 06 800000 00 on Dec. 31, 1970; $39900,001971; $41,4,0750.0100,0odec. 00 dn Doe. 1, 1973. 0 , on70 ec. 18
Source: Commerce and Treasury Departments.
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TABLE 7.-ESTIMATED NET GOVERMENT AND PRIVATE DEBT. 1916 TO PRESENT

Private debt

Amounts outstanding Per capitalGovernet (billious) Total Government and
private debtAmounts outstanding (bilions) Per capita 2  

n d Individual
and non- and non- AmountState and State and corporate Corporate corporate outstanding PerEnd ol calendar year Federal local Total Federal local Total bmns3 business business business (billions) capita

1916 ------ ..------------------------ $1.2 $4.5 $5.7 $12 $44 $56 $40.2 $36.3 $39! $353 $82.2 $8001917 -------------------------------- 7.3 4.8 12.1 70 46 116 43.7 38.7 420 372 94.5 9091918 -------------------------------- 20.9 5.1 26.0 199 49 248 47.0 44.5 448 425 117.5 1,1211919 -------------------------------- 25.6 5.5 31.1 242 52 294 53.3 43.9 504 415 128.3 1,2131920 -------------------------------- 23.7 6.2 29.9 220 58 278 57.7 48.1 537 447 135.7 1,2621921 ..------------------------------ 23.1 7.0 30.1 211 64 275 57.0 49.2 522 450 136.3 L2471922 -------------------------------- 22.8 7.9 30.7 205 71 277 58.6 50.9 528 459 140.2 1.2631923 -------------------------------- 21.8 8.6 30.4 193 76 269 62.6 53.7 554 475 146.7 1,2981924 -------------------------------- 21.0 9.4 30.4 183 82 264 67.2 55.8 584 485 153.4 13341925 -------------------------------- 2G.3 10.3 30.6 174 88 262 72.7 59.6 623 511 162.9 1.3971926 -------------------------------- 19.2 11.1 30.3 161 93 254 76.2 62.7 639 526 169.2 1,4191927 -------------------------------- 18.2 12.1 30. 3 152 101 253 81.2 66.4 678 554 177.9 1,4851928 -------------------------------- 17.5 12. 7 30. 2 144 105 249 86.1 70.0 711 578 186.3 1,5381929 -------------------------------- 16.5 13.6 30.1 135 111 216 88.9 72.9 726 595 191.9 1,5671930 -------------------------------- 16.5 14.7 31.2 133 119 252 89.3 71.8 722 581 192.3 1.5551931 ------------------------------- 18.5 16.0 34.5 149 128 277 83.5 64.9 670 521 182.9 1,4681932 -------------------------------- 21.3 16.6 37.9 170 132 302 80.0 57.1 638 456 175.0 1,3961933 -------------------------------- 24.3 16.3 40. 6 193 129 322 76. 9 51. 0 610 404 168. 5 L 3361934 -------------------------------- 30.4 15.9 46.3 240 125 365 75.5 49.8 595 392 171.6 1,3521935 -------------------------------- 34.4 16.1 50.5 269 126 395 74.8 49.7 585 389 175.0 1,3701936 -------------------------------- 37.7 16.2 53.9 293 126 419 76.1 50.6 592 394 180.6 1,4051937 ..... --.......................... 39.2 16.1 55.3 303 124 427 75.8 51.1 585 395 182.2 1,4071938 -------------------------------- 40.5 16.1 56.6 310 123 434 73.3 50.0 562 383 179.9 1,3791939 ................................ 42.6 16.4 59.0 324 125 448 73.5 50.8 559 386 183.3 1,3931940 ............................... 44.8 16.4 61.2 337 123 461 75.6 53.0 569 399 189.8 1.4291941 ------------------------------- 56.3 .1 72.4 420 120 540 83.4 55.6 622 414 2114 1,5761942 ------------------------------- 10.7 15.4 117.1 749 113 862 91.6 49.9 674 367 258.6 1,9031943 ------------------------------- 15 14.5 1689 1.,122 105 1,227 95.5 48. 694 355 313.2 2.2751944 ------------------------------- 211.9 13.9 225.8 1,522 100 ,622 94.1 50.7 676 364 370.6 Z.6621945 ------------------------------ 2%5 13.4 269 .795 95 1.890 85.3 57 606 389 405.9 2.8851946 ....-------------------------- 22 13.7 243.2 1.-7 96 1703 9.5 59.9 655 419 396.6 Z m19 .............................. 221-7 15.0 .23&7 1.524 103 ,627 109.6 69.4 753 477 415.7 28581948---............................ 215.3 17.0 232.3 .455 115 1.570 118.4 80.6 8 5.5 43.3 2.9141949.----------------- -.------ 217.6 19.1 236.7 1.,445 127 1.57Z 118.7 90.4 788 600 445.8 279611950 ------------------------------- 217.4 21.7 239.1 1.421 142 1.562 142.8 1 0.3 933 682 486.2 3,1771951 -------------------------------- 216.9 24.2 241.1 1.393 155 1 458 163.8 114.3 1,052 734 59.2 3.334U .5.-----------------. ---- 225 27.0 248.5 .399 170 1.56 172.3 1.4 1,088 87 550.2 3,474
See foototes at end of table p. 50.
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TABLE 7.-ESTIMATED NET GOVERNMENT AND PRIVATE DEBT. 1916 TO PRE T-Continued

Private debt

Amounts outstanding Per cTPot 2
Govuenmtd det (billions) Toal Government and

pivate debt

Amounts outstanding (bilons) Per Capta
2  

_Individa-and oon- and no- Amount

State and State and Corporate arporate Corporate corporate outstanding Per
End of calendar yer Feder I local Total Federal local Total busiss 

3
business busiess business (bliUs capital

1953 9-------------- 3------ .......... 226.8
1 95M .................... ---------- 229.1
1955 9 55.................. ----------- 229.6
195 6 .................... ----... .... 224.3
1957 .............. 7..... ----......... 223.0
1 9 5 8 ---------------------- .......... 231.0
1959 5 9..................... .......... 24L 4
1960 ---------------------- .......... 239.8
1961 9 61- -. ---. . -----..... ----------- 246. 7

1962 ----------------2------....-- - 253.6
1963 -------- 6 3------------ .......... 257.5
1 9 6 4 ...................... ........ 264.0
1 965 ............................ 266.4
1966 ....... 6 6............----------- 271.8967 ------------.-.- .--------.-.- .- .- 28&.5

1968 9 68------------------- ----------- 291.9
1969 ...........................- 289.3
1 9 7 0 ---------------------- ......... 30L 1
1 9 7 1 .....................-........ 325.9
197 9 ----------------------- .......... 34L.2
1 993 .................... ------------ 349.L1

30.7 257.S L4M 191 .599 10.9 143.2 L.2 889 581.6 3,611
3.5 26.6 1.397 217 164 .1 15.2 123 959 60.9 3696
41.1 270.7 1.376 245 L616 1.o 1 1 1.289 L09 665.8 3.97S
44.5 2S8.S 1.320 26 1.576 234.1 195 1,378 L151 69.4 4,094
48.6 271.6 L290 290 1.565 249.1 207.6 1.441 1,201 728.3 4,M
537 284.7 L.315 304 .614 2S2.0 222.9 L491 L269 769.6 4.363
59.6 301o 1.346 332 WS M.0 245.0 1,600 .366 833.0 4,643
64.9 304.7 1.315 356 1.671 306.3 263.3 1.680 1444 874.2 4,795
70.5 317.2 1331 385 1,712 3283 28 L,7 1.537 930.3 5,021
77.0 330.6 1.348 409 .757 35.S 31L9 17 .65 996a.0 5.292
83.9 341.4 1,349 439 1788 383.6 345.8 2,010 1.812 M .070.9 5,610
9D.4 354. .365 467 1.832 417.1 38.1 I .m 1.965 1SL6 5.951
983 3.7 1.36 502 1.62 463.Z 4M .365 2.123 .243.6 6,350
1.s 3M.6 .375 530 1.905 517.8 444.2 Z69 2,246 1.33L6 6.771
113.4 399.9 1.434 568 2.0 562.7 476.2 2.818 2383 1438.8 7.205
123.9 415.8 ,447 614 2.061 6529 5.9 3.202 2.547 L5 52. 5 7,8
133.3 422.6 1.419 654 2,073 764.8 S.7 3791 Z.69 L 736.0 8,514
145.0 446.1 1.461 704 Z165 836.5 53.3 4.104 2,845 1,8.9 9,001
162.4 488.3 566 780 2347 909.2 648.3 4.36 3.16 205 9,703
175.0 516.2 1.627 835 2,461 ,19.7 73I.4 4. 3.502 2,270.2 10,631
184.5 M336 1.745 * 879 2.526 L,170. 821.3 5. 544 3,911 2,525.8 11.958

ITOW Fedtal secor incd public debt and Budlot Agecy security ovss. Alaska is included bamong 1959 and Havaii be n in 1960.
SDebt divided by tee population of the conterminous United States and incuding Armed Forces a lnIudes debt af federaly sposor agencas ewcuded fmcs the budget.
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TABLE 8.-NET GOVERNMENT AND PRIVATE DEBT RELATEDwTO GROSS NATIONAL PRODUCT

Gross Ratios of debt to gross national product (percent)
national

product I State and Individualand
End of calendar year (billions) Federal local Corporate noncorporate Total

199..............
................................

19 .............1x 4.,.,.......

1944............
194 .................

.........

17...........
1958...............
195............
1960............

1914...............

1962............

1963 .............
1964 ..............
1965 .............1966 ..............17.1............

197............
1973............

1 6 .:...:.... .......
19 2 .................

19 7 ...................

$96.7
83.1
96.8
60.3
68.6'
77.4
86.5
87.6
87.6
94.8

107.6
1 8

202. 4
217.4

221:.4
245.0
261.2
260.
311.2

379. 8409.7
433. 2438.1
469.2

542.8
574.7
611.8719:
825.051: ,

1,009.5
1,098.4
1,220.8
1,290.0

17.1
19.9
27.7
37.5
40.3
44.3
44.4
43.6
44.7
46.2
44.9
41.6

968
76.3
97.5

128.8
103.7

69.9
64.1
61.4
62I

49, 248.6
47.6
45.4
44.142,
45.4
44,042.1

35.2
34.7
32.5
3 3
29.821. ?

14.117.1
23.9
29.2
27.0
23.2
20.8
18.7
18.4

15.2
11.6
8.6
7.2
6.4
6.8
6.2
6.1

7:2
7.5

10.0

?11.4
12.9
13.0
13.4

13.7
13.8

14.9
14.5
14.3

91.9
l07.
14.8

110.1
96.6
88.086a71
70.3
60.1
51.2
47.2
43.3451
48.
45.3

54.0
56.9

60.8

67.0
8 0:182
82.

75.4
9:010

672.64.2

53.6
49.3

4.124,1
23.3
27.9
27.12 3

34.7

44.445.1

52.3
52. 543

57.5
57.6767.5.5

61:6

19.4234.7
27.430$.250.1

153

170.5

169.7

111:4

".8lIi2:17!i

I Implied level, end of year, calculated, as the average of the 4th and 1st calendar quarters at seasonally adjusted annue I
rates for the yesrs Ij j through present. Prior to 1933, averages of 2 calendar year figures are used as the est approxl.
mation of Dec. 31 levels.

Note: Detail may not add to totals because of rounding.
Source: Federal debt, Treasury Department; other data, Bureau of Economic Analysis, Commerce Department.

TABLE 9.-ESTIMATEU FEDERAL DEBT RELATED TO POPULATION AND PRICES, 1900-73

Federal debt (billions) Per capita Federal debt ' Real per capital Federal debt a

Privately Privately Privately
held held

Gross I Net I net 8 Gross I Net t net 3 Gross , Net net I

Juneo0
190.. ...... $13

SO ..........' ':
1901......... 2 1

19........ 1:1
198. ...... 1:2 1:2

1ee 1,1 11
1.2 1.2

See footnotes at end of table, p.5$2.

$17 $17 16 NPA
16 16 A
15 1 15 NA14 1 1 NA
1 4 4 NA

13 1 11 A
NA

12 NA
12 i2 45
12 12 12 $46
12 12 12 45

NA
NA
NA

NA
NA
NANA
NA'
NA
NA
NA

NA
A

NA
NA
N A
NA
NA
NA

NA

$47
46
45
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TABLE 9.-ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES, 1900-73-C)ntinued

Federal debt (billions) Per capita Federal debt 4 Real per capita Federal debt a

Privately Privately Privately
held held held

Gross Net net a Gross I Net I net 3 Gross I Net I net 3

Dec. 31:
1916 ......... 1.2 1.2 1.1 12 12 11 40 40 37
1917 ......... 7.3 7.3 7.2 70 70 69 1" 19 197
1918 ......... 21.0 20.9 20.7 200 199 1 473 472 469
1919........ 25.8 25.6 25.3 244 242 239 504 500 494

1124.0 23.7 23.4 223 220 218 449 443 43923.5 2.1 22.9 215 211 210 485 476 474
..... 23.2 22.8 22.4 20 205 202 480 471 464

22. 1 8 21.7 19 193 192 443 436 43421.5 0 20.5 187 1 3 178 424 415 4031925......... 20.8 28 19.9 171 14 171 388 379 3721926 ........ 19.9 1. 18.9 16" 161 159 369 356 351

127........ o186 18.2 17.6 155 152 147 350 343 332
1928 ........ 184 17.5 17.3 152 144 143 347 328 326
1929........ 17.5 16.5 16.0 143 135 131 325 37 298
1930.... 17.2 16.5 15.8 140 133 128 339 323 3119 3......... 18.5 177 5 149 14 410 399 3*1

22.0 21.3 19.4 176 7 15 525 50 462
193......25.3 24.3 21.9 201 log 174 596 573 516

3H.3 30.4 280 26 40 221 756 698 64336.. 34.4 32.0 269 250 801 761 707
40. 37.7 35.3 313 283 275 874 81 7681937......... 43.1 2 36.6 331 33 23 903 76
45.6 0.56 37. 290 9724 8. 42.6 " 1 1 9.8 4,

4422.. .. 393 337 3907 908 855
...... 56.3 54.0 489 420 4 234 06 1,015

1 101.7 95.5 749 1,734 1.628171 .0 154.4 141:9 1 2 1122 10 1:7 2,516 2 ,3
2t..... 33.'6 211.9 193.1 1,678 1,2 1,387 3,681 3,33 3,0421941 ........ 279.6 22.5 228.2 1,987 1,795 1.622 4,268 3,855 3,484194 ........ 26J.7 21. .28 1 16 3 3 2,194 ......... 22 11 17 1,524 63 2,954 2,542 284198.....5. 215.3 192.0 1,715. 1,4556 129 2,785 2363 10

19....25. 2 76 19.7 1713 1,4 51313 2832 2,389 2,17
1 ........ 257. 7. 196.6 1.65 14 1 5 2,634 22,22
1951........ 6. 93.1 1 1.40 46 2,0
1952........268.3 25 968 ,694 1 1,243 .479 2.047 1.819

39. 1"9 1:1953........z7. 22.8 20.,.71,140 124.249 204 ,.o~954 ........ 27 5 221 204. 1,705 3 1,246 2549

15........28.2. 229.62731 224. 204.8 1,6H 1 6 1227 2,460 1: 8419582 3 2. 11.4 1,6 , 20 1.174 2,316 1.8617 1. 6601 7 ........ 271 223.0 1 :150 2.211 1.772 1.2$:: 5.3 231.0 2047 .:624 1 65 75 1573195 ........ 2 5 4.4 4. 1 46 1:197 299 1790 1,92129.6. 8 23.8 212.4 .27 1,165 2 1,724 ,581 1 33. 4. 2. ,65 13 1 , 1.75 2.2 1.33 12
,I. ..... 311.3 253.8 222.8 165 1 1,14 2.12 173 1.522
1963........317. 257.5 23 9 1,3 ,65 17 1483

196......327.0 264.0 227.0 1,60 1,8 0,7 .1 .0 ,6
330.7 26.4 225.6 168 1,60 1,152 2,072 1,669 1.413
3.... 43.3 21.8 227.5 13 1.375 #11 2.059 1.31 1.35384.. 2.4 237. 1,o 1 104 1653 69

16....... . 1 2 2M9 238 01850 1.417 1,82 2.834 1,5 :1300
199....320 3 232.1 .74 1.420 1,14 1. 38 1,178

1970........ 40. 11 239.0 :5 1,462 1: 6 1,5 .4 119
1971. ...... 4352 3 255. 1 1 1 14 1 10197t:::::::: 41.1 . Z2 9. 2,0 1,2 128 202 146 1.4
173 481.5 3413 288.6 2,9 1,2 1,279 2,293 1,6821 1,279

I Total Federal securities outstanding Unifiled Budget conept.Borrowing from the publ c, Unified udpt concept. Gross Federal debt less securities heold by Government accounts.
O Borrowing from the public lss Feders l Reserve holdings.
4 Debt divided by population Of the coterminous U.S., and includnln Armed Forces overseas,
* Per epite, dabt expressed in December 1973 prices (consumer price Index for all items).n~e. Not available.
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TABLE 10.-PRIVATELY HELD FEDERAL DEBT RELATED TO GNP

[Dollar amounts in billions of dollars]

Gross Ratio of debt Year to year
national Privately to GNP price changes$

product' held debt' (Percent) (Percent)

Dec. 31:
1929 ....................................... $96.7 $16.0 16.5 0.2
1930 ...................................... .83.1 15.8 19.0 -6.0
1931 ........................................... 66.9 17.7 26.4 -9.5
1932 ........................................... 56.8 19.4 34.2 -10.3
1933 .................................. 60.3 21.9 36.3 0.5
1934 ........................................... 68.6 28.0 40.8 2.0
1935 ........................................... 77.4 32.0 41.3 3.0
19r67 :::::::::.............. 86.5 35.3 40.8 1.2
193...:................................. 87.6 36.6 41.8 3.1
1938 .................................. 87.6 37.9 43.3 -6.81939 ........................................... 94.8 40.1 42 3 -0.51940 ........................................... 107.6 42.6 39.6 1.01941 ........................................... 138.8 54.0 38.9 9.7
1942 ........................................... 179.0 95.5 53.4 9.31943 ................................. 202.4 142.9 70.6 3.2
1944 ............................... . .217.4 193.1 88.8 2.11945 ........................................... 196.0 228.2 116.4 2.31946 ........................................... 221.4 206.1 93.1 18.2
1947 ........................................... 245.0 199.1 81.3 9.01948 ........................................... 261.2 192.0 73.5 2.7
1949 ........................................... 260.5 197.7 75.9 -1.8
1950 ........................................... 311.2 196.6 63.2 5.8
1951 ........................................... 338.2 193.1 57.1 5.9
1952 .......................................... 361.0 196.8 54.5 .9
1953 .......................................... 360.8 200.9 55.7 .6
1954 .......................................... 379.8 204.2 53.8 -. 5
1955 ................................. 409.7 204.8 50.0 .4
1956 ....... .......................... 433.2 199.4 46.0 2.9
1957 ................................. 438.1 198.8 45.4 3
1958 ................................. 469.2 204.7 43.6 1:
1959 .......................................... 496.8 214.8 43.2 1.5
1960 .......................................... 503.4 212.4 42.2 1.51961 .......................................... 542.6 217.8 40.1 i"7
l. : :.... 574.7 222.8 38.8 1.2

611.8 223.9 36.6 1.6
1964 .......................................... 654.0 227.0 34.7 12
1965 .......................................... 719.2 225,6 31.4 1.9
19 6 ................................. 772.6 227.5 29.4 3.4
1 96 ..... ................. ......... 825.0 237.3 28.8 3.0
1968 ....... ........................... 898.6 238.9 26.6 4.7
1969 .................................... 953.7 232.1 24.3 6.1
1970 ........................................ 1 009.5 239.0 23.7 5.5
1971 ................................ 1,098.4 255.1 23.2 3.4
1972 ................................ 1,220.8 269.9 22.1 3.4
1973 .......................................... 1,290.0 268.6 21.0 8.8

'Implied Iv6l of gross national product, Dec. 31.
Borrowing from the public less Federal Reserve holdings, unified budget concept.

3 Measured by the all item Consumer Price Index, December to December basis.

PRIVTELY HELD DEBT

The C[.t.%.x.RMA Now, one chart that means something to me shows
that in terms of the privately held debt of this Nation, we are not in
nearly as bad shape as some would have us believe, especially in rela-
tive terms. For example. I asked that the debt be stated in constant
dollars, and stating it in 1972 dollars so that we can allow for inflation,
I notice that the high point appeared to be back here in the year 1945,
at the end of World WVar 11. And at that time, in terms of 1972 dollars,
the pter capita debt was $3,790.

Now, stated in terms of the same unit of purchasing power, in 1972,
the latest figure that I have, the per capita debt was $1,288. Now, that
was up from the previous year, but that was only about one-third of
what it was in 1945.

Now, in some respects, all things considered, looking at the pluses
and the minuses, that does not affect us too badly, does it?
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Mr. VOLCKER. Well, I think when you put these public debt figures
in perspective with the economy, and remembering about inflation-
just taking the public debt alone in private hands, as you suggest--the
trend has not been terribly adverse in recent years. It is declining as a
percentage of the GNP. The figure you are referring to has been, in
general, declining, although there are some year-to-year increases.

I think the Federal debt is manageable, and I would just like to put
that clearly on the record. I do not think this country is bankrupt by
a long shot.

The CHAIRMAN. In terms of constant dollars, it looks to me as though
in 1972 we were about at the same place as we were when this admin-
istration came in several years ago.

If we update that, is it going to look any better, or worse?
Mr. VOLCKER. Tle last figure I have is 1973 in front of me here. I

think the figure you are looking at is privately held debt, real per cap-
ita, $1,279, which is up from f972. But it is less than it was in 1968.

The CHAIRMAN. What figure do you have? I am talking about the
privately held net national debt. I am looking at table 9.

Mr. VOLCKER. Real per capita Federal debt, privately held.
The CHAIRMAN Yes.
Mr. VOLOKER. I am looking at--for 1972 you should have $1,184,

unless that has been revised.
The CHAIRMAN. Let me see. Actually the 1972 figure would appear

to be up by about $100 over what it was in 1972, 1 take it.
Mr. VOLCKER. That is right.
It is still less than it was in 1968, for instance.
The CHAIRMAN. Well, that is the year this administration came in,

so all things considered, if it is the national debt you are talking about,
I suppose you are a little better off than you were at that time, are you
not?

Mr. VOLCKER. I think in terms of the burden on the average citizen,
in some sense that is correct.

PRIVATELY HELD DEBT RELATED TO GNP
The ChAIRMANS. Now, in terms of per capita income of the Ameri-

can people, do you have that somewhere in real terms ?
How do we compare with 1968?
Mr. VOcLKER. Well, first, looking at privately-held Federal debt re-

lated to GNP, which is a measure of national income, it is currently 21
percent. It has been declining virtually every year.

The CHAIR.AfNA. What were you in i968?
.%r. VOLCKER. In 1968,26.6 percent, now 21 percent.
The ChAIR.%AN'. Well, if that were so, during the period that you

have been around here, that figure in relative terms looks very favor-
able?

DEBT SEEN 'MANAGEABLE

Mr. VOLCKER. I think relatively, whatever series you look at, the
Federal debt has tended to be smaller, related to national income, re-
lated to other debt. And that trend has been going on for some time.

The ChAIRM AN. It seems to me that those are the factors that we are
going to have to look at for as long as I am going to be in Government.
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I do not expect to be here forever, and I might not be here after next
year, for all I know. But it would seem to me that, looking at what the
prospect for this Nation is during our lifetime, we are not going to
pay that debt off, just like you are not going to pay off all the cor-
porate debt structures.

Is there any reason why we ought to try to encourage the corpora-
tions to pay off all of their debt?

Mr. VOLCKER. We cannot pay off all of ours. It would not be con-
sistent with the growth of the economy if we are paying off all of the
debt in the country. I am thinking hire particularly of private debt.

But if I may distinguish one thing, Mr. Chairman. I agree with the
basic point tlat you are making that the country is not bankrupt and
that this debt is manageable. On the other hand, it is not* inconsistent
to say that we perhaps have been running too big deficits and that it
is extremely important, given the situation that exists in the economy,
to exert firmer fiscal discipline than we have been.

It is not a question of the country going bankrupt next year, but it is
a question of a grave economic problem in terms of the inflationary
situation that exists.

The CHAIR-MAN. Yes.

FOOD STAMPS FOR SSI RECIP'rNTS

Now, there is some concern, especially among the State welfare
directors, about a provision in the law which we have sought to amend
in the Senate, but the House is simply not conferring with us on the
social security bill that we sent to them. Our provision would continue
to make SSI recipients eligible for food stamps.

If we send that measure down to the administration at the present
as a piece of separate legislation, Mr. Ash, do you think you could
recommend to the President that he sign that legislation? I am saying
if it goes down there just on its own, not as an amendment to this bill
or some other bill?

Mr. Asir. I am afraid I do not know enough of the specifics of the
development of that prospective legislation at this time to know, but
it would not take me long to find out our position on it.

The CHAIRMAN. I wish you would find out, because we passed the
provision through the Senate last year. The House is supposed to take
it up on the floor shortly. It has been recommended by the Ways and
Means Committee. Basically, what that means is that if we do not con-
tinue these food stamps for the SSI beneficiaries-that is what the
President recommended as a substitute for welfare for aged, blind, and
disabled people-then they are going to lose their food stamps, or at
least some of the SSI recipients will.

I would think that if we could have some assurance that this mat-
ter would be recommended to the President when it goes to him, then
we could keep that matter off of this debt limit bill.

Mr. Asi. I will acquaint myself with the particular features of that
legislation and then make sure to reply to you about it.

INTEREST RATES

The ChAIRMAN. I would appreciate it very much. Now, I think that
the high interest rates we have in this country are upsetting a
plan to repeal any provision to try to mak6 credit available to pro-
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spective homeowners and small businesses and others, at an acceptable
long-term interest rate?

Mr. VOicKfa:It. Well, the President did announce a program some
weeks ago, Mr. Chairman, that encompasses a roughly $10 billion pro-
gram directed toward the homebuilders and hoiie )1imehasers.

The CHAIRMAN. How nitch; $10 million or billion?
Mr. VOLCKER. $10 billion, in several different components to pro-

vide additional money to make mortgages available at reasonable
rates. And when I say reasonable rates, those rates are high, even with
Government assistance.

The ChAIRMAN. What would you call reasonable right now with
Government assistance?

Mr. VOLCKEn. Well, one portion of this program provides for 8%
percent mortgages and, in effect, guarantees a certain availability at
that rate. Historically, it is, of course, an extremely high rate, but in
today's market the existence of that kind of mortgage is of consider-
able benefit to people.

I think it is illustrative, when you cite that kind of rate, that you
cannot avoid this problem of high interest rates and distortions and
problems it creates in a period of inflation. It quite correctly suggests
to the businessman and the homeowner that you cannot solve the prob-
lems of high interest rates without dealing with inflation. One goes
with the other like-Siamese twins.

You are complaining about interest rates, and there are lots of
reasons to complain about it. I think it is that you really complain
about inflation.

The CHAIRMAN. Henry Fowler made the point, when he was
Secretary of the Treasury, that he would urge that bankers think
in terms of making money available to homeowners and small business
people and others on some basis other than simply who could bid
the highest for the money. Any administration that wanted
to could recommend to us and could support a program that
would simply earmark a certain portion of this credit which the
Government can either expand or restrict or earmark however it
wants to, if it has the will to do it, for the people that deserve it to
have it on the most favorable terms.

I just wonder if we could not get this administration to support
something that would help to bring that about for homeowners and
others.

Mr. VOLCKER. Well, I think this administration has, by one means
or another, pursued programs designed to make mortgage money more
available. Previous administrations have had programs, as well, and
some of these have been continued. There has been a very large effort
through the- years to provide, in effect, some kind of preferential
money to homeownership.

There are limits, I think, to what you can do. These markets are
competitive. When you try to push money in one direction. it turns
out you are hurting the other homeowner that is not subsidized in
another direction; And very difficult problems arise if you have to
do this too much. When you have got the pressures you have on
markets now, I think it is impossible to really do a filly effective
job here.

One aproach toward this problem for the longer run is contained in
the Fnancial Institutions Act-which the administration has pro-
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posed-which attempts to provide a more competitive environment
for these institutions ahd for all borrowers and lenders. It recognizes
that in the a-rea of housing there may be some special need to provide
a subsidy, so that that particular sector of the economy would have
some special benefits.

The CHAIRMAMNX. I would like to ask you to add to these so-called
Long charts an additional chart to show, in terms of constant dollars,
what has been the annual gross national product on a per capita basis
as far back as you have figures that permit you to do it and put a final
column alongside that that shows on a plus or minus basis the extent
to which it either increased or declined each year.

If you do not have it now you can do it for the record.
Mr. VOLCER. No, we can get those figures without question. I just

wondered whether we had them here at the moment.
The Cr.R5I1,Nx. I have always thought that this should be added to

the tables that I have requested.
[The following material was subsequently supplied for the record:]

CHANGES IN PER CAPITA REAL GROSS NATIONAL PRODUCT (1929 TO 1973)

GNP per
Gross national GNP per pta, change

product capita fromyear ago
billionss of (constant (consYear 195 dollars) 1958 dollars)' 1958 dollas

1929 .............................................................
1930 ............................................................

1933 ........................... ............
1934.............. ........................................
1935 .............................................................
1938 .............................................................
1937 ..........................................................
1938............................................................
1939 ...........................................................
1940 ................ ................................ ........
1941 ..........................................................
1942 ...... .......................................
1943 ................. ......................
1944 ..........................................................
1946... . ............................ ............
1946................................. ............
1947 ............................................................
1948 ............................................................
1949 ............................................................
1950 ........................................................
1951 ............................................................
1952 ............................................................
1953 ............................................................
1954 ............................................................
1955 ............................................................
1956 ............................................................
1957 ............................................................
1958 .. .............. ......................................
1959 ............................................................
19 ............................................................
196 ............................................................
1962 ............................................................
1963 ............................................................
1964. o........... ... .... ..... ...... : ....... ................................................... ...........

16........................
1969 ..........................................
190.. ... ....................................
1971................................................197.........................................................
193 .....................................................
1973".........................................................

$203.6
183.5
169.3
144,2
141.5
154.3
169.5
193.0
203.2in.

27.
263.7
297.8
337.1
361.3
355. 2
312. 6
309.9
323.7
324.1
355.3
33.4
395.1
412.8
407.0
438.0
446.1
452.5
447.3
474.9
487.7
497.2
529.8
551.0
581.1

722.5
745.4

837 .4

$1672........ ii
1490 8I-I 1 6
1,154 -
,126

1:220
1,331
1,506 175
1,576 +170
1,484 -91
1589 +114
1,714 -115

969 +256

2601 +140
2,529 +72

202 -326
2,142 -61
2,199 +57

264 -35
333 +170

2,476 +1422,508 +32
-8+143

266 +118

2912 +7
3028 +117

348 +69

2. 51 +2

526 -54
600 +743,948616

SReal ro national product divided byopulation of the United States for July 1 of each year. Population figure Includesarme fsosoesesbtnn8 4 n Alaska and Hawaii beginning 1940.
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ACTUARIAL DEFICIT IN SOCIAL SECURITY PROGRAM

Now, I am very concerned about something that will have to be
studied I believe. The new Social Security trustees report predicts a
very substantial actuarial deficit in the cash social security program,
amounting to 3 percent over the longrun. This has just begun to be
discussed in the newspapers.

I assume that Congress will not want to enact a substantial social
security increase at any point in the immediate future, and I doubt
that you are going to want to recommend that right now.

The basic reason for the large deficit forecast is a major series of
changes in basic actuarial assumptions concerning the birth rate, the
numbers of workers compared to the number of retired persons, and
so on.

Now I would suggest that the committee consider going. to the
Rules Committee to ask authority to contract with a panel of distin-
guished outside actuaries to do an independent evaluation of the social
security actuarial assumptions and report back to the Finance Com-
mittee at the beginning of the next Congress. I wonder what you might
be able to tell us on that subject.

It might be Mr. Ash who ought to answer that.
Mr. Asir. We share the same kinds of concerns about the future of

the social security programs as you have just stated, particularly be-
cause of demographic changes that are inevitable and are right in
front of us now. It is not a matter of speculation. It is a matter of
calculation.

Because of that we internally, in addition to any outside work, have
begun to determine how we WYill make our own analysis of the prob-
lems and prospective solutions, as a basis for recommendations to the
President. We are not at all far along and would commend all and
any efforts that would provide illumination on this problem. I am sure,
as the years go by that for Congress also this is going to be a major
issue. We all wili have to deal with social security and with the
inevitability of a substantial strain if we merely allow the present
system to operate without review and change over the years ahead.

The CTIAIRMAIN. Part of this problem is created by a falling
birth rate. In other words, the assumption is that we will haye a
smaller number of new workers Yelative to the number of retired
persons in the year 2000 than we have now.

Mr. Asiz. Relative to the number retired and collecting social
security.

The CHAIRMAN. Yes.

NED FOR MORE FAMILY Uzrrs

Now, a considerable amount of that, then, relates to the fact that
there are fewer family units being formed than one had previously
anticipated. And it carries with it the additional problem that even
in absolute terms now there are fewer families headed by two parents
today than there were a few years ago. And that is a matter of concern.

Now, we ought to be thinking about just what we want to
happen to this country. And one thing that has tended to encourage
that has been the fact'that we have a tax system which actually pro-

m
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vides better tax treatment for two individuals not living together in
a family than it does if these two people form a family unit.

I iust wonder what thoughts you have on that subject. In other
words, as far as the tax system is concerned, just on the face of it, a
working man and a working woman pay more taxes if they are married
than if they are not.

Mr. Asit. I think all I can do, at this stage, is to join you in observ-
inr we have some very serious problems. These relate not only to the
social security, as we just discussed, but also to the whole business of
welfare in one form or another, and to our tax structure. The combi-
nation of these three have what I think we all believe are some in-
equities in places, and opportunities for irregularities is well in other
places. To solve these problems is a major task.

I can only say at this moment that I join you in identifying these
problemss without knowing what to suggest as solutions. We had

better all be working on finding solutions, because time is not going to
wait too long for us to find them.

The CI.IRMA-. Now, I do not believe that decisions of the Supreme
Court decisions has tended more and more away from those who
a constitutional amendment and perhaps change it thatway. And,
hope, hopefully, if the Supreme Court sees fit to reverse a previous
decision, it can reverse a subsequent one.

But as we know, all the major religions of this country
encourage the formation of family units. The trend of the Supreme
Court decisions has tended more and more away from those who
would encourage families one way or the other and prayer or other-
wise to try to suggest that religion is good for people and that they
ought to think in these terms. The trend has seemed to be away from
that. It seems to me we ought to be thinking about those aspects of it,
too, just in terms of trying to maintain some of the values that, at
least at an earlier date, 1eople thought were very, very important.

Mr. Asir. That is an important dimension. I appreciate your
thought. on that.

The CI1,ARMAN. That is all I would suggest at this point.
Senator Byrd, I believe you have a few other questions you wanted

to ask?
TRIBUTES TO HoN. PAUL VOLCKER

Senator BYRD. Just a couple of brief questions, Mr. Chairman.
First, I want to associate myself with Senator Bennett in his com-

ments on Secretary Volcker's work and his conscientious and dedicated
service. And I wish you, Mr. Secretary, the very best of luck.

Mr. VOLCKER. Thank you very much.

FiSC.L 1976 BuDoET INCREASE

Senator BYRD. Mr. Ash, as I read your figures, the fiscal 1975 budget
will be an increase of 13 percent in spending over the 1974 budget?

Mr. Asi. That is approximately right, yes, sir.
Senator BYRD. You do not regard that as a very substantial increase?
Mr. Asu. I regard it as a very substantial incrase, one that was

inevitable in pricing out existing programs, but one that is neverthe-
less substantial. We cannot keep going at a 13-percent increase year
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after year out into the future. It is one of the reasons that in future
years we are going to have to put the brakes on a lot more than is
implicit in that increase in 1975 over 1974.

FUTURE oF R-EVENUE SIXAR1N PROOA

Senator BYRD. We are in the third year of a 5-year revenue sharing
pro ram.

What do you foresee for the future of that program?
Do you anticipate that it will be continued, a $30 billion program

over 5 years will continue beyond the 5-year period?
Mr. Asir. This is certainly not a final conclusion, because we have

not seen through that program over a longer period. However, at this
stage, we believe that the underlying philosophy of the general revenue
sharing is a very good one. This is a philosophy toward decentralizing
out of Washington to State and local governments the resources, and
along with them the authority and the responsibility, to make their
own judgments and decisions as to their own problems.

Second, the Treasury Department is taking the lead in an analysis
of how well or how poorly the general revenue program has per-
formed to date. This will form a basis for determining whether it has
really met, as we expected it to, those fundamental objectives of
decentralization.

With that analysis in hand, and as we come nearer the expiration of
that 5-year term for the program, we would. expect to have specific
recommendations to put before the Congress. We are just now begin-
ning to get data use in our analysis.

Senator BYRD. I think it is significant that you do not mention what
seems to me is the crucial point. The fact is that you are trying to
share revenue that you do not have. You do not have anything but red
ink to share.

Mr. Asit. The Federal Government is borrowing, and it is granting
money to the States and cities. I think that you might call this a
passthrough. You cannot trace a single dollar because money. is
fungible. But because of the passthrough, the States and the cities
hav e probably raised less real estate taxes than they would have, had
they not had general revenue sharing. It is impossible to know for
sure.

What we may have done to some degree is to relieve the burden of
taxation on them. The citizens in general have not been adversely
affected but have been helped by that process. But this is a part of
the analysis of what those moneys have been spent for.

Senator BYRD. I think they have been hurt by the process. It has
certainly driven up the interest rates. It is bound to drive up the inter-
est rates. The more the Government goes into the money markets, the
more it is bound to drive up the interest rates. But is it logical to go
into new programs, and that is a new program. We have not had t
before.

Mr. ASH. That is right.

SENATOR Cums' BuDGr PRoPosmL

Senator Bynn. It is a new program, but whether it is logical to go
into a new program when you are running these smashing deficits-if
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you do continue to go into new programs, how are you going to get the
Government's financial situationunder control ?

Now. several of my colleagues-fI'am not one of them-have intro-
,hiced legislation, Senator Curtis specifically, and I do not know who
the cosponsors are; there are several. And his legislation would do twothings.

One, it would require the President to submit a balanced budget,
and No. 2. it would provide for an automatic surtax if the Congress
goes beyond the balanced budget, spends more than the budget at
balance.

What would be your position, as Budget Director, on that legisla-
t ion?

Mr. AsH. I think it is certainly an important way to look at the
budget, to consider that balance should be our objective, everything
else being normal. However, there are times, as canie out this morning
when the Federal Government to introduce some stimulus into the
economy. There are times when this stimulus would work for the bet-
terment of the whole economy.

Theoretically, on the opposite side. there may be times when there
should be an actual surpls. Politically, that, ii hard to bring about.
But I certainly think that the central'point of a balanced budget is
the one that we should all have our eye on and, everything else being
normal and on course, should be our goal. We only should vary from
it when everything else is not normal an'd on course. Then there should
be an opportunity to think not just in terms of bahunce per se, but in
terms of what is the best for economic growth or development in em-
ployment in the country.

Senator BYnD. Would you favor or oppose the proposal of Senator
Curtis?

Mr. Asmi. If the proposal would say that every year, not withstand-
ing economic circumstances, that we should nevertheless have a bal-
anced budget, I would want to think more thoroughly before I adopted
that. I can conceive of appropriate occasions for being on either side of
balance in particular years. I would hope we would not preclude the
prospect of having a surplus any more than the prospect of having a
deficit, if economic conditions called for it.

BULK OF GOVERNMENT SPENDING PAID FOR BY LOW AND MIDDLE
INCOME GROUPS

Senator BYeD. Is it not correct that the bulk of the Government
spending must be paid for by those in the lower- and middle-incoe
groups?

Mr. As. Well, I think that is a fact in the sense that the bulk of
the income of this country goes to those in the lower- and middle-
income groups; and they bear a bigger absolute amount of taxation.
Certainly, though, on a per capita basis, those. in the higher-income
groups pay a substantially hither amount of income taxes. But in
total dollars--and I belie e you probably have also in mind social
security revenues, which fall largely on middle-class working group-
the biggest amount of dollars do come from those groups; particularly
the middle-income groups.

Senator BYRD. Well, let us put it another way. The only way the
Government can get appreciable sums of money is from the lower- and
middle-income groups. ...
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Mr. Asii. That is right. You take it all away from the upper-income
group and it would not make much difference.

Senator BYRn. That is what I was getting at. I asked the Joint Com-
mittee on Internal Revenue Taxation to give me this figure, and if you
have a different figure I wish you would let me know.

But I put it tis way: if the Government were to piUt a 100-percent
tax, confiscate all income over $100,000, $200,000 on joint returns, the
figure I was given, that the additional revenue gained would be $1
bi lion.

Mr. AsH. I do not have with me data bearing on that calculation.
Senator Bynn. A drop in the bucket; a drop in the bucket in trying

to eliminate this deficit.
Mr. Ast. One billion dollars is certainly far short of the sum needed.
Senator BYRD. And then I got one more figure, that if you put 100-

percent tax on all income over $20,000, $40,000 on joint returns, the
additional revenue gained would be $8 billion- a tremendous amount,
but less than half of what the deficit is going to be, the Federal deficit.
To me, that gets back to the point that the people who are going to pay
for the spending are those in the low- and middle-economic groups.
That is the only place where you can get large sums of money.

Mr. ASH. If they do not pay for it through taxation, the Govern-
ment incurs deficits and there is inflation. Then they pay for it through
inflation.

Senator BYRD. That is exactly what is happening now.
Mr. Asji. Therefore, the real issue is the size and scope of Govern-

ment programs that have to be paid for, because one way or another
they getp aid for. Therefore the objectives should be to reduce the size,
scale, and scope of Government and its operations.

Senator BYRD. That is right. As I see it, it is being paid for now by
inflation, and inflation is certainly a hidden tax. And I think it is a
very cruel tax, because it hits hardest those on fixed incomes and those
in the middle- and lower-economic brackets. And until we are able
to eliminate these deficits, in my judgment, we are not going to elimi-
nate this inflation.

Mr. Asit. I would like to suggest another dimension. Some view
corporate income taxes as ones that could be raised to make up a deficit.
However, there are many who feel that corporate income taxes also
come out in higher prices, or possibly in lower pay to employees, but
that they nevertheless fall on the same group of people. So, basically
it is the great American middle-income group that bears the cost of
virtually everything that the Government does.

Senator BYRD. I think that is certainly true, and that is why I have
been so strong in my view that we must get this Government spending
into control. It has gotten out of control; I think it is completely out
of control. I do not share the optimism of our chairman. I think this
country, financially, is in a very bad position. I think the Govern-*
ment-and by the Government I mean both the Congress and the
administration taken together is leading the country hell-bent toward
disaster.

Thank you, sir.
Mr. AsH. Thank you.
Senator Byiw. Thank you, Mr. Chairman.
The CHAIRMAw. Thank you very much, gentlemen.
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Mr. Volcker it has been a great pleasure working with you; I am
particularly pleased to have you here as the Acting Secretary of
the Treasury today. I was thinking about asking you to check with
Secretary Simon and have him .confirm that you reflected his views
in all respects, but I think we will just regard you as Secretary of
Treasury today.

Mr. 1OLCKEI. Thank you. I am $ure lie does not have a different view
on those points. Thank you.

[Whereupon, at 12:10 p.m., the committee adjourned, subject to
the call of the Chair.]
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