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$627 BILLION DEBT LIMIT

THURSDAY, MARCH 4, 1976

U.S. SENATE,
Com irrEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to notice, at 11:15 a.m., in room 2221

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

Present: Senators Long, Byrd, Jr., of Virginia, Mondale, Curtis,
Fanmin, Hansen, and Brock.

The CAIR-MAN. The committee will come to order.
On March 15, the $595 billion temporary public debt limit is sched-

uled to expire with the debt limit dropping to its permanent level of
$400 billion. As of March 1, the debt subject to the limit stood at $593.9
billion.

The House of Representatives has passed a bill to increase the tem-
porary debt limit to $6'2T billion and to extend the period in which the.
teiporarv limit expires until June 30 of this year. The bill also con-
tains two'provisions designed to increase the flexibility of the Treasury
Department in managing the debt.

[The committee press release announcing this hearing, a staff memo.
randum relative to the public debt, and the bill HI.R. 11893, follows.
The hearing commences on p. 6.]
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04TH CONGRESS
2D H.R. 11893

IN TILE SENATE OF TIE UNITED STATES

F F:Inu.A.,n 26, 1976
Read twice and referred to the coimittec on Financo
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AN ACT
increase the temporary debt limit, and for other purposes.

Be it enacted by the Sewate and House of Representa-

tives of the Unicd States of America in Congress assembled,
That during tic period beginning on the date of the

enactment of this Act and endirig' on June 30, 1976, the

public debt limit set forth in the first sentence of section

21 of the Sccond Liberty Bond Act (31 U.S.C. 7571))

shall b)e temporarily increased 1)y $227,000,000,000.

Si.1-'. 2. Effcctive on the date of the enactmnent of this

Act, the first section of the Act of November 14, 1975,

cltitl( "Ani Act to increase the temporary del)t linmitationi

until 31arch 15. 1976" (Public Law 94-132), is hereby

rep eale(d.
11
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1 S c. 3. (a) The last sentence of the second paragraj)h

2 of the first section- of the Second Liberty Bond Act (31

3 U.S.C. 752) is amended by striking out "$10,000,000,000"

4 and inserting in lieu thereof "$12,000,000,000".

5 (b)) "Section 18 (a) of the Second Liberty ,30oud Act

6 (31 U.S.C. 70-3) is amended by striking out sevell years

7 and inserting in lieu thereof "ten years".

8 SEc. 4. Section 22 (b) (1) of the Second Liberty Bond

9 Act (31 U.S.C. 1757c (b) ) is amended 1y adding at the end

10 thereof the following new sentence: "Tlie investment yield on

11 series E savings bonds shall ill no ca,;e be less thla 4 per

12 centum per annum compounded semtiianiually for the period

13 beginning on the first day of the calendar month following

14 the date of issuance (or, beginning on October 1, 1976, if

15 later) and ending on the last day of tie cIlendar month pre-

16 ceding the date of redemption.".

Passed the House of Representatives February 2-5, 1976.

Attest: EDMUND L. IIENSIIAWL , JR.,

Clerk.
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PRESS RELEASE

FOR IMMEDIATE RELEASE Committee on Finance
February 26, 1976 United States Senate

2227 Dirksen Senate Officq Bldg.

FINANCE COMMITTEE SETS HEARINGS ON PUBLIC DEBT

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

Chairman of the Committee on Finance announced today

that the Committee has scheduled hearings on extension

of the temporary limit on the public debt. The Honorable

Edwin H. Yeo, III, Under Secretary of the Treasury for

Monetary Affairs, will testify ork the public debt at

11:00 a.m., Thursday, March 4, in Room 2221, Dirksen Senate

Office Building.

- Senator Long noted that the permanent-debt

limitation under present law is set at $400 billion, with

a temporary additional limit of $195 billion. This tem-

porary debt limit of $595 billion is due to expire Monday,

March 15, 1976.
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March 3, 1976

24EMORANDUM~

VO: Members of the Committee on Finance

FROM: Michael Stern, Staff Director

SUBJECT% Increase in Temporary Debt Limit (H.R. 11893)

House Bill.--Under present law, the permanent debt limit is set
at $400 billion, with a temporary additional limit of $195 billion,
'effective through March 15, 1976. H;R. 11893 would:

1. Increase the temporary debt limit from $595 billion to
$627 billion;

2. Extend the period in which the temporary debt limit
applies until June 30 1976;

3. Increase from $10 billion to $12 billion the limitation
on the amount of long-term bonds that may be issued
bearing interest above 4 percent; and

4. Include within the definition of notes debt obligations
with a maturity of up to 10 years (rather than the limit
of 7 years under present law).

nudaet Outlook.-- The actual fiscal year 1975 deficit on a Federal
funds basis was $51.0 billion; the unified or consolidated deficit was
$43.6 billion. The estimates for fiscal year 1976 in the President's
budget project a $78.6 billion deficit in Fvderal funds
and a $76.0 billion deficit on a consolidated basis. These figures are
shown in -he table below:

(dollars in billions)

1975 1976 July to Sept. 1976
Actual Estimate Estimate

Fe .eral funds:
Receipts $187.5 $198.4 $54.8
Cutlays 238.5 276.9 69.8

Deficit (-) -51.0 -78.6 -15.0

UnifIed buc-get:
?eceipts 281.0 297.5 81.9

;'-lays 324.6 373.5 98.0

Deficit (-) -43.6 -76.0 -16.0

67-629-76-----2
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Senator CURTIS. Mr. Chairman, may I submit a statement for the
record at this time?

[Senator Curtis' statement follows:]

STATEMENT OF SENATOR CURTIS

Mr. CHAIRMAN. It is difficult for me to support a bill which raises the public
debt limitation to $627 billion. However, I believe that the time for combating
deficit is not when the bills are coming due and legislation to increase the legal
ceiling on the national debt is before us. Instead, we should be controlling the
scope of our vast Federal commitments as we place orders, in the authorization
and appropriations bills for vast programs. When the bills for government pro-
grams cbme due, there is no opportunity to reject the goods. We can only face
up to the problem which was born In years of extravagant spending by the
Congress.

The same advisors that created the present problem are now recommending
even greater Federal spending. They clainj that this spending is justified because
the deficit in relation to Gross National Product is roughly the same as it has
been over the past few years. This argument ignores the amount of Federal
spending in relation to the GNP. Since the government's expenditures consist
mainly of transfer payments which go for current consumption, the net effect
through time of- government borrowing to finance these payments is to invite
more growth in government, more spending, more inflation, higher interest rates,
and fewer jobs in the productive sector of the economy. In short, right back
to another recession, more severe than the one experienced last year.

The line on deficit spending must be drawn. Unfortunately this bill is not
the vehicle but merely a C.O.D. for past excesses. This is a fact that must be
faced. With great reluctance, I must support H.R. 11893 and enable the govern-
ment to meet its obligations.

The CILAITUrAX. Our first witness this morning will be the Honorable
Edwin H. Yeo ITT, Under Secretary of the Treasury.

You may proceed as you wish.
Senator' MON-DALE. I was wondering if Mr. Yeo would submit his

statement for the record.
Senator CURTIS. I have not read it.
Senator MONDALF,. Yes, I read it last night. I enjoyed it very much.
The CAIRM.A.,. Would you proceed, Mr. Yeo.?

STATEMENT OF HON. EDWIN H. YEO III, UNDER SECRETARY OF
THE TREASURY FOR MONETARY AFFAIRS, ACCOMPANIED BY
DALE McOMBER, ASSISTANT DIRECTOR FOR BUDGET REVIEW,
OMB; RALPH M. FORBES, SPECIAL ASSISTANT TO THE SECRE-
TARY; AND ROBERT A. GERARD, DEPUTY ASSISTANT SECRE-
TARY

Mr. YEo. It is a pleasure to be here. I realize that my statement is
long, and I would like to read just the first part of it, and if the
chairman would permit, I will attempt to summarize the remainder of
it.*

On Wednesday, February 25, the House acted to authorize the
Treasury to borrow up to $627 billion through the end of the current
fiscal year for the purpose of financing the expenditures of the
Federal Government. The House also approved an additional $2 bil-
lion of authority to issue bonds outside the 4.25 percent limitation
and approved an increase to 10 years in the maximum maturity of

*Mr. Yeo's prepared statement appears at p. 26.
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Treasury notes. In addition, the House adopted an amendment re-
quiring the Federal Government to provide a return on savings bonds
of notless than 4-percent per annum, compounded semiannually, for
each full month during which bonds are held.

It is, of course, not easy to reconcile the manifold demands for more
Government spending, on the one hand, with our willingness and
ability to pay the bills on the other. But while the budget, and par-
ticularly the substantial budget deficit, is closely related to the focus of
this hearing, our problem is not to deal with proposals to increase or re-
duce the size of the deficit.

Rather, we are here to consider how best to finance that deficit. This
will necessitate a substantial increase in the present debt ceiling. But
in addition, the Treasury has urgent need for additional debt manage-
ment flexibility.

I have been gratified by this committee's strong support on two pre-
vious occasions for Treasury's proposals to amend the Second Liberty
Bond Act, first, to increase the maximum maturity of notes issued pur-
suant to that act from 7 years to 10 years, and, second, to increase
the amount of bonds exempted from the 4.25-percent rate ceiling im-
posed by the act by an additional $10 billion.

These are even more important today than when you first considered
them. The reasons upon which the restrictions in existing law were
originally based no longer apply. Indeed, there are few, if any, ob-
servers of the capital markets who believe the existing restrictions are
healthy for the Government, for the capital markets, for the economy.

Realistically, however, we cannot object to the smaller amount of
bond authority contained in the IHouse bill. It seems unlikely that we
would wish to issue more than $2 billion of additional bonds before
June 30. Moreover. since under the House bill, we would have to return
during June for a higher debt limit for the transition quarter at a min-
imum, there would then be another opportunity to examine the bond
authority.

You will recall that we have also proposed that the 6-percent rate
ceiling on savings bonds be removed. Such action would permit the
rate on savings bonds to be varied from time to time, reflecting the in-
terests of both taxpayers and savers. Since we have no immediate in-
tent to raise savings bonds rates, however, consideration of this pro-
vision also can be postponed until the next debt limit hearing without
adverse consequences for the program.

Let me now address the primary question facing this committee
today; the increase in the temporary debt limitation.

As you know, the present temporary debt ceiling of $595 billion (en-
acted on November 14, 1975) will expire on March 15 a week from this
coming Monday. at which time the limit will revert to the permanent
ceiling of $400'billion. Moreover, next week. the actual amount of debt
subject to limit will approach the temporary limit. As a result of some
apparent improvement in our cash position, however, we now believe
thnt this will not hinder the effective management of the Treasury's
debt and cash balance during this period.

In accordance with our usual practice, I have provided you with a
monthly record of the debt subject to limit from June 30, 1975, through
September 30, 1977, and interim monthly estimates for montli.. in
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which the peak does not occur on the last day of the month.1 While
we are now concerned primarily with establishing a debt limit for the
near term, the debt limit data through fiscal 197 are indicators of
our financing requirements based upon the President's budget through
fiscal 1977. As 1 will discuss in detail later, these requirements have
serious debt management implications.

The second concurrent resolution of the 1976 budget provided for
levels of public debt of $622.6 billion at the end of the fiscal year 1976
;and $641 billion at the end of the transition quarter. It is, however, not
clear what level for cash balance was assumed in the congressional
budget resolution.

Furthermore, the level of debt in the resolution apparently does not
provide for agency debt that is subject to the statutory limitation. As
a technical matter, moreover, depending on the cash balance assump-
tions adopted, the peak debt levels would be reached on June 15 and
August 31.

In the Federal budget for fiscal Year 1977 debt subject to statutory
limitation is estimated at $624.2 billion at the end of fiscal year 1976
and $643.1 billion on September 30.

These figures assume a $9 billion cash balance. The Treasury esti-
mates assume debt limit needs of $630 billion at the June peak and $645
billion at the August peak to allow a $6 billion cash balance and a $3
billion margin for contingencies.

The $627 billion limit through June 30, approved by the House,
would allow a balance of as much as $6 billion on June 15, assuming
no contingencies occur, and a balance of as much as $12 billion on June
30, on the same assumption.

The CHAIRMAN. Senator Hansen, was that 12 or 2?
Mr. Yi-o. I corrected my copy and we have amended the copy pro-

vided you. We apologize that there was a typographical error.
I would like to tuin now to the Second Liberty Bond Act

a mendments.
I would like to say that as far as the Department is concerned the

$627 billion limit through June 30 we think is a level that will enable
us to conduct debt management in a safe basis, a basis that you gentle-
men would like.

The redefinition of notes from the 7-year maturity to the 10-year
maturity is what we mean.

This is a very important forward step.
Third, the granting of a $2 billion additional exemption from the

4.2.5-percent ceiling.
That is less than we have proposed, frankly, less than we would

like but we were certainly unlikely to use the $2 billion authority that
was granted in the House bill between now and the end of the second
quarter of this calendar year.

Presumably, when we are back before the committee reviewing this
matter in a few months we will have some additional recommen-
dations.

Finally, the proposal for a minimum payment of 4 percent com-
pounded semiannually on savings bonds is something that we find that
we can adapt to. In summary, Mr. Chairman, while we might have

See table.
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different recommendations, if we were in a different time in the calen-
dar year, the provisions laid out in the bill passed by the House would
enable us to fulfill our obligations.

I would like to say a few words in the way of summary regarding
our debt management problems.

The problems begin with two factors, the considerable amount of
financing that we are required to do in the period immediately ahead,
approximately $90 billion is the prospect over the next 19 months.

We estimate $35 to $40 billion to be raised in the first half of the
calendar year. This is a very significant amount of financing not only
historically in terms of the Federal Government activity but propor-
tionately as to the total amount of financing that can be done in our
economy during this period.

How it is financed can have a substantial impact in several respects.
The second major factor, Mr. Chairman, is that we are constantly

fighting the calendar. The average maturity of the Treasury debt out-
standing has shortened to slightly over 2 years.

This is a precipitous drop fro m the level just a few years ago, and
I would like to discuss this briefly.

One of the implications, as we see it in the Department, of debt
limitations that have applied to Treasury financing-specificallv, the
inability to sell on a sustained basis, moderate quantities of long-term
bonds and the current definition of a note; namely, the note Where
maturity is 7 years or less-has been to confine the Treasury financing
to what the financial community calls the short end of the market.
This has had two effects.

One is that it accelerates in a sense the impact of the passage of time.
In other words, we sell a 2-year note; they are shortly later made 1
year, and before you know it we are refinancing. The cumulative effect
of this is to produce a considerable bulk, a considerable growth in out-
standing short-term Treasury debts.

I think that has three potentials, and at least in the past we have
realized the effects.

First, we will submit a study* that we have done for the record
covering the past 10 years. It shows that the cost of servicing the
Federal dbt has been higher than it would have been if we had'been
able to have a balanced program of debt management-in other words,
if the Treasury had been able to sell securities in all sectors of the
market. The reason for that is that as the interest rates have increased
over the past 10 years, this debt has rolled over--this very short-term
debt has rolled over-and the increased costs have been promptly re-
flected in the rate that the Treasury must pay.

The second factor is that the bulging of Treasury short-term debt-
the shortening of the maturity structure-has had a tendency to accen-
tuate rather than alleviate a pressure on our system of thrift inter-
mediaries, savings and loans institutions, mutual savings banks, and
commercial banks. As we continue to sell large quantities of short-term
debt, we provide in the first instance a competition for the funds that
normally flow into the thrift intermediaries.

For example. in the case such as now. if we were selling exclusively
short-term debts, we would be selling it to individuals and corpora-

*See p. 48.
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tions. As t-he economy continues to recover, however, corporations'
cash potentials will change. They would start to reduce their partic-
ipation in the short-term Treasury market, and that debt would shift
over to the individuals.

It would provide the basis for accentuating the tendency of the short-
term rate to raise and facilitate the process of disinterme'diation.

The third factor is that, to the degree this occurs. we reduce the avail-
ability of funds to the mortgage sector from what we would have
otherwise been the case. I would like to conclude by saying that the
committee, your committee, has two times in the past reviewed this
with us and supported our efforts to acquire the authority for a more
balanced delt management program.

We are very hopeful that we will be able to achieve that authority
and tell the committee that we will use it carefully if we are granted
that authority by the Congress.

Thanik you, Mr. Chairman.
[Discussion off the record.]
The CHA1IIIMAN. Senator Hansen. I would suggest that we just con-

fine ourselves to 5 minutes.
Senator HANsEN. I wish I had enough knowledge to ask 5 minutes

worth of questions.
I gather f rom your presentation, Mr. Secretary, you think it is quite

inrgent that this IIouse-l)assed bill be approved and be permitted to
become law?

Mr. Y:o. Yes, sir; I do.
We do have a situation which on the 15th of the month the temporary

limit will elapse. Since we will be back sometime in June to review
the matter further, we will have the opportunity to perhaps get into
a little bit more depth with regard to the long-term bonds, and so
forth.

Senator IANSE-N. I have no further questions at this time, Mr. Chair-
mlan.

The ChmAimAN. Senator Curtis.
Senator Cui'ris. Is the House-passed bill satisfactory to the Treasury

Department?
Mfr. YEo. Yes, sir; it is.
Senator CuRrs. Does it contain the flexibility that the Treasury has

been seeking for some time in reference to handling the debt and shift-
ing it from short term to long term?

Mr. Yr.o. Senator, it provides us with some mobility in that respect,
not as much as we had asked for, not as much as your committee had
earlier approved, but since we will have an opportunity as I mentioned
before to Senator Hansen to review this matter in June, we can do our
job within the context of this bill.

Senator CUnTs. But specifically what does it do?
Mr. YFio. This bill raises the temporary debt limit from $395 billion.
Senator CuwRis. I am not speaking of the raise, but in regard to the

interest rate and so on. n . . , a
Mr. YE.o. It redefines a note from a security that matures n 7 years

or less to the security of 10 years or less, and a note is exempt. from the
4.25 percent ceiling. That helps us to accomplish this very large bor-

rowing program that we are confronted with and to design in effect
a more balanced debt structure.
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Senator CuRs. Now, as it has been in the past, the ceiling on the
amount of interest you could pay was limited only to long-term
obligations.

Mi. YEo. It was limited to obligations with a maturity of more than
7 years.

Senator CuRTis. Consequently if you could not get the money you
needed at the reduced rate of interest you -had to go more into the
short-term bonds.

Mr.-YJEo. Exactly.
Senator CURTIS. And that makes for more obligations, and they are

due to reoccur more often.
Mr. YEo. Yes, sir, that is correct.
Senator CuwTis. So it is burdening the Treasury in two ways. You

cannot work for the spread out of obligations faling'due when you
have to comply with this rule, and that results in over the amolint of
short-term bonds.

Mr. YEo. Right.
Senator CurTis. And also it is a handicap in that it really does not

lessen the interest load of the Treasury, but, actually, it works out to
increase it, is that correct?

Mr. YFO. In the past, Senator, over the past 10 years our economy
shows that had we been able to effect a more balanced debt structure,
the cost to the people would have been less, and so I agree with both
of your opinions.

I would like to add one more if I could.
Senator CuRTIs. Certainly.
Mr. YEO. That is, if by confining us to essentially short-term financ-

ing, we impose a burden on the market, the tendency at times is to
raise short-term rates.

Second, it results in a large accumulation of liquidity being at times
dangerous. As you all know-we study growth and money supply-
one has to ask what difference is it between the 30-day Treasury bill
and something that we count as "money."

So we have to be concerned about the potential economic effects
sometime in the future of this large amount of short-term financing.

Senator CUTIS. If the Treasury is able to shift the greater portion
of debt to long-term obligations, does that work to the advantage of
the rest of the economy, the private sector that has the need for
borrowing?

Mr. YEO. We are confident, sir, that a balanced debt structure will
contribute to the rest of the economy, contribute to the orderly invest-
ment of American economy and to stable financial markets.

Senator CRUTIS. Now, wvhen we refer to this as a debt ceiling, in
reality the way it works out is that it is not a request on the part of
the Treasury for the authority to pay the billions for the spending
that has already taken place.

Mr. YF.o. S senator, it is a request for the authorization to issue the
debt limit necessary to pay our bills.

Senator CUT'Is. But it in itself does not create more bills.
Mr. YEO. It in itself does not create more bills. As you know well,

we have also had a record in this country of paying our bills on time,
and it is a distinguished record.
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The result, in fact, is that the U.S. Government securities are the
finest in the world.

Senator Ctnrris. What I am getting at, you need the vote of people
in the Senate who are opposed to deficit financing and'the point I
am trying to make is that this is not a bill to authorize more spending
either by appropriation or by the back door but rather a bill that
grants to the Treasury the power to borrow enough money to meet
the obligations that have been created and will be created by other
votes in the Congress; is that right?

Mr. YEo. This bill will enable us to meet our expenditures, to pay
our bills on time, yes, sir.

Senator CURTIS. And if you could not borrow the money, the Gov-
ernment would still have the debt.

Mr. YFo. Yes, sir.
Senator CUrrIs. That is what I am trying to find out. That is all,

MIr. Chairman.
The CHAIRMAN. Senator Byrd.
Senator Bi-xD. Mr. Secretary, as I understand it, the debt at the end

of the current fiscal year, you anticipate that the debt will be $621
billion?

Mr. YEo. That is our estimate. Yes, sir.
Senator ByrD. And you estimate in your statement for the fiscal

year ending September of 1977 is a debt of $707 billion?
Mr. YEO. Yes. sir, that is correct.
The CHAIRMAN. Senator Byrd has to leave temporarily, so I will

call on Senator Mondale.
Senator MfONDALE. Mr. Secretary, your two amendments would give

the Treasury the ability to borrow an increased amount in the long-
term market. Given that the short-term rates are low relative to the
long term notes, why would you now want the authority to borrow
more in the long-term market

Mr. YFO. Senator, we do not anticipate a situation which we would
actually shift some of our outstanding debts into the long-term area.
In other words. I would have to report to you that in all likelihood the
average maturity of the Treasury outstanding would be constant at
a little bit above 2 years, or perhaps be reduced further despite this
increase in the debt management latitude.

It is quite accurate, as you point out, that at the moment the short-
term rates are lower than the long-term rates. It is also accurate that
we have a substantial amount of short-term debts outstanding that
will be adding to it. The final thing, and the final point, Senator, is
that if these short-term rates would increase, it is quite possible from
our experience in the past, that costs of short-term financing rela-
tive to long-term financing might be the same or higher.

Let me give you an historical example. In 1966, early in 1966. we
had roughly the same relationship, the levels were different. If we
had financed with, say, a 10-year note at that time, if my recollection
is correct, we would have paid about 43/4 percent. That 434 percent
cost, although higher than the cost of short-term Treasury hills at
that time, would over the course of time have saved moey for the
people.

Our purpose in terms of a debt management is not to attempt to
structure the debt in such a way as to anticipate interest rates---
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Senator MONDALE. But in 1966 were we not near full employment?
It nade sense to finance in the long term market then-to slowdown
private investment a little. When we a re trying to p1zll out of the
recession, we want to encourage private investment. 1rouldnt increased
long-term borrowing impede private investment just when we vant
to encourage it?

Mr. YEo. I do not believe so, Senator. As a natter of fact., I believe
that during the period such as the third quarter of 1966-when the
economy was operating at full capacity, when we were experiencing
our first period of disinterilediation and when mortgage rates were
rising-sales of long-term Treasury ebts, unless there were other

factors, might not have been visible.

I think that what we have learned over the last 10 years is that
we want to avoid a situation (luring the period of the early phase of
the recovery where we sell a large amount of .0jort-tevln debt that
later on creates difficulties for a sustained recovery, sustained
expansion.

Senator M'[ONDALE. Mr. Chairinan.
I would say that when there is this big spread between the short

term and the long term, and when by going into the long terml we not
only pay greater interest costs but we also increase the competition
with the private industrial borrowers at a time when we want to en-
courage private investment, this authority does not make sense.

Ir. YE~o. Mr. Chairman. I would like to ma ke two points.

No. 1, we %NOul(l plan to it:e it j udicio isly. if granted by ti Congress.
Second, I would like to reiterate the problem that arises during a.

period in which the economy is starting to recover. W hen the economy
is starting to recover, we sell exclusively short-term debts in part to
corporations, who have billions of dollars available for investment.
As they start to increase their capital expenditures-as we surely
hope they will, and expect that they will-they start, to sell those short-
term securities. I share the Senators concern if we want to have a.
debt management program that facilitates early recovery, it would
mean a balanced debt program and not exclusively selling seeilcrities
in very short-term areas or for that matter, as the Senator sitggests,
exclusively in the long-term tirea. which we certainly are not
proposing.

Senator MONDALE. Thank you.
The CHAIRMAN. Senator Fannin?
Senator FANNIN. Thank you. Mr. Chairman.
Just to continue on with this prol)lem now. as I uderstand it. the

level of the debt now in terms of a period is aro, nd -2 years onl the
average; is that it?

Mr. YF.o. Yes, sir.
Senator FANNIN. What was it 5 yeais ago? What was it approxi-

mately, I mean?
Mr. Ym-o. It was about 21, years.
Senator FANNIN. A great l)rolble . as I 4ee it. and as Secretary

Simon emphasized, is that we will need from $4 to $4.5 trillion in the
market for the private sector in the next 10 years-.4.5 trillion; $1
trillion of that is estimated to be needed for tihe energy)rojects. I
(1o not know how rapidly it, is going to develop). however, I hope it will

he in the near future because we are trying to give every encourage-

67-62-76---- 3
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ment possible to programs in energy development so that we can be
-Aidendent upon foreign sources.

But do you feel that what you are doing now is going to help
alleviate that situation? In other words, as you stated, the competi-
tion with the Federal Government is not in the market where they are
causing the competition or that would result in greatly increased rates,
and all, but as we approach that period when all this capital forma-
tion going to be needed. What will the situation be if we follow the
procedure you recommend?

Mr. Ywo. I think that in terms of debt management, if we provide
authority for a more balanced debt management program, that we
will facilitate the capital formation. The thing we would like to avoid
at the Treasury is in any way through debt management-given the
size of the deficit, just concentrating on the debt management aspects
of it-any acts that would in any way contribute to a reoccurrence
of these stringencies that we have experienced in 1974, that we experi-
enced in 1969, that we experienced in 1966.

The second factor, that, I perhaps have not developed as well as I
should have, is that there are economic implications involved in hav-
ing so many liquid assets. The problem is that there is not a great deal
of difference between the 30-day Treasury bill, in my judgment, and
money as we define it for our' statistics. That presents a situation
where at some time in the future a steady accumulation of liquidity-
in part, because of the debt management practices-could impair
our ability to produce what I think we all hope will be sustained eco-
nomic recovery.

The recovery could be endangered.
Senator FANNIN. Well, you have two goals in mind. You have one

to naturally sustain this recovery.
We are in a recovery now. From the standpoint of the interest that

is involved, what is it running? About $45 billion ?
Mr. YF.o. Yes, sir.
Senator F.\-,ix. So the projection that you have is that if we do

not take or if we do not follow the procedure that you we-e outlining
as far as having a long-term balanced program, the greater percentage
of it where we'have an average of 2 years, what average would you
point for?

Mr. YEo. To be realistic I would have to admit that given the size
of the prospective financing, that we would be in my opinion fortunate
if we could maintain the average maturity that, we have now.

Senator FAXNIN. And the average would be 2 years. Do you feel
that that would be acceptable?

Mr. YFEO. I would prefer personally a longer average maturity.
Senator FAIN-. But you are concerned about being able to main-

tain the 2 years?
Mr. YF:o. Yes, sir.
Senator FxNNI. Thank you, Mr. Chairman.
The CHAIRMAN. Senator 1Brock?
Senator BROCK. You said, Mr. Secretary, iust a minute ago that. the

anticipated level of debt in 1.978 will be $707 billion?
Mr. YFo. Yes, sir.
Senator BROCK. And $621 billion?
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Mr. YEo. $621 billion as of the end of this fiscal year.
Senator BROCK. That is an $86 billion increase. From whence does it

come?
Mr. YEo. It is the result of the 40-percent growth in expenditures

over the last 2 fiscal years. It is it cyclical slowdown in the growth of
receipts. As you know. Senator, this is the result of expenditures and
receipts on the basis of the President's budget.

As you know, the Treasury. . Department suggested that a deficit of
this size can have a substantial adverse effect. The Secretary and I
have testified on this many times.

Senator BROCK. I know your position well. It is one that I share.
My question really oes to the type of increase in the. President's

proposed deficit that we have been presented for fiscal 1976. It depends
on which figure you used, but his figure is about $43 billion and ours is
$46 billion and ours is better than his because of the change in com-
putations that were made.

Now, how do you get from $46 billion to $86 billion?
Mr. YF.o. I would like to ask Mr. McOmber to answer that.
Mr. McO.rRBF.R. Senator, first of all, the deficit figure is $43 billion,

but let's proceed from there.
Senator BROCK. It is $46 billion. MNaybe your estimate is $43 billion.

but your estimate is wrong, I think that we have already demonstrated
that because you have made your own changes. I think the chairnar
pointed out in our session a couple of days ago that the administra-
tion's own postulates have been changed, so your figure is wrong.

But any way--.
Mr. .cOMB . In any event, let-us wove from either figure.
In talking about. the increase in the l debt, we. also have to talk abmut

two other factors that affect that deficit..
Primarilv one of them is the fact that the debt is affected by the

amount that the trust funds are going to purchase. So. in effect., there-
fore. the. amount that we, have to talk about is in terms of the Federal
fund deficit rather than the net deficit.

The Federal funds deficit adds to it $55.5 millionn for 1977.
We also have to consider the fact that in between 1976-in between

June of 1976 and fiscal year 1 977-we have a transition quarter. There
is a further Federal fund deficit of $15 billion in that period.

That gets us-that adds a total of some $70 billion. Further. thereare deficits that have to be financed in the Office of the Budi.t. Thbse
add for the transition quarter some $3.9 billion for the 1977 fiscal year,
soma $11.1 billion.

If nmy arithmetic is correct, and we start with $621 billion. we can
.( et up to between $700 billion-$600 billion and $707 billion-on that
basis.

Senator BnocK. Tell me azain about the $55 billion. Does that
include the deficit in the trust. funds?

Mr. McO3fBEP1. There is, in effect, a surplus in the trust funds in that
year. That surplus buys securities as required by law that, therefore,
add to the deficit, add to the amount of debt held under the limit. So,
we also have to consider the difference between the unified budget
deficit and the amount of the Federal fund deficit.

When we consider the fact, that there was $43 billion estimated
budget. and $12 billion surplus in the trust fund, that means the
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Federal fund deficit is $55 billion and that amount is added to the
deficit as a result, of the budget's transactions.

Senator Bitoci. Well. one final point, and ny time has expired. but
if my calculations are correct based on what you have said, Wxe will
be required to refinance a miinimml of $30 billion a month every
1lonti), that is $1 billion a day. Tiat is based (il your projected scled-
ule and it is insane to talk aboit it.

We are trying to get through an economic recession, and aiyho(ly
that. thiinks corporate financing is for 30 or 40 years is out of his gourd.
You do not inauice that way in corporate filnallinr

All we are (loing is raising the"interest rates for ordinary living and
creating more ilflalionl. Somebody ought to estalish a more rational
p~olicy.

T'anilk you very imueh.
'[he Cir ll , tN. I assume that you brought with you the clarts

which I usually request, which were printed in the learing on the (lelbt
limit bill held June 25, 1975. )o you have those tables for us?

Mr. YEo. Yes, sir.
The CIAIRINI\N. I will ask that they be included in the hearing

record, and I woluld also like tlem reproduced in the committee report.
I think that it. adds somfe perspec ive to what, we aIre trying to do.I

Now, one of the charts that we had the last time related to what the
estimated net. public and Government and private debt is. I notice
-ltat the net Federal debt in 1974 was listed at $360.8 1)illioh.

Would you explain for us the difference between the overall debt
and the net Feederal debt that is reflected by that chart? 2

Mr. YEo. Mr. (hairlamn, that is different. It is a borrowing front the
public, and imlu(les the Federal Reserve holdings. The Federal
Reserve, as a result of its open market operations. from time to time
l)urlhases and sells I.S. Government obligations as welt as U.S. agency
ol)ligations and bankers' acceptance. The bulk of the Federal Reserve's
OI)en market operations are concentrated in the U.S. Govermnent
securities. The net privately held debt deducts the Federal Reserve's
holdings.

The CIIAMMA.,. Let me just get that a little bit straight in my mind
ilso.

The amount of bonds that the Federal Reserve is holding, I assume,
.depends upon the amount of money the Federal Reserve thinks the

economy needs in circulation. Is that correct?
Mr. Yo. That is one of the ways. That is correct. They have other

tools. They can reduce reserve requirements which, in effect, applies
a more powerful multiplier to the monetary base or they can change
the monetary 'base.

One of their principal ways of doing t!at is to purchase U.S.
Government securities.

The CHAIRMAN. And when the Federal Reserve purchases these
securities, in terms of an expanded money supply they issue the money
and hold the bonds?

1 The charts referred to appear in the committee report, S. Rept. 94-687, and at pp.
*57-65 of this volume.

2See table 4.
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31r. YEo. The way it works, Senator, is that they go into the open
market and buy those securities for the open market account, then hold
them. Sometimes they hold them permanently and sometimes they sell
them back to the market. It depends on whether they are attemi)ting
at the time to faciliate expansion of the monetary base or whether they
are trying to curb the growth in the monetary base.

So, they purchase and sell U.S. Government securities depending oil
their monetary policy.

Senator BRocK. Excuse me, if I may. It is not just the creation of
cash. They are creating a. reserve.

Mr. YEO. They are creating a reserve.
Senator Bioci. TIhev go into the reserve portfolio system so that

you can loan more than'$1 for every dollar that you have in that reserve.
So that is the multiplier effect?

Mr. YEO. Yes. What they do-one way of describing it., Senator-
when they purchase securities, they add to the monetary base. Tlhen
there is a multiplier on top of that base that. multiplies that base and
creates additional credit based on the increments in the monetary base.

So, it is not as the Senator suggested, it is not one on one. It is one.
on one only in that it adds to the monetary base.

The CHiIrRN\. I find myself thinking from time to time that the
difference between those two figures, the gross debt and the net debt, is
the amount the Federal Government owes to the Federal Governnewnt.

)o you explain it that way?
Mr. Yvo. That is certainly an acciiiate way of looking at it. I look at

it, frankly, a little bit differently. I look at it in terms of the Federl
Reserve's purchasing and selling securities. We are never sure., altluh
historically there always has been a base. we are never sure that ol a
specific security that we are going to hold it.

So that the way I look a it, Mr. Chairman. is that this is the nmnoe-
tary base. This is the way we effect the monetary base and the nwthod
by which we control bank credit expansion.The CHAIRMAN. I have tried to explain this to bankers and others
who sometimes get worried and feel insecueiv about the size of the
Federal debt. I just fi (l itself asking how m11uch are we going to pay?

If we were going to put this country through the purge that it
would take to pay off the whole debt or- drastically reduce it, if we
raise, enough money or tax away from the people enough to pay oJT
tie privatelyy held debt, would it b)e adequate or should we go ahead
and )ay off the part the Federal Go'vernment owes to il self.

W1 hat do you think? Should we try to pay off the whole debt or
just pay off the part that. is held privately outside tle Governmentitsel f ?

Mr. Ymo. Well. Mr. Chairman. I think the thing that concerns people
is time growth in the Federal (lelbt and I have to ,dmit that it concerns
mie and has for some time period. I think the reason it concerns a lot of
1)eople is that we have learned over the past 2 or 3 years that inflation
has had a very umfortmnat4- effect on out- particular system.

We have also learned that to avoid inflation we have to pursue
policies that some might call "moderate": others call even "conserva-
tive". We have to pursue policies which will contribute to the economic
stabilization.

LPtT IPY £VAn I
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I think really, personally speaking, that the part that concerns me
is the privately held part. The reason for that is that if the debt be-
comes very, very short, I fail to be able to distinguish in my own mind
between, as I said before, very short-term securities in the hands of the
public and additional money in the hands of the public.

We are still affecting liquidity. We. are affecting the holdings of
liquid assets. This is a dimension of the debt and debt management that
has not received much attention in our country, in part because we
have not had a deficit of the size that we are in the middle of financing.
The part of the debt that concerns me is the privately held part.

It has the capacity to deter our progress toward economic
stabilization.

senator BRoCK. If I can interject again, you just simply must not
say that there is half the debt that we owe to ourselves and half of the
(lebt that we owe to somebody else. If that were the case, and we only
had it in the left pocket instead of the right pocket, Mr. Chairman, we
could save an awful lot of interest payments just by canceling that
obligation and saying that we do not care what pocket it is in. In fact,
if you did that, you would have no monetary system at all.

Isn't that correct? You simply could not survive if you wrote that
debt off? The monetary system would, because that is the monetary
system. It is a valid debt and obligation which we must pay and which
we must pay interest on. If we did not do that, there would be no
system.

'We would then have no economy.
The CHAIRMrAN. What conerns me is that those people who are most

upset about the size of the Federal debt would be a lot more upset
if we tried to pay it off. You cannot do it with an income tax. That
would bring the economy to a screeching halt and provide such a dis-
turbance that it just would not work. The people would not siand
for it.

We could impose a capital levy, though I am not advocating it. But
if you insist on paying off the debt, you could spare those people who
have a net worth of less than $3,000 and say that everybody else will
pay a levy of 20 percent of what they have &above that. If we do that,
the people who would get hit the harlest would be the people who are
the most concerned about the size of the debt. I think that they would
be most dissatisfied.

We would be no richer and no poorer. We have a public and private
del)t, and the best guess that I can give from the public and private
debt structure-how much is that debt? About $3 trillion?

Mr. YEo. $3.2 trillion in December 1974.
The CHAIRMAN. Just for a layman here guessing, that is not too bad.
Mr. YEo. I Could not even guess. I would have to look.
The CH.IMAN. It is not bad since it has probably changed since

yesterday.
Mr. Yi:o. It certainly did.
The CITAI1I.rfAN ,. The last t iem I was trying to figure what out net

worth is, it worked out to about $3 trillion. 'Where do you put the
net wort h of the entire American economy ?

Mr. YEO. I do not have an estimate, but based on your record, Mr.
Chairman, I certainly would not object to that.
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The CxIAMAN. Well, let's see if I come close on this. I put it at
$3 trillion. Now I was asking some bankers the other day something
that I thought a man who had less education could answer more
easily than them. Suppose we pay off the whole $3 trillion that we
owe. Would we be richer or poorer? And if so, by how much?

Mr. YE o. Our net worth establishes how wealthy we are.
Our net worth establishes how much we are worth.
That is, it measures our wealth. That is, if we could somehow

extinguish the $3 trillion in liabilities by the liquidation of $3 trillion
in assets to someone else, our net worth would not change.

The CHAMMAN. So if you owe $3 trillion and you have a net worth
of $3 trillion, you pay it off and your net worth is the same amount.
By the time you get through putting the country through a wringer,
your net worth would be the same thing as before.

You might have changed the relationship. For example, if the aver-
age man was holding about $16,000 worth of bonds, by the time you
get through taxing it away from him, basically you would have taxed
him heavy enough to carry his share. By the time that you did this, he
would probably think that he is poorer when, as a practical matter,
that is his share of the debt to begin with.

I believe we ought to keep in mind that we have the capacity to
pay this debt. I think we have the taxing ppwer to do it, especially
if we have the taxing power to put a levy on the American people.
I do not advocate it, but we do hav e the potential to pay it although
I must admit it would be quite an upheaval if we did.

Have you though about that part of your job? I should think you
would think about things like that.

Mr. YEo. Yes, sir. We certainly have the capacity to pay it, to pay
our debt. That is one of the reasons why there is no finer security in
the world than U.S. securities, because we all know that we can pay
that debt. We have the income flow and we have the resources. We
agree with your analysis entirely in terms of our net worth. The
most unfortunate thing, of course, would be if the people decided
that they would cancel one side of the balance sheet and keep the
other side.

There are two ways you finance economic growth. One is through
debt, and the other is through earnings. They are interrelated.

In our country over the last 10 years we changed the ratio in
financing. We had a large increase in debt. For example, the debt of
nonfinancial corporations in this country, if my memory is correct,
increased by three times in 1965 through 1975. That reflects the de-
clining role of profits.

The consequence of that debt can be, if it continues, to increase the
sensitivity of our structure to the effects of a period of recession. So,
while it is quite true that we can pay our debt, it is also true that-
particularly in the private sector-'it would be better if we could
have a little better balance between the role of retained earnings and
the role'of debt and in financing economic growth.

The CiTAnM AmN-. The corporate debt structure, by the last figure
that I have, was about four times as much as the net Federal debt.
That is, th, net debt owned by corporations was about four times
as much, as that, owed by the Federal Government.
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Now. in that area we could just by tax laws dramatically reduce
the corporate debt structure. All we )iave to do is shift the tax laws
around so that the taxes would be far lighter on corporate dividends.
afld maybe you could itake that dividenl income far more attractive
comn)are. to the debt income. If we. did Nisiness in that fashion, yoi
might persuade a lot of people to switch their lmnds over to stock
illstea(. anld vOil would! (la-4ticallV re(liee the Col)orate debt. You
have given some thought to that kind of idea in the Treasury. too,
have. you not ?

Nil. YEO. Yes, we have. We have made legislative proposals, in fact.
regarding the capital formation. I think that is one of the greatest
)rOspec(ts for a change il this relationship-that is, the prospect that

I think we have more st al)le prices. I think that in terms of the prosp'ct
,)f iml)roved 1ice stability that is before us-and which I certainly
pesolally hope we can cojtinue-will do a great deal to alleviate the
colnt inuation of heavy reliance on the debt.

The (lIAT1INtA-N. Thank you very much.
Senator Byrd?
Senator' BYlR. 1 must say that I am somewhat surl)rised as to some

of your replies to Senator Lnlg.
i think that. Senator BIocl'k is right on target ill the sul)jects that

le has opened up.
Iet n see if I unlerstahld t)l( SitilUtiol :'..(ci1' telv. You have testi-

fied that the debt will be $6;'21 million oi June 30. 1976. You have testi-
fied that. it will go to '.7 )7 I million at tlu, l of fiscal year 1977. 'T'l:it
is al increase of S86 billion.

What ha's beeln the official administration e-timate of the deficit for
tl, niew fiscal year ?

M r. )Eo. 'lit is based oin t le current tisc.al year.
Senator B]yi). The c' 'remlt fiscal year. veb. I t I am speakilii now

of fiscal 1977.
Mr. . million.
Snl1ator ]lyi). Isn't that a totally mnisleadill figure ?
Mr. YI:o. No. Sir. 1 d) not believel it is.
Senator ByR). Well. your own figures .say that and you have ust

meitlioned it., which vou confirmed to me elrlier in the session, that
tle debt will go up .S',(s billion in a 15-montl )eriod. That imludes a3- onth trailsition period.

Mr. YEO. We have tie effect of the transition quarter. "Tle total
amount to be finalnced in the transition quarter we estimate to be S18..9
billion.

Senator Iin). Am way vou look at it. if your figures are ae.urate
an( you can sustainohl le a'cc'racv of them. tile debt will increase s"86
billion in a 15-month period, is that not correct ?

Mr. YEo. That is correct. Senator.
Senator BYRD. Yet we are being told the deficit will only increase

•4S" billion in a 12-month period. I say that tle peoi)le are being m1isled.
From the beginning I felt, that $43 billion was not an accurate
figure, that it was too low. these figures today show all the more that
it. is not. an accurate figure.

Mr. YEO. Senator. the figures that we have provided are consistent
with our estimates for fiscal year 1976. the transition quarter. and
fiscal year 1977. Now. I will concede, sir-
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"It'llur t YRD. That is correct. It is a 15-month period.
Mr. YEo. The estimates include the transition quarter and the off-

budget financing requirements.
Senator Bym. This is a deficit in the Federal fund, is it not?
Mr. Ywo. That is correct, plus Treasury borrowing for off-budget

Federal agencies.
Senator ByaD. That means that you take your receipts from the Fed-

eral funds and your expenditures from the Federal fund category, and
you subtract one from the other and you get the deficit. The difference
you have to add to the debt. is that not correct?

M[r. YEo. That is essentially correct, sir.
Senator BYRD. If you are going to have $43 billion as a deficit for

fiscal year 1977 and then yoni include the transition period, and you
end up with a $86 billion deficit, that means the transition period would
le $13 billion, which, of course, it isn't.

M[r. YEO. Jet me go through this first onl a unified budget basis.
Senator BYim. The unified basis has noting to (1 with the increase

of the debt.
Mr. YE-. That is correct. but on the unified budget basis our estimate

of the. deficit for fiscal year 1977 would be $42.975 million. On the
Federal fund basis ouir estimate of the deficit is $55.5 billion.

Senator BYrt. Then that is another way of saving that your trust
fllnd, Social Security Trust Fund, will be in suirpus by about $12
billion.

Mr. YEo. That is riglt.
Senator Bymo. Before we leave that, is that what your surplus is,

"12 billion in the Social Security Trust Fund ?
Ir. YF:o. $12.5 millioni sulrl)1s for all of the trust funds in fiscal

yea r 1977.
Senator BYRi. $12.5 bill ion.
MNr. YEo. Yes, Sil'.
Senator Bymn. Yet vou ask for an increase in the social security

taxes?'
Mrl'. YEO. An incrTaS(e in tle social secuiritv tax is based on the over-

all position of the Soi'ial Security Trust Funid.
Senator BYRD. I am ratlier surprised that you anticipate a surplus

of S12.5 billion in the Social Security Trust Fund.
Mr. YmO. Those are all the trust funds. Senator.
Seniator ByRD. Well. the )ulk of it is tle social security.
M11r. YEO. I will give you a breakdown. sir.
Mr. MCONmwn. I do iot have the precise figures as such.
Senator Bvyrn. As a practical matter, the bulk of it is the social

secIuritvy?

Ii% YEo. It is scattered in a number of fmds.
Senator Bm). You have only two big trust funds, social security

and highway. The retirement is a small one. You must be expecting
a bity surplus in the Social Security Trust Fund.

What will the deficit be for fiscal year 1976 ?
I'. YEO. The trust funds will be in surplus by $2.5 billion in fiscal

year 1976.
Senator BYRD. So, you are going from a billion dollars-
Mr. YHO. Well, there is a $2.5 billion surplus in fiscal year 1976,

PqT- rPY IRVIA IN F
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a $1 billion deficit in the transition quarter-and a $12.5 billion sur-
plus in 1977 is estimated.

Mr. McO.iiBE. That is for all the trust funds.
Senator BYRD. For the trust fUnds, you are going from a surplus of

$2.5 billion for the fiscal year 1976 year to a $12.5 billion amountt for
fiscal 1977, but your Federal fund deficit will be $86 billion for the
15-month period?

Mr. Yo. Our Federal fund deficit will be $70.5 billion, including
$15 billien for the transitional quarter, $55.5 billion for the. fiscal ),ear
1977.

In addition to that, we have in fiscal year 1977 off -budget outlays
to he financed according to my data at $11.1 billion in the fiscal year
1977, and $4.0 billion in the transition quarter.

I think you will find, Senator, that those figures add up to the
changes in the debt that we anticipate.

Senator BYRD. If you do not mind let us go through those again
and see whether we get the $86 billion.

Mr. YEO. Why do we not do it then? If I could, Senator, we have
a Federal fund deficit in the transition quarter of $15 billion. We
have a Federal fund deficit in fiscal year 1977 of $55.5 billion. That
is a total of-

Senator BYRD. $70 billion ?
Mr. YE:o. We have an off-budget outlay situation in the transition

quarter deficit of $4.0 billion and in the full fiscal year 1977, $11.1
billion.

Senator BYRD. That makes it $16 billion in round figures which
gives us $86 billion but that is, I say again, that is a long way from
the $43 billion that the public has been led to believe there will be.

Mr. YmO. Senator, I cannot in any way dispute-and I am not-the
thrust of your comment. There is no question in our mind that this
is the prospective financing that we have to do and it is an accurate
measure of the debt management problem that we are attempting to
deal with.

It is in large part why we are asking the committee for increased
latitude in the manner in which we can handle this debt.

Senator BYiRD. Did I understand you to reply to Senator Brock that
the refinancing to be required would run to the rate of $30 billion a
month?

Mr. YEO. Yes, sir, that is correct.
I qualified my response to him by saying that that is our estimate.
It is in part a function of the maturity of, the new debt that we

sell- -

Senator Bi'X. Would that be through the entire fiscal year that you
aro speaking of ?

Mr. YEo. Well, for the first 2 months-well, let me. give you an
example of what happened for the first 2 months of this year.

Ve borrowed an average of $9.5 billion per week. For the coi-
parable period in 1975, the figure was $5.5 billion per week. You are
quite correct, Senator, depending on what we do in terms of the
maturity of the new securities. For example, if we sold them all in a 3-
month maturity period, just using a hypothetical example now, that
that would, of course, create an even more significant financing pic-
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ture. Now, if we sell it on a balanced basis the impact-as measured
in terri of how much we have to do each week or each month-is
reduced. That is one of the reasons we want this latitude. -'

Senator BYUD. Would it be reasonably accurate to s§Ay that during
fiscal year 1977 that you Will need to refinance at the rate of $1 billion
a day?

Mr. Yto. Yes; that is the prospect.
Senator Byrm. In other words, $300 billion annually? $300 billion?
Mr. Yr.o. On the basis of the amount that we have to raise aid on

the basis of the debt maturing during that year, this is again by the
question of what we do now, but it could be as high as that.

Senator BYRD. WVell, how do you envision the interest rate, say a
year from now?

Mr. YEo. Senator, I am not prepared to make a forecast of interest
rates a year from now.

I would not even want to make an inference as to what the interest
rate will be a year from now. I think you can understand my position
in terms of not being able to make such a prognosis.

Senator BYD. Well, let me make an observation and maybe you can
indicate whether you agree or disagree with it. It seems to me that
1976 will be a relatively stable year and I think it will be a good year
businesswise.

When we compare it to 1977 or going into 1978, that is when this
country is going to have a real serious problem. I am speaking now
of the'inflationary nature of things. Would you care to comment on
that, sir?

Mr. Y o. Yes, Senator.
I would agree with you that the prospect for 1976 is excellent. I

believe that we have the capacity and the policies to avoid the types of
problems that have characterized the later stages of the expansions in
the recent past.

I believe that we have made significant progress within the country
in terms of people understanding that inflation is bad for business.

Senator BYRD. I think that people understand it, but I do not think
this Washington understands it. I do not believe my colleagues in the
Congress understand it.

Mr. YEo. Senator, I think that we have to-we have the capacity to
avoid the kind of problems that we have had.

Senator BYnD. What capacity to avoid what?
Mr. Yr.o. I think that the monetary policy that we are pursuing. the

fiscal policy that we are endeavoring 'to pursue and the debt
management

Senator Byirn. The fiscal management policy that we are endeavor-
ing to pursue? LAt us take the fiscal policy we were pursuing for fiscal
1971 where the Federal fund deficit was $30 billion; for 1972 it was
.29 billion; for fiscal year 1973 about $25 billion: for fiscal 1974. ,17
billion ; for fiscal year 1975 $50 billion.

'Then for fiscal year 1976 it will be $79 billion.
During those 6 years, the total deficit has been $231 billion.
Now, I do not regard that as an outstanding record. Then for 1977,

inclidina the transition quarter, it will be $86 billion.
I think that we were not on a very sound basis and I think that this

country will have to pay the price for it at a later date. It will pay the
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price in my judgment. at a later date beginning somewhere in late 1977
or 1978. I am glad that you are more optimistic than I am, but you still
have not given me very much cause for the element of your optimism.

Mr. Yo. W ell, Senator, I would agree with your characterization
regarding the size of the deficit of the past.

Senator Bynm. And the past, is not as bad as tie present and the
future. Tile present is worse by far compared with anything in tme
history of the Nation. Nothing'could compare with it, and next year
is not going to be much better-almost as bad.

Mr. Y o. Well, there is a key in terms of the past Tile stimulus that
I think we all realize was excessive resulted from the size of the. deficit
and the manner i~l which it. was financed. I must confess that I feel
fllore Optimistic regarding the future than yol do. Senator. I thinktlat Ii smare your concern and your analysis rvega ring thle past.

1 hope we have learned from th last, both in terms of theamount
of stimulus-this fiscal year you will have al .,88 billion deficit. and
inl the next 15 months you will have an $86 billion deficit on tie basis
of the Federal funds Itdget alm including off-hudget agency deficits.

Well. yo0u know. Senator, there are some who feel that tlu, deficit
is il(le(jiate. based ol the condition of the ecomly. I do not slhre
their view. I think that the 11residenit's budget is al)propriate for thl
CO'iditioll of tile ev)lOlill'V. assilm ling that it is tillan,'ed il such a way
that .Idditiiolmal stiumilus beyolld the cal)acity of the economy is not

,ovi(h.(l. I think that is the key variable.
Senator Bllm). I ti ink that weale oiiio to have a difficult time, 4et-

tiiigr it mnder control.
M I. Y:o. Senator. we lave a -Sr\e(, Oas yo know. tii(, I(and t iivw agaim

against the size of tle (leficit posed.
Senator Byin). Well. that is wlyv. I aim sitlI)ris,(t to hear your (()ti-

]ilelits t(Any.
Mr. YE . But I lo tli ik that til(, lresidvit's mlidget is all)PiOlriate.
Senator Bluv). Well. tlhat is a ,ood )arty line. I Sup)ose.
'Mr. Y,,. No. I Imean it. I think it is a)p)ropriat to tile condlitio ls of

tle (eC:onlomyi.. giveil the way ill wlivIl it is fim )vl. And liow, lphlilo-
sopliallv. I won l,! like to see 1s--anld I t lilk that we call-love to a
Salamcel budig'et. T think that that ought to he. and is, Our target.

Senat.m' BYRD. 'oil are moving ill J)reciselv t l'oll)Posite way. Mr.
SvcretaIy, a id you r Iiimes sh ow that.

MXr. Y'-(). Seln. stnator, I (o llot Iflinlk Ihat we Ilre mlo\ilg exactly
inl tile t wa\'. T llinilk lat we are moving in t he direction of a
1blallel 1)u(lgt. Th'e (I1'Stiol is wli('tlil" the ( mo,_we,, will IIt us ha'e
a lNalalv,(1 l)u(lget. and. hop)efulfly. by fiscal I979 or earlier. I tllink
that it is not a, matter if I cmiul say so. sir. of convert ing lhe Treasurv
1 )epra m inp t. 'Ve a ' colivepted.

Senator BImu. Well. I thought vonl were converted 1ntil I lhard your
lestinmov this 111orIimlm.

Mr. Yj.:o. I can assure you that we have not had a relapse. We I)e-
lieve that. the hbidget that lhas eeii prepared by tie President is al
al)l)roprial. onp for the vir i'unstances we are operating under.
As an objective, we woild like to see a balanced Widget as the ,,o)t-

onl)v moves toward a greater utilization of its capacity. I would acree
witl your (ha ract(,rizatioji regarding tle size of the budget deficit of
the past.

i BEST COPY AVALE
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Senator IhYr. We had made progress in one respect. Several year's
ago before Bill Simon came into the Treasury. we used to be harangued
by the Tiiasury that the budget was balanced in a full-employment
basis. One of the most encouraging sigils is that I have not heard any-
one in the last couple of years mention the full -einloyment budget.
I want to say from my point of view that it is a heat sign.

A disturbing thought to ie. Mr. Secretary. if you avid up these
deficits, you will find that by the end of 1977, if your figures are cor-
rect, and they will probably be higher than what yo.. predict, but
anyway, let. us assume that, they are correct. That will nieun that 45

percent. of tie total of tile. 1ati'onal debt will have been ,.mated in T
years and 3 month h. To ne, that is a very alarming figure. 1 admit it is
not alarming to the Congress, and I admit that it is not alarming to a
lot of people. But to me it is a. very alarining figure, that $317 billion
out. of a total debt of $707 billion, which will have been created, 45 per-
cent; of the total debt, will have been created in 7 yeals and 3 months.

Mr. Yr:o. Senator. I find, as I have tried to comhunicate, I find this
to be a cause of concern myself. That is why, ,.iven the size and dimen-
sion of what we are talking about, that is 'lhy it has to be financed
in tle balanced fashion.

Senator BYR-D. I am not objecting to that at all. I am just objecting
to the size of the deficit. I am not sure that 1 liderstand your reply
to Senator Brock that the net debt. to which the ceiling applies is after
deducting the Federal Reserve total. Is that ('orre't

Mr. Y}:o. It applies to the gross. That was the chairman's qlestion,
and the ceiling applies to the gross debt.

Senator 1yiu). Which would include the Federal Reserve?
.Mr. YFo. Yes, sir. In my judgment, it is quite appropriate.
Senator Byno. I agree with 'ou, but 1 wanted to be sure. I think

that I misunderstood you, but I thought thatt you said it applied to
the net debt a after the reduction.

Mr. Yo. No, sir.
Senator BYron. In predicting the interest charges on the debt, you

put it at $45 billion for the fiscal year 1977?
Mr. MCOMBFII. That is correct, sir-.
Senator BYRD. I know that you have projected tle interest rate will

drop to 5.5 percent, in 1977. Is that a realistic projection?
Mr. Ymo. I believe that it is a reasonable basis for this kind of pro-

jection, Senator.
Senator Bym). Then, I assume that you feel that the interest rate

will continue to cone down?
Mr. Y}:o. The 5.5 percent is on the basis of tle rate at. the time the

estimate was made. I think that if you have a copy of the budget, there
is a footnote that says the "average i'ate on new issuWs within the peri-
od,"' and I cannot give you an interest rate forecast.

Senator BYai). Well. your budget does use that on page 25, under the
heading of "Projection.' It gives a forecast. of 5.5 for fiscal year 1977.

3r. McOlmmwn. If I may say so, that is not initenlded to be a forecast,
as MIr. Yeo has indicated. We (1o that because we need some sort of basis
for estimating tle interest. As a conlveieuice. wve sillmply use tie interest
rate that exists at the time we Imake time estimate. and maike no such
forecast, because none of us can forecast the interest effectively.
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Senator BYiw. So, if the interest rate goes up, the $45 billion goes up.
Mr. YEo. That is correct. It goes up.
Senator BYRD. I realize, of course, that it is not the Treasury De-

plartment. which has the final say-so on thesa matters. It is not the
Treasury Department that is creating the deficit. So, I am not quarrel-
ing with you on that at all. I am speaking mostly of the Congress,
although I think that it also applies to the executive branch, because
unless the executive branch is willing to submit a budget which comes
soniewhat within the range of the balanced budget, the Congress is
not, going to go in that direction.

So, I say again that I do believe that it is alarming that 45 percent
of our national debt will be created in the period of 7 years and 3
months.

Thank you, gen tlemen, very much.
[rhe prepared statement of Mr. Yeo follows:]

PREPARED STATEMENT OF lIoN. EDwiN II. YEo, Il, UNDER SECRETARY OF THE
TlE'ASU1RY FOR ]MONETARY AFFAIRS

Mr. Chairman and Members of this distinguished Committee: On Vednesday,
February 25, the house acted to authorize the Treasury to borrow up to $027
billion through the end of the current fiscal year for the purpose of financing
the expenditures of the Federal Government. The House also approved an addi-
tional $2 billion of authority to issue bonds outside the 4% percent limitation
and approved an increase to 10 years in the maximum maturity of Treasury
notes. In addition, the House adopted an amendment requiring the Federal
(overmnent to provide a return on savings bonds of not less than 4 percent per
annum, compounded semi-annually, for each full month during which bonds
are held.

It is not easy to reconcile the manifold demands for more Government spend-
Ing, on the one hand, with our willingness and ability to pay the bills, on the
other. But while the budget, and particularly the substantial budget deficit, is
closely related to the focus of this hearing, our problem is not to deal with pro-
posals to increase or reduce the size of the deficit. Rather, we are here. to con-
sider how best. to finance that deficit. This will necessitate a substantial increase
in the present debt ceiling. But in addition, the Treasury has urgent need for
additional debt management flexibility.

I have been gratified by this Committee's strong support on two previous
occasions for Treasury's proposals to amend the Second Liberty Bond Act, first,
to increase the inaxinmum maturity of notes issued pursuant to that Act from
seveii years to ten years, an(l, second, to increase the amount of bonds exempted
frmi the 41,4 percent rate ceiling imposed by the Act by an additional $10 billion.

These are even more important today than when you first considered them.
The reasons upon which the restrictions in existing law were originally based
no longer apply. Indeed, there are few, if any, observers of the capital markets
who believe the existing restrictions are healthy for the Government, for the capi-
tal markets, for the economy.

Realistically, however, we cannot object to the smaller amount of bond author-
ity contained in the House Bill. It seems unlikely that we would wish to issue
wore than $2 billion of additional bonds before June 30. Moreover, since under
the House Bill, we would have to return during .Tune for a higher debt limit for
the transition quarter at a minimum, there would then be another opportunity to
examine the bond authority.

You will recall that we have also proposed that the 6 percent rate ceiling on
savings bonds be removed. Such action would permit the rate on savings bonds
to lie varied from time-To time, reflecting the Interests of b'6th taxpayers and
savers. Since we have no immediate intent to raise savings bonds rates, however,
consileration of this provision can also be postponed until the next debt limit
hearings without adverse consequences for the program.

Let me now address the primary question facing this Committee today: The
increase in the temporary debt limitation.



As you know, the present temporary debt ceiling of $59 billion (enacted on
November. 14, 195) will expire on March 15, a week from this coming Monday,
at which time the limit will revert to the permanent ceiling of $400 billion .More-
over, next week, the actual amount of debt subject to limit will approach the
temporary limit. As a result of some apparent improvement in our cash position,
however, we now believe that this will not hinder the effective management of the
Treasury's debt and cash balance during this period.

In accordance with our usual practice, I have provided you with a monthly
record of the. debt subject to limit from June 30, 1975, through September 30,
1977, and interim monthly estimates for months in which the peak does not occur
on the last day of the month. While we are now concerned primarily with estab-
lishing a debt limit for the near term, the debt limit data through fiscal 1977 are
indicators of our financing requirements based upon the President's budget
through fiscal 1977. As I will discuss in detail later, these requirements have
serious debt management implications.

The Second Concurrent Resolution on the 1976 Budget provided for levels of
public debt of $622.6 billion at the end of the fiscal year 1976 and $641.0 billion
at the end of the Transition Quarter. It is, however, not clear what level for cash
balance was assumed in the Congressional Budget Resolution. Furthermore, the
level of debt in the Resolution apparently does not provide for agency debt that
Is subject to the statutory limitation. As a technical matter, moreover, depending
on the cash balance assumptions adopted, the peak debt levels would be reached
on June 15 and August 31.

In the Federal budget for fiscal year 1977, debt subject to statutory limitation
is estimated at $624.2 billion at the end of fiscal year 1976 and $643.1 billion on
September 30. These figures assume a $9 billion cash balance. The Treasilry esti-
mates assume debt limit needs of $630 billion at the June peak and $645 billion
at the August peak, to allow a $6 billion cash balance and a $3 billion margin for
contingencies.

The $627 billion limit through June 30 approved by the House would allow a
balance of as much as $6 billion on June 15, assuming no contingencies occur,
and a balance of as much as $12 billion on June 30, on the same assumption-

Let me now turn to the current confinement of Treasury borrowing to maturi-
ties of seven years or less.

We believe this restriction poses severe risks to the capital markets and provides
nothing in the way of economic benefits.

OBJECTIVES OF TREASURY DEBT MANAGEMENT

Federal borrowing now accounts for almost 80 percent of all financing in our
Nation's capital markets. As a result, all other credit markets, all other financial
assets are directly influenced by the debt management operations of Treasury
and by the structure of the Federal debt. What we do, how we structure the debt,
will contribute to economic stabilization or detract from it. It is my view, there-
fore, that we must use every available tool to insure that Federal borrowing
needs are mot in a way that will minimize the resulting cost, measured both In
terms of interest rates and economic and financial dislocation.

Given these objectives, it is no longer possible to justify severe and anachro-
nistic constraints that result in a debt structure that has been very expensive In
both an economic and a financial sense.

Moreover, in light of our massive borrowing needs, these constraints would
have been an even greater adverse impact In the future. The extensive economic
work which has been done in the area of debt structure has not only confirmed
the potential for harm, but has also demonstrated conclusively that there are
no countervailing benefits.

CONSEQUENCES OF THE CURRENT RESTRICTIONS

We know what the current restrictions have meant in absolute terms: a decline
of more than 33 percent In the average maturity of the publicly held debt il
the last three years alone and more frequent and larger Treasury borrowings.
But the question I want to concentrate on today is why we care: why we believe
there are serious dangers in confining Treasury borrowing to only the short end
of the market.
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"-We care primarily because over-reliance on short-term financing, as reflected
in a short and shortening maturity structure and the resulting lack of balance
in the over-all debt structure exposes us to adverse financial and economic effects:

First, It poses the risk of higher Federal borrowing costs and imposes ui-
necessary transaction costs;

Second, it contributes to a more volatile market environment, placing sub-
stantial burdens on financial intermediaries and threatening the ability of the
private sector-and particularly small and medium-sized businesses-to meet
financing needs;

Finally, it poses an unnicasurable and uncontrollable threat to sound fiscal and
monetary policies.

COST
Our concerns begin with the fact that unless the Treasury is authorized to

balance its borrowing throughout the maturity ranges, the taxpayer will be
vulnerable to short-run changes in interest rates. Moreover, whatevery nmy
happen with respect to interest rates, a debt structure weighted heavily to the
short end Imposes unnecessary transaction costs.

In periods of unexpected rises in interest rates, such as we have experienced
during most of the last decade, the average cost of borrowing in the short-term
market, and subsequent refunding in this market, may well exceed the rate
for borrowing long term in the first place. In fact, our analysis shows that if we
had had reasonable access to the long-term market from 1066 to 1971 (a period
when we in fact had no authority to issue bonds with coupon.,; in excess of
414 percent) the interest on the public debt would have been reduced.

But in pursuing these proposals, it is not our purpose to suggest that interest
cost considerations ought to be of primary importance. Rather, I am suggesting
that, from the standpoint of costs, it is imprudent to have statutory limitations
that in effect mandate further dramatic shortening in ihe maturity structure
of the debt. We need a balanced debt structure, not an extreme one.

In addition to possible Interest-rate costs, when Treasury borrowings are
confined to the short-term area, a large amount of debt rollover Is necessary, rela-
tive to what would be necessary if we could borrow more in the long-term area.
Each time there is a rollover, there are inevitable direct transaction costs. 'More-
overl the proliferation of short-term borrowings means that dealers have to
carry larger inventories of securities. The cost of carrying such large inventories
adds further to the transaction price, increasing the over-all cost which is
ultimately borne by the taxpayer.

EFFECT ON PRIVATE BORROWERS

- -A concentration of Treasury financing in the short-term area has potentialTy
adverse effects on private users of short-term credit. With the Treasury con-
stantly tapping the short-term market for substantial funds, both short-term
interest rates and the availability of short-term financing become vulnerable
to episodes of market congestion and to changes in the general monetary
environment.

To understand the potential riskS involved, we must first examine the enormous
change in the magnitude of the Treasury's demands upon the market. Just in the
last two years, the over-all amount of privately held marketable Federal debt
outstanding has grown from-$171 billion to $263 billion. When this over-Till
growth is viewed in the context of a shortening maturity structure-occasioned
primarily by the limitations which concern us today-the results are even more
disturbing. For the first two months of this year, Treasury borrowed an average
$91/ billion per week. For the comparable period in 1974, the figure was $5V,
billion.

Part of this increase is, of course, due to our large new money requirements.
primarily to finance the deficits. But the bulk of the borrowing is to finance the
rollover of maturing debt. And the shorter the debt structure, the greater time
rollover burden.

From the market's standpoint, there is virtually no difference between the
two components. Each type of borrowing requires a new underwriting and invest-
ment decision. Rollovers are not automatic: a holder of a maturing bill is free
to choose between lending to the Treasury, lending to another borrower, or spen d-
ing the proceeds. Accordingly, all of the costs and pressures of borrowing are

- ....... er irreslpctive of tle l)Urpose of the borrowing.
Let's be clear about the implications.
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First, there are substantial pressures on intermediaries: Given a greater
amount of securities outstanding and a sharp growth in periodic refunding,
dealers must take larger and larger positions. To the degree that dealers cannot,
or will not, increase their position-taking capacity, the breadth, depth and
resiliency of the market suffers, the market becomes thinner, and prices-that is
interest rates-become more volatile.

Volatility is also enhanced by other factors. The enormous supply of riskless,
liquid Treasury securities provides a tempting alternative for investors with
psychological concerns about other assets; e.g., commercial paper or certificates
of deposits. Thus, in effect, our debt structure facilitates large scale and highly
disruptive shifts of funds from one short-term sector to another irrespective
of whether such shifts are economically justifiable.

Finally, the sheer increase in the number of decisions the market must make
enhances the possibility of distortions.

Cisider the process. The dealers on which we depend to distribute our securi-
ties must decide, separately, the amount they will purchase from us, and the
price, as well as the terms on which they will sell to their customers. Holders of
maturing instruments have to decide whether and where to reinvest the proceeds,
giving them an opportunity to rethink their needs in terms of the type of security
to purchase as well as the maturity. And other investors have to decide whether
they are going to buy our new securities, how much, and at what price. In terms
of volatility versus stability, what kind of debt structure would we prefer: one
that causes this unsettling process to occur less than 100 times a year, as was
the case only a few years ago? Or today's, under which the process occurs, on
average, nearly every business day.

What are volatility's ultimate by-products? At a minimum, we are likely to
see an increase in rates on new short-term debt and a higher dealer mark-up on
debt trading I the secondary market. These phenomena are the natural reaction
of investors and dealers to a condition markets do not tolerate well: uncertainty.

If the uncertainty reaches greater levels-for example, as might be the case
if market disruption is accompanied by perceptions of change in Federal Reserve
policy-nmany market participants may temporarily withdraw from the market
altogether.

In such circumstances, Treasury's ability to finance is obviously impaired. But,
more importantly, the non-Federal portion of the market may flel far more
serious repercussions. Local governmental units, small and inediumn-seized busi-
ncss- indeed all but the top-rated credits-may find themselves facing serious
difficulties as they are cut off from sources of funds to rollover maturing short-
term debt.

Moreover, these shocks are not confined to the short-termn market. They spread
rapidly into the intermediate and longer term markets and begin to interfere
with orderly financing plans of business corporations and state and municipal
governments, as well as with the growing volume of mortgage financing which is
handled through securities markets.

Again. the impact is particularly acute on the smaller or lower rated issuers.
Because of the risks set forth above, investors know that such entities are more
vulnerable to even normal changes In the business cycle, especially when they
have substantial short-term debt outstanding.

In tile final analysis therefore, perhaps the most dangerous consequence is a
further reluctance on time part of investors to make long-term comifltments to
our nation's capital growth. This reaction, which accentuates the pressures on
long-tera investment caused by fears (if future inflation, has grave implications
for our future economic growth. It discourages outlays for new expansion, it
discourai-,es risk taking and it discourages entrepreneurship at precisely the time
in our nation's economic history when such conduct is needed most.

IMPACT ON ECONOMIC POLICY

Another aspect of this continued trend toward a shorter and shorter debt
maturity-which if carried to an extreme could give us a national debt with
zero maturity, i.e., a huge stock of green pieces of paper called money-is growing
litluldity in the economy. By pumping more and more liquidity into the system,
sl)ending may be increased at the expense of savings and investment.

Even more distv Iug Is the fact that these consequences are largely unpre-
(lict.ible and unc liable. Such spending effects could come at any tilme,
irrespective of th rse of fiscal and monetary policy at the time. And if the

67-629-76-5
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dam bursts, so to speak, in a period of growing inflation, the resulting sharp
acceleration of the inflationary trend may be invulnerable to fiscal and monetary
efforts.

We believe debt management should complement long-term economic and
flannucial stabilization goals. An unbalanced debt structure poses the risk that
policy efforts to control cyclical excesses-such as might be appropriate at a
future time when the economy is expanding rapidly-will be thwarted by an
accumulation of liquidity; and accumulation in the form of short-term Treasury
securities. Given that such debt structure is in effect mandated by the size of
recent deficits and the maturity limitations, this risk Is serious.

IMPACT ON INTEREST RATE STRUC\URE
The old argument against these ""proposals is that mor . long-term Federal bor-

rowing would drive up long-term interest rates; in other words, that a balanced
debt structure and judicious borrowing in all maturities would somehow be
harmful to the long-term market. This argument, taken at face value, would
imply that the Government should always finance in the short-term markets-a
colclusion which not only is wrong in concept, but has also been extremely costly
in both financial and economic terms.

Long-term interest rate levels respond primarily to investors' views regarding
inflation and the future course of inflation. If inflation is expected to persist,
investors demand to be compensated not only for the use of their money, but also
for the fact that when the money is repaid, it is worth less, as a consequence of
inflation, than when it was lent out. The result Is higher long-term rates.

In addition, inflation makes all borrowers-but particularly the smaller or
lower rated firms-more vulnerable to economic reversals. Accordingly, it tends to
enhance the investment risk, with respect to many long-term investments. Again
this higher investment risk will be reflected In the interest rate, providing an-
other source of upward pressure on long-tern rate levels.

Other factors in this level of long-term interest rates include expectations about
the future course of short-term rates and existing short-term rates. If short-
termu interest rates are expected to rise, a potential long-term investor will de-
mand a rate which compensates him not only for the principal risk presented by

the investment, but also for the lost opportunity to rollover short-term debt at
higher and higher returns.

Current short-term rate levels also play a role because many financial inter-
mediaries rely on short-term credit as a principal source of funds. Thus, for ex-
ample, if a savings aud loaun association is forced to pay higher rates on short-
term deposits, the higher costs must ultimately be reflected in the rate of which
it is willing to make long-term mortgage loans, and in the amount of long-term
credit it is able to supply.

By contrast, there is no evidence that greater Treasury access to the longer
maturites--if judiciously employed-would play any role whatsoever in the
determination of long-term rates.

Indeed, for at least two reasons, just the contrary is likely to be the case.
First, as we have shown, concentration of Federal borrowing in the short-term
area can lead to greater uncertainty and, at some point, inflation in the economy.
This leads to an increase both in short-term rate expectations and in the inflation
premium demanded by long-term Investors, and hence, to an increase in long-
term interest rates.

Second, as heavy Treasury short-term borrowing drives up short-term rates,
disintermediation takes place. As outflows occur, the ability of intermediaries to
make long-term loans is curtailed and what loans are made are at higher rates,
reflecting the relative scarcity of this form of credit.

In short, as we would expect, the distortion of the market mechanism caused
by the artificial maturity limitations has no demonstrable benefits in terms of
long-term interest rates or any other legitimate objective.

DEBT MANAGEMENT IN 1076-77

I have dwelled at length on the principles involved because they are crucial
to an understanding of the issues. But let me turn now to the very real practical
problems we face in the immediate future.

Our Government securities market Is an immensely flexible, immensely capable
market. Perhaps a good comparison I, a freeway. With all lanes open, a freeway
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can handle a tremendous volume of traffic at the most efficient speeds. But when
overloaded, either because traffic volume is simply too high, or because an acci-
dent or construction has closed some of the lanes efficiency drops precipitously.
Not only is traffic on the freeway slowed, but the effects spill over on to other
roads.

The capital markets today are hampered by the fact that, in effect, two of the
four lanes are blocked off, insofar as the Treasury is concerned. We are forced
to confine ourselves to the below two-year and two-to-seven year ranges and
these lanes, Mr. Chairman, have become severely congested.

Congestion exists riot only because we must (i-4 e EFini-rket to raise new funds
to finance our deficits and meet other new needs, but also because we must borrow
to retire maturing debt. Looking first at new borrowing alone, by the end of this
month, the Treasury will have borrowed nearly $10 billion in the market in 1976.
And during the remainder of the fiscal year, through June, we will need to borrow
an additional $19-24 billion of new fund: A total of $35-40 billion in the first
six months of 1970. In later periods, we Y1 need to borrow nearly $20 billion in
the transition quarter, and some $50 billion of new money in the market in fiscal
year 1977.

All in all, our new money market borrowing needs in the next 19 months-based
on the President's budget--will total upw 'ds of $90 billion.

This is nearly $5 billion a month and more than $1 billion every week.
On top of these new money borrowing requirements, we also have an Immense

refunding job to do. In the same nineteen-month period, over $51 billion of pri-
vately-held coupon debt will mature. Our weekly issues of 13 and 20-week bills
are now in the $7 billion range and will inevitably increase. And our issues of
52-week bills, every four weeks, are now in the $3 billion range and may well be
in the $4 billion range by the end of fiscal year 1977. In short, our total require-
ments for both purpose are sonic ten times our new money need, ' approaching
$2 billion of borrowing every day.

To meet these needs, since 1972, we have relied primarily on the auction
technique: That is, the yield on a particular issue is determined by public bids.
While the auction technique has resulted in substantial savings to the taxpayer,
it has one important limitation. We have found from experience that given the
absorptive capacity of the market, auctions of much more than $2.5 billion at one
time result in disproportionately high interest costs.

All in all, we face a formidable financing job. It is one that c'n be managed,
but there are severe costs and serious risks. And I hope, in my testimony this
morning, I have conveyed some of these concerns to you.

Let me add that there is another legacy in this dilemma, one that will be
faced by my successor, and yours as well. Even If we are successful In reducing
the size of our deficits and the consequent need for new money financing, the
enormous concentration of short-term financing will require similar magnitudes
of financing, Just for refunding, week after week far into the future.

Accordingly, I must urge this Committee, as strongly as I can, tj respond
to these immediate needs. What is done in managing the public debt this month,
and this year, will have a direct effect on the strength and sustainability of the
economic recovery. Treasury must prolaptly minimize its reliance on short-term
bills and maximize its use of the longer intermediate and longer-term markets.
If, instead, we are forced to rely on short-term financing, we will be obliged to
come to the market more frequently and for larger amounts. The excessive liquid-
ity injected into the economy as a result of shorter term financing, when coupled
with these more frequent incursions, will destabilize the over-all market environ-
ment and will pose a continuing threat to all other borrowers and to the financial
institutions on which the housing industry, small business, and all of us must
rely.

Let me briefly address the amendment adopted by the House establishing a 4
percent floor on savings bond rates. The amendment was desIgnod to address
the fact that, under existing procedures, holders who redeem Series E bonds
within the first year receive a reduced level of interest: no interest for the first
6 months and up to 3.78 percent for the remainder of the year. This policy is con-
sistent with the underlying principle of the savings bond program to encourage
long-term thrift. The House, however, concluded that it imposed nn unfair bur-
den on a substantial number of savings bond holders who choose to redeem
within the first year.

Treasury opposed the amendment in the Hou.se because it deviafed from thw
thrift principle, and because it would involve higher costs and additional ad-
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ministrative burdens. However, notwithstanding our opposition in the House, I
am not urging the Senate to reject th,- House amendment.

As I Indicated at the outset of my testimony, the existing temporary debt limit
expires in slightly more than one week. Moreover, as I also indicated, the bill as
passed by the House contains certain debt management provisions which Treas-
ury has long sought with, I might add, the much appreciated support of this
Committee. These provisions must be preserved in the final legislation. Time fac-
tors, as well as the highly desirable features on the House bill, cause us to urge

--this- Coniiitte to -dopt- thei-House bill vithout a
approval on' the Senate floor. Such procedure will Insure delivery of an enrolled
bill to the President well within the time constraints which face us. From the
standpoint of our immediate financing needs, as well as the over-all health of our
capital markets, we believe this would be the appropriate approach to follow.

PUBLIC DEBT, SUBJECT TO LIMITATION, FISCAL YEAR 19761
[In billions of dollars]

With
Operating Public debt $3,000,000,000

cash subject to margin for
balance limit contingencies

1975 actual:
June 30 .......................................................
July31 ......................................................
Aug. 31 ......................................................
Sept. 30 ......................................................Oct. 31 .......................................................
Nov.30 ......................................................
Dec.31 ......................................................

1976:
Jan.31 ......................................................
Feb.29 ......................................................Estimated:

Mar. 15..........................................
M a r. 31 --------------- --------------------- .- ----------
Apr. ..................................................
Apr 3 ..................................................
May31
June 15 (peak) ..........................................
June 30 .................................................

7.6
4.2
3.6

10.5
10.3
6.5
8.5

If.O
12.1

6
6

6
6
6

534.2
539. 2
548.7
554.3
563.1
567.9
577.8

585.5 ..............
595.0 ..............

610
607
615
606
621
627
621

604
610
618
609
624
630
624

I Based on: Budget receipts of $298,000,000,000, budget outlays of $374,000,000,000, off- budget outlays of $9,000,CCO,C (0.

PUBLIC DEBT, SUBJECT TO LIMITATION, FISCAL YEAR 19771
[in billions of dollars]

With
Operating Public debt $3,000,000,000

cash subject to margin for
balance limit contingencies

1976 estimated:
Sept. 30 ...................................................... 6 640 643
Oct. 31 ............................................. 6 650 653
Nov. 30 ...................................................... 6 659 662
Dec. 31 ...................................................... 6 663 666

1977:
Jan. 31 ...................................................... 6 665 668
Feb. 28 ...................................................... 6 680 683
Mar.31 ...................................................... 6 695 698
Apr. 15 ...................................................... 6 703 706
Apr.30 ............................................ . 6 691 694
May 31 .........................................- ".-.-... .. 6 705 708
June 15 (peak) ............................................... 6 694 697
June 30 ...................................................... 6 694 697
July 31 ...................................................... 6 699 702
Aug.31 ...................................................... 6 704 707
Sept.30 ...................................................... 6 707 710

1 Based on: Budget receipts of $351,000,000,000, budget outlays of $394,000,000,000, off-budget outlays of $11,000,00,-
000.

I

..... ....... ..

..............

..............

..............

..............

..............

...... .... ....

0
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UNIFIED BUDGET MONTHLY, FISCAL YEAR 1976 AND TRANSITION QUARTER
[Amounts in billions of dollars]

Surplus or
Receipts Outlays deficit (-)

Actual:
1975:July ------------------------------------------ 20.2 $31.2 -$11.1

August ......................................... 23.6 30.6 -7.0
September ............................................... 28.6 29.0 -. 4
October .................................................. 19.3 32.4 -13.1
November ----------------------------------------------- 21.7 29.4 -7.7
December ................................................ 26.0 13.8 -5.8

1976:
January 25.6 30.7 -5.1

Februa-y-------------------------------------- 2043.-1.February ............................................. 20.4 30.7 -10.3
March ......--------------------------- 17.7 31.9 -14.2
April ................................................ 35.1 33.3 1.8
May ................................................. 23.3 31.7 -8.4
June ................................................. 36.0 30.8 5.3

Fiscal year ......................................... 297.5 373.5 -76.0

July................................................ 22.8 34.3 -11.5
August .................................... .. 26.8 32.2 -5. 4
September ........................................... 32.3 31.5 .8

Transition quarter ................................... 81.9 98.0 -16.1

FEDERAL FUNDS MONTHLY, FISCAL YEAR 1976 AND TRANSITION QUARTER
[Amounts in billions of dollars)

Surplus or
Receipts Outlays deficit (-)

Actual:
1975:

July ..................................................... $13.4 $27.5 -$14.0
August .......................................... 13.0 21.0 -8.0
September ........................................ 22.3 20.2 2.1
October ................ 13.6 21.6 -8.1
November ................................................ 13.4 20.0 -6.6
December .............................................. 19.8 27.2 -7.4

1976:
January. ......................................... 18.6 20. 5 -1.9
Estimated:

February ............................................. 10.0 20.7 -10.7
March ................... .................. 10.4 20.5 -10.1
April ................ ............... ........ 25.2 23.5 1. 7
May ................................................. 10.2 22.0 -11.8
June ................................................. 28.5 31.2 -2.7

Fiscal year ......................................... 198. 4 276.9 -78.5

July ......................................... 15.2 27.9 -12.7
August ....................................... 14.7 21.3 -6.6
September ........................................... 24.8 20.6 4.2

Transition quarter ................................... 54.8 69.8 -15.0

Note: Detail may not add to total due to rounding.
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TRUST FUNDS RECEIPTS, OUTLAYS AND SURPLUS OR DEFICIT
[In billions of dollars]

Surplus or
Receipts Outlays deficit (-)

Fiscal year 1976:
Federal old-age survivors, and disability insurance trust funds ...... $70. 8 $73.8 -$3.0
Health insurance trust funds ................................... 18.6 17. 4 1. 1
Unemployment trust fund ...................................... 16.7 18.5 -1.8
Railroad employees retirement funds ............................ 3.3 3. 5 -. 2
Federal employee retirement funds .............................. 13.0 8. 5 4.5
Airport and airway trust funds .................................. 1.1 .8 .3
Highway trust funds ........................................... 6.3 6.6 -. 3
Foreign military sales trust fund ................................ 6.5 5.9 .6
Veteran life Insurance trust fund ................. ; ..............- .9 .7 .2
Other trust funds ............................................. 7. 0 5. 9 1. 1

Total trust funds ............................................ 134.8 132.2 2.5

Transition quarter:
Federal old-age survivors, and disability insurance trust funds ...... 18.9 19.9 -1.1
Health insurance trust funds ................................... 5.1 4.6 .5
Unemployment trust fund ...................................... 33.4 3. 7 -. 3
Railroad employees retirement funds ............................. 5 .9 -. 4
Federal employee retirement funds .............................. 2.1 2.3 -. 2
Airport and airway trust funds ................................... 3 .3
Highway trust funds ........................................... 1.9 1.9
Foreign military sales trust fund ................................ 1.7 1.6
Veteran life Insurance trust fund ................................. 2 .1 .
Other trust funds ............................................ 1.8 1. 6 .2

Total trust funds ............................................ 33. 8 34. 9 -1. 1

I Includes $8,500,000,000 advances from general fund.
2 Includes net activity of trust revolving funds of -$1,100,000,000.
3 Includes $1,100 000,000 advances from general fund.
' Less than $5O,. ,000.
I Includes net activity of trust revolving funds of -$2,000,000,000.
Note: Detail may not add to total due to rounding.

OFF-BUDGET AGENCY OUTLAYS MONTHLY, FISCAL YEAR 1976 AND THE TRANSITION QUARTER

Federal
Financing

Bank Other I Total

1975 actual:
July............................................. $0.6 () $0.6
August .......... "."........--........................- - -. 7 -$1.0 -. 3
September .................................................... 1 .5 .6
October ....................................................... 5 .8 1.3
November ..................................................... 6 .3 .9
December ..................................................... 2 .6 .8

1976:
January -------------------------------------------- 1.3 .3 1.5
Estimated:

February .................................................. 8 .3 1.1
March .................................................... 5 .5 1.0
April ..................................................... 2 .5 .7May---------------------------------------------........ . 1 .5 .6
June---------------------------------------------.1 .5 .6

Fiscal year ............................................. 5.6 3. 8 9.3

July........................................... 1.8 .1 1.9
August-----------------------------------------.7 .4 1.1
September ................................................ 4 .1 8.2

Transition quarter ...................................... 2.8 1.3 4.1

3 The outlays of the Federal Financing Bank reflect only its purchase of Government-guaranteed obligations not its
purchases of agency debt, In order to prevent double counting. Virtually all of the other off-budget activity is financed
through debt Issued to the Federal Financing Bank.

I Export-Import Bank, Postal Service and U.S. Railway Association. Date: March 3, 1976.
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DEPARTMENT OF THE TREASURY,
Wa8hington, D.C., February 12, 1976.

Memorandum to: Mr. Snyder.
From: Mr. Cook.
Subject: Federal Financing Bank.

The Federal Financing Bank has saved the Federal and federally-guaranteed
borrowers who use the Bank $340 million in the 20 months of the Bank's
existence.

The amount of savings is based on the conservative assumption that the
agencies who have borrowed from the Bank on the average could have raised
funds in the market at a cost of one-half of 1 percent above marketable Treasury
obligations of similar maturities.

Whereas one or two of these agencies who were established in the market, for
instance the Tennessee Valley Authority, were able to raise funds at rates reason-
ably close to Treasury's cost, many of the guaranteed borrowers whose debt was
less well known and who raised funds through negotiated offerings paid rates
substantially above the Treasury curve.

FEDERAL REVENUE ESTIMATE AssuMPTIoNs

The Department of Treasury is responsible for estimating Federal revenues as
a basis for budget planning. These estimates are based importantly upon GNP
forecasts by a trio of the Treasury, the Council of Economic Advisors and the
Office of Management and Budget. The key components for revenue estimating
purposes are nominal Gross National Product, personal income, wages and
salaries, and corporate profits. As contained in Budget (p. 25), these forecasts
are: (in billions)

PROJECTIONS-SHORT-RANGE ECONOMIC FORECAST
(Calendar years: dollar amounts in billions]

Forecast

Item Actual 1974 1975 1976 1977

Gross national product:
Current dollars:

Amount ............................................ $1, 407 $1,449 $1,684 $1,890
Percent change ..................................... 7.7 6.5 12.4 12.2

Constant (1972) dollars:
Amount ............................................ $1,211 $1, 187 $1,260 $1,332
Percent change ..................................... -1.8 -2.0 6.2 5.7

Incomes (current dollars);
Personal income ..................................... $1,155 $1,246 $1,386 $1,538
Wages and salaries ................................... 763 802 892 1, 001
Corporate profits ........................................ 132 118 156 181

Price level (percent change):
GNP deflator:

Year over year ...................................... 9.7 8.7 5.9 6.2
4th quarter over 4th quarter .......................... 11.4 6.3 5.9 6.3

Consumer Price Index:
Year over year- ------------------------------ 11.0 9.1 6.3 6.0
December over December-------------------------12.2 6.9 5.9 5.9

Unemployment rates (percent):
Total .................................................. 5.6 8.5 7.7 6.9
Insured I ............................................... 3.8 7.2 6.3 5.4

Average Federal pay raise, October (percent) ................... 5. 5 5.0 4.7 8.6
Interest rate, 91-day Treasury bills (percent)' .................. 7.9 5.8 5.5 5.5

I Insured unemployment as a percentage of covered employment.
2 Average rate on new issues within period: the rate shown for 1976 was the current market rate at the time the estimates

were made.

U.9ing these general forecasts and specific revenue information obtained from
a variety of sources, the Treasury prepares collection estimates.

The estimating process obviously depends upon several factors: (1) the ac-
curacy of the GNP forecasts; (2) changes in the mix of economic results which
cause adjustments in estimates of personal income and expenditures, business.
spending and profits, unemployment, government transfer payments, etc.; (3) the
refinement of statistical estimating porecdures; and (4) the frequent revision of
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tax legislation which can be anticipated only -in part. As a result, actual receipts
always vary from those which are forecast. However, the discrepancy usually is
relatively small. Budget estimating errors over the past six years together with
1950 and 1960 are sumarized in Table 1.

Calendar year-

1976 1977
GNP-------------------------------------------1684 $1,890GNP ........................................................................... 1~ 64$,0

Personal Income ................................................................ 1386 1, 538
Wages and salaries .............................................................. 892 1,001
Corporate protts (after tax) ...................................................... 156 _ 181

BUDGET ESTIMATING ERRORS

Overestimate (+) or underestimate (-) as a percent of the
actual figure

Estimates made 18 mo prior Estimates made 6 mo prior
to the end of the fiscal year to the end of the fiscal year

Outlays Receipts Outlays Receipts

Fiscal year:
1950 1 ......................................... +4.1 +10.3 +7.8 +1.9
1960- ------------------------------------. 3 -1.7 +1.6 +.2
1970'--.......................-... '..... -----.7 +2.6 +.7 +2.9
1971- ......................................... -5.0 +7.3 +.6 +3.1
1972 ......................................... -- 1.1 +4.3 +2.0 -5.2
1973 ......................................... -. 1 -4.9 +1.3 -3.1
1974 ......................................... +.1 -3.4 +2.3 +1.9
19752 ......................................... -6.2 +5.0 -3.4 -. 8

1 Administrative budget.
I Unified budget. The 1st estimate on a unified budget basis was prepared in January 1968.

NET CHANGE IN FEDERAL RESERVE HOLDINGS OF TREASURY SECURITIES
(Amounts in millions of dollars]

Net purchases
Net change of bonds over Net change in
in holdings 414 percent other securities

1975:
January ................................................ 844 28 816
February ............................................... -258 82 -340
March ................................................. 332 201 131
April .................................................. 6,428 165 6,263
May ......................----------------. -2,224 3 -2,227
June ......................................... -873 109 -982
July ................................................... -2,866 ................ -2,866
August ................................................. 663 47 616
September .................................... . 4, 452 124 4,328
October ........................................ 186 ................ -186
November .............................................. -2, 047 244 -2,291
December .............................................. 2,797 73 2,724

1976:
January ................................................ 1,948 64 1,884
February ............................................... 1,056 59 997

Source: Office of the Secretary of the Treasury, Office of Debt Analysis.



FRB MARKET PURCHASES OF BONDS ISSUED UNDER $10,000,000,000 AUTHORITY, JULY 1974 TO DATE

[In millions of dollars!

7 percent, 6is percent, 6,3j percent, 6)'s percent, 71 percent. 6,3; percent, 7 percent, 8'j percent. 81 j percent, 7Ti percent, 8Y4 percent, percent,
August February August November August February May May May February May August

Month Total 1981 1982 1984 1986 1988-93 1993 1993-98 1994-99 1990 1995-2000 2000-05 1995-2000

1974:
July ----------------- +36 ----------------------------------------------- 7 8 4 16 ------------------------------------------------A u g u st ----- ----- ----- ---- ----- ----- ---- ----- ----- ---- ----- ---------- ---- ----- ----- ---- ----- ----- ---- ----- ----- --------- ----- ----- ---- ----- ----- ----
Septem ber ------------ + 35 ------------ 2 1 ............ 2 3 3 24"--- '- --- - - ------_ -----"" ----_ --_ ------O cto b e ------ ------- ----------- ---- -- ---- --- ---------- ------------ -- --------- ------------------------ ------------------- ---- ------------ .-- -------- .- ---------------------N o v e m b e r ------------ + 2 5 ----- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 2 8 ------------ 7 8 ------------------------------------------------

December ------------ +22 ------------ 5 1 ---------------- 3 2 ------- - 2 9 --------------------------------- 
1975: ..

January -------------- + 28 ---------- I ----------- - 2 ---------------- -----... - 23 ----------- . . . . ..-------------------- ------ ,
February -------------- +82 . . . ..-------------------------------- 1 15 4 5 12 ------------ 49 ----------------------
March ---------------- 4-201 ---------------------- 1 ------------- 18 10 21 107 .- 44 - ---------------..............
April ---------------- +165 ------------------------ 2 ------------ 15 2 14 64 52 15 ------------------------
May ----------------- +3 ----------------------------------------------------.----------------------------------------------------------------------- 3 ------------
June ----------------- 4 109 - . . . . . . . . . . . ..--------------------------------------------------------- 5 10 45 4 45 ------------J u lyy --- -------- -------- ---- ---- -------- -------- -------- -------- -------- -------- -------- -------- -------- -------- -------- ---.-.- - -------- -------- -- ------ -------
August --------------- + 47 ----------------------------------------------- - I ------------------- 2 13 - -3 5 23
September -------- -+124 1 --------------- ----------------- 8 4 8 18 2 24 60
October -------------------------------- ------------------------------------------------
November ------------ +244 ------------------------------------------- - I k ------------- 12 .. 17 17 3 91
December ------------ -+73 1 2 1 ------------ 1 3 1 10 10 2 8 34

1976:
January ---------------+64 2 ---------------------------------- I ------------------------. 9 21 1 9 22
February ------------- +59 ------------------------------------------------- 10 ------------ 2 5 5 ------------ 18 19

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

j



TREASURY BORROWING PROGRAM

During the next nineteen months the Treasury will be required to raise $85-90
billion of new money in marketable securities to refund over $51 -billion of

maturing marketable securities held by private investors.
In accomplishing this unprecedented financing Job, the Treasury will, insofar

as its statutory authorities and market conditions permit, make maximum use
of the coupon market in order (1) to minimize the build-up in floating, highly
liquid short-term debt and (2) to avoid, insofar as possible, increasing the
already severe structural problems summed up in the decline in the average
maturity of the privately-held marketable debt.

The instruments available to Treasury for these purposes, until such time
as its statutory authorities are amended, include:

13 and 20 week bills, auctioned weekly, in current amounts now in the $7
billion range;

52 week bills, auctioned every four weeks, in current amounts now in the
$3 billion range ;

2-year cycle notes, at the end of each calendar month, which have been
auctioned in amounts of up to about $3 billion;

4-year cycle notes, at the end of each calendar quarter, which have also
been auctioned in amounts up to $2.5 billion;

Refunding issues, typically with 3, 5, or 7-year maturities, which have been
auctioned in amounts from $3.5 billion for the shorter issues to $2.5 billion for
the longer issues; with an overall limit of around $6 billion in any refunding;
and

5-year cycle notes, which have been auctioned on an exeprimental basis in
the first month of a calendar quarter to mature on a regular quarterly refund-
ing date. Use of 5-year cycle notes, however, will likely preclude use of this
maturity in regular refundings.

Apart fronm the auction method, either on a price basis against a fixed coupon
or on a yield basis, the Treasury has recently used fixed pricing of a coupon
issue; e.g., the 7-year note offered at par in the February 1976 refunding. This
technique appears to allow a larger offering to be made than the auction tech-
nique by placing more debt directly with final investors, but raises policing
problems to assure that the interest attracted is primarily investment interest.

Estimated market borrowing requirements

New money Refunding Total

Mar. I to June 30, 1976 .......................................... $19-$24 9SY 28%4-33
July Ito Sept. 30 1976..........................................8 26
Oct. 1, 1976 to Sept. 30, 1977 ..................................... 3473 814

Total .................................................... 85-90 5t% 1363J-141S4

7-YEAR NOTE OFFERING

The Treasury has been gratified by the market response to a major effort
toward achieving significant debt restructuring and reducing the amount of
very short-term Treasury debt in the market by issuing a significant amount of
longer-term notes.

The seriousness of the debt management problems facing the Treasury today
can hardly be overestimated. In addition to $85-90 billion of new money needs
over the next nineteen months, the Treasury is faced with refunding $51 billion
of maturing coupon issues in the same period. Moreover, the tremendous buildup
in the debt, including a $95 billion increase in the privately-held marketable debt
in 1975 and the first two months of 1976, has severely impacted the financing
calendar and -greatly reduced the options for placing new Treasury debt in a
constructive fashion.

These problems have been further exacerbated by the exhaustion of the
authority 1o issue additional long-term bonds without regard to the 4 4 percent
interest rate ceiling and by the limitation of the maximum maturity of notes to
seven years. The prospect, unless these restrictions are eased, is for a further
decline in the average maturity of the public debt and for a further increase in



39

the annual refunding burden. The consequence would be further ctetldtr con.
gestion, more difficulty in issuing coupon securities, and, therefore, lncreasing
pressure to resort to the bill market to meet financing requir emets, further
shortening the average length of the debt and building up an already large,
highly volatile pool of extremely liquid short-term Treasury debt it'. the hands
of the public.

The offering of the 7-year, 8 percent notes at par represented a delibeft deci-
sion by Treasury to break away from the traditional pattern of debt offqrings in
order to, at least temporarily, relieve the structural problem. . -

Under the auction technique, which has been the standard offeAn j ethod
for Treasury securities since 1972, a considerable distributive burden Is placed
oil the dealer community in its underwriting capacity. Unlike underwIflters for
corporate and municipal securities, however, government dealers reeive ;q price
concession beyond the marginal advantage afforded them by their close' contact
with the market and technical expertness. The spread between the average bid
on new Treasury issues and the low bid, however, is typically quite mall; i.e.,
2 to 4/32, which, at best, would represent a price advantage to a dealei of $1.25
per bond, compared to a concession of $5 to $10 to $20 on corporate and municipal
issues, depending on the maturity of the security and the credit rating and
marketability of the issue.

As a result, while the auction technique is highly efficient for Treasvjy offer-
ings of moderate size, say, up to $2.5 billion in a single issue and up to $6 billion
il ft multiple issue offering, the distributive mechanism is overloaded, by larger
offerings. Thus, a judgment was reached that to sell an issue, even as lrge as
the $3A billion initially offered, it would be necessary to change the offering
technique so as to place more of the debt directly with final investors.,

The response to the offering was unexpectedly strong, with more thann 105
thousand individual tenders, totalling more than $29 billion, being: ;received.
Thus, the amount of the issue was increased to $6 billion, a 71 percent increase,
and the maximum amount awarded to any subscriber was reduced to' 200,000.

The subsequent market judgment is that the issue has been, in fact, well
placed and that the speculative interest was held to small proportions. Indeed,
the major complaint has been that there is an inadequate floating supply in the
market to afford normal trading opportunities.

In contrast, the much smaller, much shorter 3-year, $3 billion issue initially
was much less well placed, and temporarily overhung the market. This. appears
to confirm the judgment regarding the pricing of the 7-year issue.

THE DEPARTMENT OF THE TREASURY NEWS

For Immediate Release, January 27, 1976

TREASURY ANNOUNCES FEBRUARY REFINANCING

The Department of the Treasury will sell $3.0 billion of 3-year notes, $3.5
billion of 7-year notes and $0.4 billion of 29-year 3-month bonds to refund $4.3
million of notes held by the public maturing February 15, 1970, and to raise $2.6
billion of new cash. I

Additional amounts of the notes may be issued to the Federal Reserve.Banks
for themselves and as agents for foreign and international monetary authorities
and to certain GoVernment accounts in exchange for maturing notes held by them
in the amount of $3.8 billion, and to the Federal Reserve Banks as agents for
foreign and international monetary authorities for cash. Government ,account
holdings of the maturing notes in the amount of $0.5 billion will not be exchanged
for the new issues but may be exchanged for special non-marketable issues.

The securities to be issued will be:
"Treasury Notes of Series 11-1979 dated February 17, 1976, due February 15,

1979 (CUSIP No. 912827 FG 2) with interest payable on August 15, 1976, and
thereafter on February 15 and August 15. These notes will be sold at auction.
The coupon rate will be determined after tenders are allotted.

"8% Treasury Notes of Series A-1983 dated February 17, 1970, due Febru-
ary 15, 1083 (CUSIP No. 912827 FH 0) with interest payable on August 15, 1976,
and thereafter on February 15 and August 15. These notes will be sold at par.
Subscriptions will be received subject to allotment.
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"An additional amount of8Y percent Treasury Bonds of 2000-05 dated May 15,
1075, due May 15, 2005, callable at the option of the tniited States-on any interest
payment date oii arid after May 15, 2000 (CUSIP No. 912810 BU 1) with interest
payable on May 15 and November 15. These bonds will be sold at auction."

The 3-year notes Will be issued in registered and bearer form in denominations
of $5,000, $10,000, $100,000 and $1,000,000. The 7-year notes and the bonds will
bei Issued In registered and bearer form in denominations of $1,000, $5,000, $10,000,
$100,000 and $1,000,000. Both the notes and the bonds will be available for issf.e
in book-entry foirm to designated bidders. Payment for the securities may not be
made through tax and loa n accounts.

The subscription books for the 7-year notes will be open through Tuesday,
February 3 except that subscriptions for $500,000 or less will be considered
timely received If they are mailed to an official agency under a postmark no later
than February 2. Subscriptions must be in multilples of $1,000.

Tenders for the 3-year notes and bonds will be received tip to 1:30 p.m., Eastern
Standard,time, Thinsday, February 5.. Noncompetitive tenders will be considered
timely received if they are mailed to an official agency under a postmark no later
than February 4. Tenders for the 3-year notes must be in the amount of $5,004)
or a multiple thereof. Tenders for the bonds must lie in the amount of $1,000 or
a multiple thereof. Each tender for the 3-year notes must state the yield desired,
and each tender for the bonds must state the price desired, if a competitive tender,
or the terip "noncompetitive", if a noncompetitive tender. Fractions may not ibe
used in tenders. The notation "TENDER FOR TREASURY NOTES OF SERIES'
11-1979" or "TENDER FOR TREASURY BONDS" should be printed t the
bottom iof envelopes in which tenders are submitted.

Tenders and subscriptions will be received at any Federal Reserve Bank or
Branch and at the Bureau of the Public Debt, Washington, D.C. 20226.

Competitive tenders for the 3-year notes must be expressed in terms of annual
yield in two decimal places, e.g., 7.11, and not in terms of a price. Tenders at tle
lowest yields, and noncompetitive tenders, will be accepted 1.o the extent required
to attain the amount offered. After a determination is made as to which tenders
are accepted, a coupon yield will be determined to the nearest 1/q of 1 percent
necessary to make the average accepted price 100.000 or less. That will be the
rate of interest that will be paid on all of the notes. Based on such interest rate,
the price on each competitive tender alloted will be determined and each success-
fil competitive bidder will pay the price corresponding to the yield bid. Price
calculations will be carried to three decimal places on the basis of price per
hundred, e.g., 99.923, and the determinations of the Secretary of the Treasury
shall be final. Tenders at a yield that will produce a price less than 99.501 will
not be accepted. Noncompetitive bidders will be required to pay the average price
of accepted competitive tenders; the price will be 100.000 or less.

Competitive tenders for the bonds must be expressed in terms of price, in two
decimals, e.g., 100.00. Tenders at a price less than 92.76 will not be accepted.
Tenders at the highest prices will be accepted to the extent required to attain the
amount offered. Successful competitive bidders will be required to pay for the
bonds at the price they bid. Noncompetitive bidders will be required to pay the
average price of all accepted competitive tenders; the price may be 100.00, or
more or leps than 100.00.

The Secretary of the Treasury expressly reserves the right to accept or reject
any or all tenders and subscriptions, In whole or in part, and his action In any
such respect shall be final. Subject to these reservations noncompetitive tenders
for r4)0,000 or less for the 3-year notes and the bonds will be accepted In full at
the average price of accepted competitive tenders, and subscriptions for the 7-year
ntes in the amount of $!0X).000 or less will be allotted in full. Subscriptions over

A0,000 for the 7-year notes may be allotted on a percentage basis but not less
than $.00,000.

Commercial banks. which for this purpose are defined as banksq accepting
olemand deposits. and dealers who make primary markets in Governmnent securi-
tiv,. and report dally to the Federal Reserve Bank of New York their positiolms
with respect to Government securities and borrowings thereon, may subnit
tenders and subvcriptions for the account of customers, provided the niamel of
the customers are set forth therein. Others will not be permitted to submit tenders
or subscriptions except for their own account.

Tenders and subscriptions will be received without deposit from commercial
and other banks for their own account, Federally-insured savings and loan as-
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soclations, States, political subdivisions or instrumentalities thereof, public pen-
sian and retirement and other public funds, international organizations in wlich
the United States holds menbership, foreign central banks and foreign States.
dealers who make primary markets in Government securities and report daily
to the Federal Reserve Bank of New York their p(sitions with respet to Gin-
ernment securities and borrowings thereon, Federal Reserve Banks, and Govern-
nieat accounts. Tenders and subscriptions from others must be accompntiled by
payment of 5 percent of the face amount of securities applied for. However, bi,-
ders who submit checks in payment on tenders or subscriptions submitted directly
to a Federal Reserve Bank or the Treasury may find it necessary to-subnit full
payment for the securities with their tenders or subscriptions in order to meet
the time limits pertaining to checks as hereinafter set forth. Allotment notices
will not be sent to bidders who submit noncompetitive tenders or subscriptions for
.500,000 or less.

Payment for accepted tenders and subscriptions for the notes and bonds must
be completed on or before Tuesday, February 17, 1976, and in the case of the
bimfds include accrued interest from November 15, 1975, to February 17, 1970),
in the amount of $21.30495 pe'r $1,000 (if bonds allotted. I'a.vment iust be in ensb,
61' /% Treasury Notes of Series A-1976 or 57/,% Treasury Notes of Series 1-1976,
which will be accepted at par. in other funds iinmedItely available to the Treas-
ury by the payment date or by check drawn to the order of the Federal"Reserve
Bank to which the tender or subscription is ,ubmitted, or the United States
Treasury If the tender or subscription is submitted to it. which must be'received
at such Bank or at the Treasury no later than: (1) Wednesday, February 11.
1076, if the check Is drawn on a hank in the Federal Reserve 1istrict'of thp Bank
to which the check is submitted, or the Fifth Federal Reserve District in case
Of the Treasury. or (2) 'Monday, February 9. 1976, if tMe check * Is drawn on a
baiik in another district. checks s received after the (bites set forth In the pre-
ce(ling sentence will not lie accepted unless they are payable at a Federal ltReserve
11,iik-. k-Where full payment is not c(nmp!eted on tiuw, tlie alli,tniunt will be can-
celed and the deposit with the tender or suhscription Ul) to 5 i'ernt of thf,
inin'mnt of securities allotted will be subject to forfeitte to I lie Unitd States.

T1EAS UXY A.xoU'C('.'r.---FuIIIW',IY 3. 197(6

In view of the substantial Iimlic response to the current 7-year note off(erim.
the Treasury reminds investors that It has resorv(d the right to increase the size
or lihe current offering of S percent notes dLue in 1.)8.3 or reduce below $5t)0.001)
tllhe maximum amount to he awarded in full.

Consistent with soid de i t uilajgeiiient principles. either or both of these
actions nay be taken (1eelding u1)n tho extent of slibscriptions4 received in
amounts of $500,000 or less.

MEMOAI.NDUM T) TIE I'RESS.---.ANi'%tY-" 29, 19)76

Til resonse to the Treasury's tin an.ing pack.ge Iii n inced Tuesday has ieen
highly favorable. To nsure that the 7-year 8 percent t ote, which was arinouIlc(ld

as a part of the package. attracts investor interest, a distinct frominterest of a
more traniitory nature. tli Treamsury is raising the (lownpayment requirentent to
20 percent from the initially announced 5 percent.

T]E I)EPAIIT MENT OF TIlE TRi'AS1'RT NY;Vs

For iniiediate release Fel ruary 5. 1976

VESI.TS OF AUCTIONS OF TINEE-YEAR NOTES AND TVENTY-NINE-ONE-FOUI$T 1-

YEAR BONDS

The Treasury has accepted -3.0 billion of the $4.4 billion of tenders for the
3-year notes. Series 1-1979, and $0.4 billion of the $0.7 million of tenders for the
29w. ,-year 8% percent bonds maturing May 15, 2005,. received from the public for
th, notes and bonds auctioned today.



The rAuge of accepted competitive bids for the notes was as follows: P

Lowdst"- -d ------- .".- - ---- --- ' 7. 0
Highest'yteVl " . -_- ' . 7.09
Avera--:y-el-- -.-._,-----"-- "-- 7. 05

1 Excep'ing :". tenf ers totaling. $2,510,000..

The interest rate on the notes will be 7 percent. At that rate, the above yields
result In the.-following prices:
Low- i. pice .... $------------------------------ ------------ 0.0ooHigh-yiVgqd ~te......99. 761

.h i price ------------------------------------------- 971
Averageqyield pice-.-. .. 99. 867

The: range 60 accepted competitive bids for the bonds was as follows:

Approximate yield (percent)

To 1st call-
Price able date To maturity

High.. -..........----------------------............ 102.14 8.04 8.05
Low ................................................ 101.42 8.11 8.12
Average - - - --........................................................ 101.75 8.08 8.09

The $3.0 billion of accepted tenders for the notes includes 15 percent of the
amount of notes bid -for at the highest yield and $0.5 billion of noncompetitive
tenders from the public accepted at the average yield.

The $0.4 billion of accepted tenders for the bonds includes 68 percent of the
amount of bonds bid for at the low price and $25 million of noncompetitive tenders
from the public accepted at the average price.

In addition, $1.7 billion of tenders for the notes and $0.2 billion of tenders for
the bonds Were accepted at the average yield/prices from Government accounts
and from Federal Reserve Banks for themselves and as agents of foreign and
international monetary authorities.

UNITED ISTATEs DEPARTMENT OF THE TREASURY

Washington, D.C.

Pre88 Conference

Held by EDWIN H. YEo, Under-Secretary for Monetary Affairs and RALpn M.
FORBES, Special Assistant to the Secretary and EDWARD P. SNYDER, Director, Office
of Debt Analysis, at 4 p.m., Tuesday, January 27, 1976, at the Treasury Building,
Room 4121, 15th and Pennsylvania Avenue NW., Washington, D.C.

The above-entitled press conference was convened, pursuant to notice, at
4:10 p.m.

Assistant Secretary YEO. We have I think an interesting and important job to
do today., I am going to go slowly because we have a good many numbers to
discuss.

First, our total requirements through the end of June. In other words, our
requirements for the period January-June 1976, are in the range of $38 to $43
billion of borrowing from the public. _

Market borrowing is In a range of $35 to $40 billion, the difference being essen-
tially savings bonds. Through yesterday we had announced new cash financing
totaling $8.6 billion. This Includes the weekly bill to be settled on January 29
and the 2-year note which will be settled on February 2.

Taking our first set of assumptions, the $38 to $43 billion, market borrowing
$35 to $40 billion, deducting what we have announced through yesterday, gives
you a net balance in terms of market borrowing from now through the end of
June'in th iange of $26 to $31 billion.

N -- -
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The $26 to $31 billion range, coincidentally, covers the amount of net borrowing
we have before us to get through our low point in April.

We have some temporary borrowing to do in June at our low poiiit, but our net
cash needs in the last 21/2 months of the fiscal year, based, on our present esti-
mates--I would like to emphasize that-are quite moderate.

The exact amount is really dependent on what sort of end-of-Jlne balance
we wish to arrive, at. I think that if you take the combination of 'What we
have done plus what we are going to announce, plus the concept invol 'ing the
use of cash management bills to smooth out financing needs, yo' cain see that
we have a large but readily manageable debt management task before us.

As a matter of fact, we have already achieved a significant amount in terms
of meeting with or dealing with this job.

Looking ahead, one of our objectives will be to minimize pre~sures on the
bill market, making as much use as possible of the 2- and 4-year ycle notes,
and we are also giving serious consideration to establishing a 5-year note cycle.

This would be during the first month of each quarter. You could take a-you
could view our January financing as a start.

Now for the financing, we are planning on raising $6.3 billion of new money
financing in February. We will need somewhere between $9 and $11 billion the
first half of March. This amount is substantial, but the requirement can be.
met quite readily through the use of the 2-year note cycle, well established
within the market structure; 4-year note cycle; and additions to the weekly
and annual bills and cash management bills in the form of additions to late
April or late June.

From mid-March through the April low point we estimate our needs between
$12 and $13 billion of new money for borrowing.

As you know, there is a 2-year note maturing at the end of March, and as I
mentioned, the possibility of a 5-year note issued in early April. The balance
of requirements can be met through bill additions and further additions to regu-
lar bills, and further cash management bills.

Today we are announcing a $700 million addition to the weekly bill which
settles on February 5 and the terms of the refunding which settles on Feb-
ruary 16.

There is a total of $4.4 billion maturing on February 16, and we will be
offering $6.9 billion of new securities in three issues. This will raise $2, billion
in new money, and bring the total amount through this announcement since
the start of the year to $11.8 billion.

So you can see we have a rather, I think, good start.
The three refunding issues include the following: $3 billion of a 3-year note

due February 15; $3 billion of a 7-year note due February 15, 1983; and $400
million in the reopening of outstanding 83/ of 5-15, 2,000 and 2,005.

The 3-year note and the reopened bond will be auctioned on Thursday, Feb-
ruary 5. The 3-year note auction will be a yield auction. The bond auction will
be a price auction, since the coupon is already established.

The 7-year note will be offered at par with an 8 percent coupon, with the
books open through Tuesday, February 3.

Now if you don't mind, it is probably redundant, but I would like to go over
this again a little faster.

Our total requirements through the end of June, $38 to $43 billion of borrowing
from the public. Market borrowing total is in the range of $35 to $40 billion, with
the difference being savings bonds.

Through yesterday we had announced new cash financing totaling $8.6 billion.
That includes a weekly bill settled on January 29, a 2-year note which will be
settled on February 2. As a result, we have a balance of net market borrowing
from now through the end of June in the range of' $26 to $31 billion.

The $26 to $31 billion range for market borrowing covers the amount of net
borrowing. We still have before us to get through the low point in April.~

Question. Mid-month?
Assistant Secretary YEo. Yes.
While we will have to do some temporary borrowing to handle our June low

point, our cash needs in the last 2 months of the fiscal year appear to be
quite moderate.

I mentioned that one of our objectives will be to continue to minimize pres-
sures on the bill market using the 2- and 4-year note cycles, and that we are
considering establishment of a 5-year note cycle.

I I
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I mentioned that we are planning on raising $0.3 billion in February and
the refunding, and in the weekly 1-year bills, the weekly and 1-year bills, and
that we will have to raise $10 billion. I give you a range of $9 to $11 billion,
which I think is a better way to approach it, in the first half of March.

InI terws of our financing, $3 billion of a 3-year note, $3% billion of a 7-year
note due February 15, 1983, $400 million in the reopening of the outstanding
811, 5-15, 2,000 and 2,005, a 3-year note and the bond auction on Thursday,
Febriiary 5, the note at yield auction, the bond at price auction because of
coupons established, the 7-year note offered at par with an 8 percent coupon,
with the books open through Tuesday, February 3.

Incidentally, on our refunding, the settlement is-February 17, not the 16th,
which I mentioned.

This represents an outline plan for dealing with our financing needs this half.
We think that it is important that we use the bill niarket, but use it in such a
way that we are not totally dependent on it.

We think that it is important that we continue to use our 2, 4, and possibly
5-year note cycles. But I would be less than candid if I told you that that was
the solution to our overall debt management challenges, because if you have
looked at our developing maturity structure, you can see that we are starting
to ill uip slot after available slot.

It is for this reason that we -have asked Congress for additional long bond
authority. It is for this reason that we have asked that notes be redefined from
seven-year maturity to 10-year maturity.

\\What we are seeking to construct is a balanced debt structure, one that will
not provide a legacy for the future in terms of massive amounts of short-term
finance resulting in the Treasury being in the market constantly in very, very
significant size.

I pers-,nally think that a debt structure that Involved very considerable
amounts of short-terin maturities results in Increased volatility, reduced effi-
ciency, and over the course of events, a higher net interest cost to be pail by
the American public.

I think that we have seen over the last 2 years both domestically and inter-
nationally, the efects--adverse effects-of market volatility. which in part
resulted from heavy reliance, not just on the part of the Treasury, but on the
part of most borrowers--heavy, reliance on short-term finance.

Ve are using a pricingg sale on the 7-year note with the objective of eliciting
tie maximum interest. and maximum response. It is related to another problhl.
which is that ve are going to have to increase the size of amounts of individual
maturities.

On lhe present basis we are exhausting the calendar. We think that the eights
at par represent all attractive investment from tie standpoint of- poteniial
buyers and an attractive linancing medium for the Treasury.

In terms of one of our concerns, the longer-run effects on our system of thrift
intermediaries, the challenge is to move In the direction of a debt structure
that contributes to. among other thingA, less interest rate volatility, rather than
tends to facilitate it.

That is our financing. and I will try to answer any questions you might have.
Qiic tion.. Can you explain why you are not auctioning that 7-year note on a

yield basis?
Assistant Secretary YE'o. T am not auctioing it on a yield basl i because we

titink that we can elicit a larger response by pricing it. putting it out where-
ever one can see it.

We have the feeling that there are lnstItLltional buyers and noninstitutional
buvers that from time to time (.an benefit from the ume of this particular
technique.

Question. Looking ahead, can you estimate whether the borrowing needs in
the last half of the calendar year will be greater or smaller than the first half?

Asistant Secretary YF~o. I would just as soon not get into borrowing needs in
the second half of the calendar year, Ed. I can say that I would expect that
making the second half of calendar 1975 and the frt half of calendar 1976. that
we will have completed the largest fiscal year financing that Is prospective.
assuming that the policies thnt we advocate in terms of the budget are agreed
to by the Congress.

Tn other words, we are In a sense thinking in terms of fiscal year. We are
wvell on our wav to completing :a very large financing task that confronted us
at the start of fiscal 1976.

Ouestion. What Is borrowing totaling in the first half of the fiscal year?
Assistant Secretary Yro. 4R.
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Quc8tlon. And Just a sniall point-the amount that Is maturing on February
15--is that $4.4 or $4.3 billion

Assistait Secretary YEo. 4.3.
Qucstion... You said that the total through this announcement would be $11.8

billion. If you add the $8.0 billion plus the $2.6 billion you are announcing
today plus the $700 million of additional weekly notes for next week, you get
$11.9 billion. Which one should we use?

Assistant Secretary YEo. That is because you used the 4.3. It balances.
Q u tion. Did I understand 3ou to say that for the remainder of February

it is this announcement and bills and that lS it?
Assistant Secretary Yh:o. That is correct.
Qusti.n. Also-just a matter of melnory-ditd you suggest-was there a 5-

year note sold In January?
Assistant Secretary YEo. Yes.
Qow-tdioi. So that could be the start of a cycle?
Assistiint Secretary Yyo. Yes. We announced the 5-year note at the (iid of

last year. I don't want to labor the point, Iut this is necessary, given the
large use of the 2-year cycle and the 4-year note cycle, and while we are making
a very decided effort to pro'duce a balanced fimaucinig program, we are still of
course using the bill market heavily.

QuwcstiM. Will you go over how you get the $11.8 billion?
Assistaiit Secretary Y:o. The 4S.6 billion that we amiomiced, $700 million

in bills. $2.5 billion iji sterns of the biancing. -
Qutstion. S)o the first laraigraph should he changed to 2.5 Intead of 2.6?
Assistant Secretary Yi.o. It depeuds on how you ronmd. Ed will give you the

figure.
Mr. SxNYIER. The amount of nmaturlng securities pullicly held we have been

carrying in our own minds ais a 4.4, and the Fed in its operations from time to
tine has picked uip -some (llpt-ll Issues, and I suppose Somjle of the ageclIes il
1lieir trust, accounts have picked up some of the stuff, too. It is very chse to
4.35. so you pay your mnmiey and take your choice.

-ssistant Secretary Yro. 4.35 Is the precise figure.
Qustioit. So if you use 4.4, then we should have 2.5 in th net?
Assistant Secretary Y:o. Yes, sir. Why don't we just agree on that?
Quislion. 4.4 and 2.5?
Assistant Secretary YEo. Yes.
Question. We will (.l1ange the release. I don't quite understand how, with tie

7-year notes, this receiving subscriptions subject to allotment, works. Can you
give me a brief description of that? --

Assistant Secretary Y o. We are announcing to the public that investors vith
$1.0() or multiples of $1,000 can subseribP to a 7-year note with an 8 percent
coupon placed as par, and the subscriptions are taken by the vario(L4 eltserve
Banks and by financial iiistitutions that In effect submit those subscriptions for
their customers.

So that a person-say that you wanted to invest In one of our 8 percent 7-
year notev, you would go to your bank or Federal Reserve Itank and tender your
'.1114 .,ription.

We set It out in detail in the announcement that you have-the prEKedure.
Q.orVion. If I wanlt to iy Just $1,000 In one Ind and there was an allotment

of 50 percent or something, what happens?
Assistant Secretary YEo. It iS up to $50,000.
Question. I see. You are assuming that you will get enough subscriptions to

imike the $3.5 billion?
Assistantt Secretary Y:o. Yes, sir.
Qtte.t ion. What happens if you get more than that?
Assistant Secretary YEo. After the Initial $500,000 wve allot o a pro rata basis.

Let me give you an example.
We are offering 3.5, and let's say just as an example, we hadl a $1 , billIon

in subscriptions allotted in full. On top of that we had $.4 billion and that woulh
mean a 50 percent allotment.

QueRtion. Why did that 1.5 get a full allotment?
Assistant Secretary Ymo. Because we have indicated that subscriptions U)

to-
Qucaion. I see-OK. So the small Investor is pretty well assured of getting

the full amount--
Assistant Secretary Yo. Exactly. The Idea is to give the smaller investor who

is not in the position to gauge the ebb and flow of Interest, not in a position to
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really estimate what sort of allotments might be made-it gives him an op-
portunity to subscribe and not be concerned about what he is going to receive.

In other )words, If he subscribes for $50,000 in 8 percent notes, he Is going to
get 50,000 8 percent notes.

QuestOn. What are 7-year securities presently yielding In the market?
Assistant Secretary YEo. About 7.72, 7.73.
Qution, Won't this push all those up to the 8 percent level?
Assistant Secretary YEo. Well, we are selling $3 1 billion in notes. The market

will adjust-it can adjust three ways-up, down, and unchanged.
The point is this-that I think generally the market expected a smaller issue

for the purposes, for the-reasons that I have mentioned. We think It is important
to have a good start on our financing needs, and I think that post this financing,
investors can or will perceive that a large part of the Job, a significant part of
the Job, has been done.

Gradually, but in retrospect a large part, a significant part completed, so that
we do not have a need that is conjectural in terms of how it can be met.

We described how it can be met and we have already done a significant part of
it.

I might also say that through the April low point that additional coupon
financing will be short of the seven-year area.

Question. Four would be the most?
Assistant Secretary Yzo. Five; maybe a five.
I think the Wire Service might want to-if we are clear, the Wire Services

might want to-
Questfon. Since it is so complicated, can you give us a little more than 5

minutes?
Assistant Secretary YEo. Sure. About 10 of?
Question. 10 of is fine.
Assistant Secretary YEo. Is there nothing more?
Thank you.
(Whereupon, at 4:40 p.m. the press conference was concluded.)

THE DEPARTMENT OF TIlE TREASURY NEWS

For Immediate Release February 20, 1976

RESULTS OF AUCTION OF 21-MONTII TREASURY NOTES

The Treasury has accepted $2.5 billion of the $4.8 billion of tenders received
froni the public for the 21-month notes, Series Q-1977, auctioned today.

The range of accepted competitive bids was as follows:
Percent

Lowest yield ------------------------------------------- 1657
highest yield -------------------------------------------- .64

Average -yield ------------------------------------------- 0.62
1 Excepting 1 tender of $90,000.

The Interest rate on the notes will be 65K percent. At the 6% percent rate, the
above yields result in the following prices:
Low-yield price ------------------------------------------- $100. 039
H1igh-yield price -------------------------------------------- 99. 925
Average-yield price ------------------------------------------ 99. 957

The $2.5 billion of accepted tenders includes 6 percent of the amount of notes
bid for at the highest yield and $0.4 billion of noncompetitive tenders accepted
at the average yield.

In addition, $110 million of tenders were accepted at the average-yield price
from foreign and international monetary authorities.

Commercial banks, which for this purpose are defined as banks accepting
demand deposits. and dealers who make primary markets in Government securi-
ties and report daily to the Federal Reserve Bank of New York their positions
with respect to Government securities and borrowings thereon, may submit tend-
ers for the, account of customers, provided the names of the customers are set
forth In such tenders. Others will not be permitted to submit tenders except for
their own account.

Tenders will be received without deposit from commercial and other banks for
their own account, Federally-Insured savings and loan associations, States, politi-
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cal suflfvislons or instrumentalities thereof, public pension and retirement and
other ptiblic funds, international organizations in which the United States holds
membership, foreign central banks and foreign States, dealers who make primary
markets in Government securities and report daily to the Federal Reserve Bank
of New York their positions with respect to Government securities and borrowings
thereon, Federal Reserve Banks, and Government accounts. Tenders from others
must be accompanied by payment of 5 percent of the face amount of notes ap-
plied for. However, bidders who submit checks in payment oh-tenders submitted
directly to a Federal Reserve Bank or the Treasury may find it necessary to sub-
mit full payment for the notes with their tenders in order to meet the time limits
pertaining to checks as hereinafter set forth. Allotment notices will not be sent
to bidders who submit noncompetitive tenders.

Payment for accepted tenders must be completed on or before Wednesday,
March 3, 1976, at the Federal Reserve Bank or Branch or at the Bureau of the
Public Debt in cash, in other funds immediately available to the Treasury by
March 3, or by check drawn to the order of the Federal Reserve Bank to which
the tender is submitted, or the United States Treasury if the tender is submitted
to it, which must be received at such Bank or at the Treasury no later than: (1)
Thursday, February 26, 1976, if the check is drawn on a bank in the Federal Re-
serve District of the Bank to which the check is stibmitted, or the Fifth Federal
Reserve District in the case of the Treasury, or (2) Tuesday, February 24, 1976,
if the check is drawn on a bank In another district. Checks received after the
dates set forth in the preceding sentence will not be accepted unless they are
payable at a Federal Reserve Bank. Where full payment is not completed on
time, the allotment will be canceled and the deposit with the tender up to 5
percent of the amount of notes allotted will be subject to forfeiture to the United
States.

TnE DEPARTMENT OF THE TREASURT NEWS

For Release February 27, 1976

TREASURY TO AUCTION $2 BILLION OF NOTES

The Department of the Treasury will acutlon $2 billion of 4-year notes to raise
new cash. Additional amounts of the notes may be issued to Federal Reserve
Banks as agents of foreign and international monetary authorities.

The notes now being offered will be Treasury Notes of Series C-1980 dated
March 17, 1976, due March 31, 1980 (CUSIP No. 912827 FK 3), with interest
payable on September 30, 1976, and thereafter on March 31 and September 30.
They will be issued in registered and bearer form in denominations of $1,000,
$5,000, $10,000, $100,000, and $1,000,000, and they will be available for issue-in
book-entry form.

Payment for the notes must be"iiade on March 17, 1976. Payment may not be
nade through tax and loan accounts.

Tenders will be received up to 1:30 p.m., Eastern Standard time, Friday,
March 5, 1976, at any Federal Reserve Bank or Branch and at the Bureau of the
Public Debt, Washington, 1). C. 20226; provided, however, that noncompetitive
tenders will be considered timely received if they are mailed to any such agency
under a postmark no later than Thursday, March 4. Each tender must be in the
amount of $1,000 or a multiple thereof, and all tenders must state the yield de-
sired, if a competitive tender, or the term "noncompetitive", if a noncompetitive"
tender. Fractions may not lie used in tenders. The notation "TENDER FOR
TREASULRY NOTES" should be printed at the bottom of envelopes in which
tenders are submitted.

Competitive tenders must lhe expressed in terms of annual yield in two deci-
nial places, e.g., 7.11 and not in terms of a price. Tenders at the lowest yields,
an(l noncompetitlve tenders, will be accepted to the extent required to attain
the amount offered. After a determination is made as to which tendersare ac-
cepted, a coupI4n yield will be determined to the nearest one-eighth of 1 percent
necessary to make the average accepted price 100.000 or less. That will be the
rate (of Interest that will be paid on all-of the notes. Based on shiu* it4&tst rate,
the price on each competitive tender allotted will be determined and each success-
f ul competitive bidder will pay the price corresponding to the -yield bid. -Price
calculations will be carried to three decimal places on :the basis of, price per
hundred, e.g., 99.92, and the determinations of the Secretary 6f flie 'traesury
shall be final. Tenders at a yield that will produce a price less than 99.001 will not
be accepted.
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Tile Secretary of tile Treaxuury expressly reserves the right to accept or reject
any or all tenders, in whole or InI part, and his action it any such respect shall be
final. Subject to these reservations, noncompetitive tenders for $500,000 or less
will be accepted in full at the average price of accepted competitive tenders,
which price will be 100.000 or less.

Commercial banks, which for this purpose are defined as banks accepting de-
mand deposits, and dealers who make primary markets in Government serur-
ities and report daily to the Federal Reserve Bank of New York their positions
with respect to (Uovernment securities and borrowings thereon, may submit tend-
ers for the account 6f customers, provided the names of the customers are set
forth in such tenders. Others will not be permitted to submit tenders except
for their own accoiut.

Tenders will lie received without deposit from commercial and other banks for
their own account, Federally-insured savings and lMan associations, States. pt1.
tieal subdivisions or Instrumentalities thereof, public pension and retirement
and other public funds, international organizatlons In which the United States
holds membership, foreign central banks and foreign States, dealers who make
primary markets in government securities and report dAily to the Federal Re-
serve Bank of New York their positions with respect to Government securities-mnd borrowings thereon, Federal Reserve Banks. and Government accounts.
'Tenders from others must be accompanied by payment of 5 percent of the face
amomt of notes applied for. However, bidders who submit checks In payment on
lenmlers submitted directly to a Federal Reserve Bank or the Treasury may tiid
it necessary to submit full payment for tile notes with their tenders in order
to mwet the time linmits pertaining to checks hereinafter set forth. Allotmenit
nll(ties will not be sent to bidders who submit mioncoml)etitive tenders.

Payment for accepted tenders must be completed on or before Wednesday.
March 17, 1976, at the Federal Reserve Bank or Branch or at the Bureau of the
1'uhlic Debt in cash, In other funds immediately a\vaillble to the Treasury by
March 17, or by check drawn to tie order of the Federal Reserve Bank to which
the tender is submitted, or the United States Treasury If the tender is submitted
to it. which much be received at such Bank (or at the Treasury no latter thal :

-)1) Thursday, March 11. 1076. if the check is drawn on a bank in the Federal
Re-erve District )f the Bank to which the check is submitted, or the Fifth Fed-
eral Reserve District in the case of the Treasuty. or (2) Tuesday, March 11,
1.176. if the cleck Is drawn on a bank in another district. Checks received after
tMe dates set forth In the preceding sentence will not be accepted unless they ,re
payale at Federal Reserve Bank. Where full payment is not completed on time,
the allotment, will be cancelled amid the deposit with tMe tender up to 5 percent
(f tI1, amoumt of notes tilloted will lie subject to forfeiture to the United States.

INTEREST ON THE PUBLIC DEBT UNDER ALTERNATIV( HYPOTHESES
(Millions of dollars]

Interest on the public debt-

AssuniinR
Total budget Assuming hypotheticalFiscal year outlays Actual no bonds bonds

1966 ------------------------------------- 134,652 12,014 12,014 12,0141967 -------------------------------------- 158254 13, 391 13 391 13, 592
1968 ..........................--------------------- 178,833 14,573 14,573 14,571
1969 ............................................... 184, 4 16,588 16,598 16,5611970 --------------------------------------- 196. 588 19,304 19,304 19,243
1971 ...................................... ....".. 211,425 20,959 20,959 20,837
1972 ---------------------------------------------- 231,876 21,849 21,837 21,789
1973 ............................................... 246,526 24,167 24,131 24,1431974---------------------------------... 268, 392 29, 319 29, 270 29, 304
1975........ ...... ................. 324 601 32,665 32,559 32.5781976 ............................... .... .. ... ... 2373. 535 ' 37,700 37,530 37,584

To- ........................................ 2,509,230 242,529 242,155 242,016

1 Assumed bond sales are equal to 10 percent of actual notes Issued in each quarterly financing in which no bonds
were actually sold.

IEstimated.
Note: Figures may not add to totals due to rounding.
Source: Office of te Secretary of the Treasury, Office of Debt Analysis.
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EFFECTS ON GROSS OFFERINGS TO PRIVATE INVESTORS QUARTERLY FINANCINGS, UNDER ALTERNATIVE
HYPOTHESES,

(In billions of dollars]

Gross offerings to private investors

Calendar year:
Quarter

With
assumed

Actual bonds I
Assuming
no bonds

............ 7.4 7.4 7.4
............ 1.5 1.5 1.5
............. 4.2 4.2 4.2
............ 3.5 3.5 3.5

Total ........ 16.6 16.6 16.6

............ 4.0 4.0 4.0
--.... ..... 4.7 A,.7 4.7

4.0 3.7 4.0
............ 4.9 4.8 4.9

Total ........ 17.6 17.2 17.6

1963:
1 ------------- 8.1 7.9 8.1
2 ------------- 6.1 5.9 6.1
3 ............. 5.5 5.3 5.5
4 ............. 3.7 3.1 3.7

Total ........ 23.4 22.2 23.4
1969:
I ........ ...... 3.5 3.1 3.5
2 ............. 4.3 3.8 4.3
3 ............. 2.8 2.1 2.8
4 ............. 5.8 5.8 5.8

Total ........ 16.3 15.0 16.3

1970:
1 .............
2.............
3 ............
4 .........

4.9
7.2
8.0
7.4

Total -------- 27.5

4.9
6.0
7.5
6.7

4.9
7.2
8.0
7.4

25.2 27.5

Gross offerings to private investors

Calendar year:
Quarter

1971:
1 ------------
2.............
3 ............
4 .............

With
assumed

Actual bonds I

11.0
4.2
5.5
8.6

Total ........ 29.3

1972:
1 .............
2 ............
3 ------------
4 ------------

4.0
1.8
8.2
2.9

10.4
3,5
5.3
7.5

Assuming
no bonds

11.0
4.2
5.5
8.6

26.7 29.3

3.4
1.1
7.7
2.9

4.0
1.8
8.2
2.9

Tot3l -------- 17.0 15.2 17 0

1973:
1 ------------- 3.5 3.0 3.8
2 ............. 2.5 1.2 2.9
3 ------------- 2.3 2.1 2.3
4 ............. 3.8 3.8 3.8

Total ........ 12.2 10.2 12.8

1974:
1 .. ...........2 ------------
2 -----------3 .............

Total ........

1975:
1 ..........

2 ..........
3 ------------
4 -----------

4.1
4.2
4.6
4.9

17.9

5.8
5.1
5.9
3.5

Total ........ 20.3

3.6
3.6
3.9
3.9

4.1
4.0
4.6
4.9

15.0 17.7

5.3
4.8
5.0
3.4

5.8
5.1
5.9
3.7

18.5 20.5

1976:1 .......... 9.5 9.1 10.0

196

2.
3-
4.

1957
1.
2.
3.
4.

'Assumed bond sales are equal to j0 percent of actual notes issued in each quarterly financing in which no bonds were
actually sold.

Note: Details may not add to totals because of rounding.
Source: Office of the Secretary of the Treasury, Office of Debt Analysis.
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* TREASURY MARKETABLE MATURITIES
Privately Held, Excluding Bills and Exchange Notes

I 1976 1 1980$Bil

J F M A M J J A S 0 N D
W New issues calendar year 1975.
I2 Issued o announKed through February 13. 1976.

Olk 4 z 9 m

TREASURY MARKETABLE MATURITIES
Privately Held, Excluding Bills and Exchange Notes

I , 1985 I n.s. I 1 I 19s

J FMA MJ JAS OND
= New issues calendar year 197S. .
C2 Issued ' Onnounred through February 13,1976.

"0 40 1- SO-016'r #IDt-* lrlw0410 I Dw J-,^

row.&p 24 top$ &
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HYPOTHETICAL TREASURY MARKETABLE MATURITY
STRUCTURE WITH ASSUMED BOND ISSUES V

Privately Held, Excluding Bills and Exchange Notes

1980

19813
.0

ri A

198212 13a I

1983

1984

1

$Bil.
6
4
2
0
6
4
2

I0

J FMAM J J ASOND J FMAMJ JASOND
New issues calendar year 1975.

M Issued or announced through February 13, 197&
.vAssumes sales of 20 year bonds equal to 10% of actual notes issued in each quarterly

financing in whKh no bonds were actually sold.

-HYPOTHETICAL TREASURY MARKETABLE MATURITY
STRUCTURE WITH ASSUMED BOND ISSUES-

Privately Held, Excluding Bills and Exchange Notes
2- 1.4 1985

4t I I y _0 I 1986 1 '
1987

2j r - --~ --
S 1988 ~f~ 1

L1 i 1.4

2 j .4 89 2

40 0 1990

1991 I I I
- 1992

0 4199

J FM A M J J A S O N D

On :Z'414116
afte14 " 'm

M New issues calendar year 1975,
E3 Issued or annunced through FeruMy 13.1976

.LAssues sales of 20 ya binds equal to 10% of actua nore issued in each qulrerly
knocng In which no banrdo were actually sold

~1

I
2.3i-l
ii

O7.~. ,~66k'4~hi4 FAIWV24 ISM I

1iey ~ 16751

L
• '1 ,,

III I

I

I 0 II
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HYPOTHETICAL TREASURY MARKETABLE MATURITY
STRUCTURE, ASSUMES NO AUTHORITY TO ISSUE BONDS

Privately Held, Excluding Bills and Exchange Notes

1980i
't - - 1981 •

19 1982 aii

A. I 1 8 I
. 1 19823

1.

1.1

J FMAM J J ASOND 
W New issues calendar year 1975.
Li Issued or announced through$ February 13, 197

J FMAMJ JASOND

HYPOTHETICAL TREASURY MARKETABLE MATURITY
STRUCTURE, ASSUMES NO AUTHORITY TO ISSUE BONDS

Privately Held, Excluding Bills and Exchange Notes
B I I 1 $B. 1 I I I

21

0": d I 'I ,

1r"." 24 ;9?76

Fam."Zi long

6.

- '0 '* :,v., ' 4" 1"1, $A.

$
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EFFECT OF STARK BILL ON SERIES E BOND REDEMPTION VALUES

Current schedule-Redemption values Stark bill minimum redemption values
and yields for $25 bond and yields for $25 bond I

"Approximate Investment Approximate investment
Redemp- yield (annual percentage Redemp- yield (annual percentage

tion value rate) tion value rate)
during each during each

Period (years and months after issue) period (1) (2) (3) period (1) (2) (3)

0-0 to 0-1 ...................................................... 6.00 ............................ 6.00'
0-1 to 0-2 ...................................................... 6.10 ............................ 6.10
0-2 to 0-3 ..................... $18.75 0 0 6.21 $18.82 2.25 3.86 6.13
0-3 to 0-4 ..................... 18.75 0 0 6.32 18.88 2.78 3.84 6.17
0-4 to 0-5 .......................... 18.75 0 0 6.44 18.94 3.05 3.83 6.21
0-5 to 0-6 .......................... 18.75 0 23.47 6.56 19.00 3.20 3.46 6.26
0-6 to 0-7 .......................... 19.10 3.73 0 6.25 19.07 3.41 3.81 6,29
0-7 to 0-8 .......................-.. 19.10 3.20 0 6.37 19.13 e. 17 3.79 6.34
0-8 to 0-9 .......................... 19.10 2.79 0 6.50 19.19 3.51 4.42 6.39
0-9 to 0-10 ......................... 19.10 2.48 0 6.63 19,26 3.61 3.77 6.43
0-10 to 0-11 ........................ 19.10 2.23 0 6.76 19.32 3.63 3.76 6.48
0-11 to 1-0 ......................... 19.10 2.03 34.26 6.90 19.38 3.64 4.37 6.54
1-0 to 1-1 .......................... 19.61 4.54 0 6.37 19.45 3.70 3.73 6.58
1-1 to 1-2 .......................... 19.61 4.18 0 6.51 19.51 3.70 4.34 6.64
1-2 to 1-3 .......................... 19.61 3.88 0 6.65 19.58 3.75 3.71 6.69
1-3 to 1-4 .......................... 19.61 3.62 0 6.80 19.64 3.74 4.32 6.76
1-4 to 1-5 .......................... 19,61 3.39 0 6.96 19.71 3.78 3.68 6.81
1-5 to 1-6 .......................... 19.61 3.19 31.92 7.12 19.77 3.77 4.29 6.89
1-6 to 1-7 .......................... 20.10 4.69 0 6.57 19.84 3.80 3.66 6.95
1-7 to 1-8 .......................... 20.10 4.44 0 6.73 19.90 3.80 4.26 7.03
1-8 to 1-9 .......................... 20.10 4.22 - 0 6.90 19.97 3.82 3.63 7.10
1-9 to 1-10 ......................... 20.10 4.01 0 7.08 20.03 3.81 4.23 7.19
1-10 to 1-11 ........................ 20.10 3.83 0 7.27 20.10 3.83 4.22 7.27
1-11 to 2-0 ......................... 20.10 3.66 31.77 7.47 20.17 3.85 3.60 7.35
2-0 to 2-1 .......................... 20.60 4.76 0 6.83 20.23 3.83 4.19 7.46
2-1 to 2-2 .......................... 20.60 4.57 0 7.03 20.30 3.85 4.17 7.55
2-2 to 2-3 .......................... 20.60 4.39 0 7.24 20.37 3.86 4.16 7.65
2-3 to 2-4 .......................... 20.60 4.23 0 7.47 20.44 3.87 3.55 7,76
2-4 to 2-5...--..................... 20.60 4.07 0 7.70 20.50 3.86 4.13 7.89
2-5 to 2-6 .......................... 20.60 3.93 33.59 7.96 20.57 3.87 4.12 8.01
2-6 to 2-7 .......................... 21.14 4.86 ........ 7.15 20.64 3.88 ........ 8.15

I Estimated annual cost of Stark bill minimum equals $22,000,000.
Note: (1) From Issue date to beginning of each period. (2) From beginning of each period to beginning of next period

(3) Fron,.beginning of each period to maturity.
Source: Office of the Secretary of theTreasury, Office of Debt Analysis, Mar. 3, 1976.
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SERIES E U.S. SAVINGS BONDS REDEMPTION VALUES AND YIELDS-BONDS BEARING ISSUE DATES BEGINNING DEC, 1, 1973

Issue price ---------------------- $18.75 i $37.50 $56.25 $75.00 $150.00 $375.00 $750.00 $7,500 Approximate investment yield (annual percentap
Denoination ---------------------- 25. 00 50.00 75.00 100.00 200.00 500.00 1,000.00 10,000 rat)

(3) From bein-
(2) From Issue ningofeo 4 (4) From begin-
date to begin- yrperOWto be. Dinof eac -

ning of each ginning of next yr =oew
Period (years and months after issue) (1) Redemption values during each half-year period (values increase on 1st day of period) 31.yr period vyr perio maturity

0-0 to 0-6 ...........................
0-6 to 1-0 ---------------------------
1-0 to 1-6 ...........................
1-6 to 2-0 ...........................
2-0 to 2-6 ...........................
2-6to 3-0 ---------------------------
3-0 to 3-6 ...........................
3-6 to 4-0 ..............- ---------
4-0 to4-6 ................-.........
4-6to 5-0 ..........................
5-0Ot --------------------------------

$18.75
19.10
19.61
20.10
20.60
21.14
21.71
22.31
22.97
23.67
25.20

$37.50
38.20
39.22
40.20
41.20
42.28
43.42
44.62
45.94
47.34
50.40

$56.25
57.30
58.83
60.30
61.80
63.42
65.13
66.93
68.91
71.01
75.60

$75.00
76.40
78.44
80.40
82.40
84.56
86.84
89.24
91.88
94.68

100.80

$150.00
152.80
156.88
160.80
164.80
169.12
173.68
178.48
183.76

:189.36
201.60

$375.00
382.00
392.20
402.00
412.00
422.80
434.20
446.20
459.40
473.40
504.00

$750.00
764.00
784.40
804.00
824.00
845.60
868.40
892.40
918.80
946.80

1,008.00

$7,500
7,640
7,844
8,040
8,240
8,456
8,684
8,924
9,188
9,468

10,080

3.73
4.54
4.69
4.76
4.86
4.95
5.03
5.14
5.25
6.00

3.73 L.00 "'
5.34 6.25
5.00 6.37
4.98 6.57
5.24 6.83
5.39 7.15
5.53 7.59
5.92 8.29
6.09 9.48

12.93 12.93

I Maturity value reached at 5 years and 0 months after issue.

"Ux
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For Release On Thursday, March 4, 1976

STATEMENT FOR THE RECORD ON THE PUBLIC DEBT LIMrr SUPPLIED BY THE
DIRECTOR OF THE OFFICE OF MANAGEMENT AND BUDGET

Mr. Chairman and Members of the Committee: The Office of Management and
Budget supports the Secretary of the Treasury's request for an increase in the
statutory debt limit and his proposals for improving the management of the
debt. This statement will discuss the budget outlook and its effect on the public
debt subject to the statutory limitation.

BUDGET TOTALS

As shown in the following table, the fiscal year 1976 deficit is now estimated at
about $76.0 billion, with outlays of $373.5 billion and receipts of $297.5 billion.
The estimated deficit for the transition quarter is estimated at about $16 billion.
The President's budget calls for total 1977 outlays of $394.2 billion, and receipts
estimated at $351.3 billion.

BUDGET TOTALS
[In fiscal years and billions of dollars]

Transition
1975 1976 quarter 1977

actual estimate estimate estimate

Budget receipts ..................................... 281.0 297. 5 81.9 351.3
Budget outlays ...................................... 324.6 373.5 98.0 394.2

Deficit ....................................... -43.6 -76.0 -16.1 -43.0

OUTLAYS

Estimated outlays for 1976 increased by $24 billion between the time the Presi-
dent submitted his budget for 1976 over a year ago, and the time he submitted
the 1977 budget. About $101/2 billion of that increase was the result of congres-
sional changes in the President's budget. Most of the remaining change was
caused by reestimates for fixed-cost and open-ended programs, and for offsetting
receipts from offshore oil and leases.

The Administration is very concerned that the Congress may push budget out-
lays still higher. Since the 1977 budget was submitted, the Congress has overrid-
den the President's veto of the 1976 Labor-HEW appropriations, and has re-
jected rescissions proposed in the special messages of November 18 and 29, 1975.
Together, these actions will increase 1976 outlays by $0.5 billion, TQ outlays
by $0.3 billion, and 1977 outlays by $1.2 billion.

These add-ons to deficits and the Nation's debt are unnecessary and undesir-
able. The President's budget as submitted will, to use his words from the Budget
Message: "* * * set us on a course that not only leads to a balanced budget
within three years, but also improves the prospects for the economy to stay on
a growth path that we can sustain. This is not a policy of the quick fix; it does
not hold out the hollow promise that we can wipe out inflation and unemploy-
ment overnight. Instead, it is an honest, realistic policy-a policy that says
we can steadily reduce inflation and unemployment if we maintain a prudent,
balanced approach. This policy has begun to prove itself in recent months as we
have made substantial headway in pulling out of the recession and reducing
the rate of inflation ; it Will prove itself decisively if we stick to it."

The President's proposals for further income tax cuts and tax Incentives are
of great importance to real, rewarding, permanent jobs. The President's budget
plans major increases in the already high levels for public works and other
job-creating additions to physical assets. Spending for these categories is esti-
mated to increase by more than 11 percent in 1976 and by 17 percent in 1977.
And the President's budget addresses the jobs situation in a number of other
ways as well.

But the major point for the committee is that there is a continuing substantial
risk of higher budget deficits resulting from threatened congressional initiatives,
both by way of new programs and add-ons to existing programs..
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The 1976 estimate of receipts reacts tax qctions- of $15.8 blllion-$13.2
billion of whlch am redu0t9aq I* Jndivdual locome tale& The President pro-
poses further reductions in the 1977 budget that would begin to take effect in
the transition quarter. The total proposed t ,rtedd ctonwfot, tbe: trasltton.quar-
ter are $5. billionof whiqh W -billon would be in' individual income taxes..

Most of the Federal debt subject to statutory limitation arises from the
Federal funds parts of the nnied budget. For this reason changes in the debt
subject to limit are more closely related to Federal funds surplus or deficit
than to unified budget surplus or deficit. Therefore, attached to this statement
for the record is a table indicating budget totals by fund group. (Attachment
A.)

In addition, off-budget Federal agencies have a significant effect on govern-
ment borrowing and on the debt subject to limit. Also attached to this state.
mentis a table for the record that Indicates the effeet of off-budget Federal
agency activity on the debt subject to limit and Includes the level of the debt limit
that we anticipate will be needed, taking Into account these transactions as well
as other means of financing, such as changes in the cash balance.
(Attachment B.)

ATTACHMENT A
BUDGET TOTALS BY FUND GROUP

gin fiscal years and millions of dollars

Transition
1975 1976 quarter

actual estimate estimate

ReCderal funds ................................................. 187.505 198, 373 54, 758
Trust funds.-.- .............................................. 118, 590 134,754 33, 783
Interfund transactions ......................................... -25,098 -35,593 -6,647

Total budget receipts ........................................ 280,997 297,34 81,894
Out!ys:Oeeral funds ................................................. 238,527 276,923 69,764

Trutfunds................................................. ,171 132,205 34,855
Interfund transactions ........................................ - -25,098 -35, 593 -6,647

Total budget outlays ......................................... 324,601 373, 535 97, 971

Surplus or deficit (-):
Federal funds ................................................. -- 51,023 -78550 -15 006
Trust funds .................................................. 7, 419 2,549 -1072

Total budgeL- ............................................... -43,604 -76,001 -16,077

ATTACHMENT B

DEBT SUBJECT TO LIMIT
IIn fiscal periods and billions of dollars)

Estimate
Transition

1976 quarter

Unified budget deficit ...............-......-................................... 76.0 16.1
Portion of budget deficit attributable to trust funds surplus or deficit (-) .............. 2.5 -1. 1

Federal funds deficit ..................................................... 78.5 15.01
Effect of offbudget agencies on debt subject to limit ................................ 8.8 3.9

Total to be financed .......-------------------------------- 87.4 18.9
Means of financing other than borrowing, and other adjustments-----------------. 2.6 (1),

Change In debt subject to limit ............................................. 90. 0 18.9
Debt subjectto limit beginning of year ............................................ 534.2 624.2
AnticioatWd debt sublect to limit, end of year ....................................... 624.2 643.1

I Less than $50,000,000.,

I
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TABLE 1.-ESTIMATED GROSS GOVERNMENt AND PRIVATE DEBT, BY MAJOR CATEGORIES

IDollar amounts In billions)

Private I State Federal I Totl Percent
and gross Federal

Dec. 31 _Individual Corporate Total local Public Agency Total debt of total

1929 ............. $72. 9
1930 ....... 71.8
1931 ............ 64.9
1932 .......... 57.1
1933 ............. 51.0
1934 ............. 49. 8
1935 ............. 49.7
1936 ..... .... 50.6
1937............ 51.1
1938 ............. 50.0
1939 ........ 50.8
1940 ............ 53.0
1941 ............ 55.6
1942 ........... 49.9
1943 ............. 48.8
1944 ............. 50.7
1945 .......... 54.7
1946 .......... 59.9
1947 ............. 69.4
1948 ............. 80. 6
1949 ............. 90.4
1950 ............. 104.3
1951 ............. 114.3
1952 ............. 129.4
1953 ........... 143.2
1954........... 157.2
1955 ............ -180.1
1956 ............. 195. 5
1957 ............. 207.6
1958 ............. 222.9
1959 ............. 245.0
1960 ............. 263. 3
1961 ........ 284.8
1962 ........ 311.9
1963 ........ 345.8
1964 ........ 380. 1
1965 ............. 415.7
1966 ............. 444.2
1967 ............. 476.3
1968 ............. 513.8
1969 ........ 548.6
1970 ....... 586.2
1971 ............. 647.6
1972 ........ 734.3
1973 ........ 821.9
1974 ............. 880.1
1975 ............. ()

$107.0 $179.9
107.4 179.2
100.3 165.2
96.1 - 153.2
92.4 143.4
90.6 140.4
89.8 139.5
90.9 141.5
90.2 141.3
86.8 136.8
86.8 137.6
89.0 142.0
97.5 153.1

106.3 156.2
110.3 159.1
109.0 159.7
99.5 154.2

109.3 169.2
128.9 198.3
139.4 220.0
140.3 230.7
167.7 272.0
191.9 306.2
202.9 332.3
212.9 356.1
217.6 374.8
253.9 434.0
277.3 472.8
295.8 503.4
312.0 534.9
341.4 586.4
365.1 628.4
391.5 676.3
421.5 733.4
457. 1 802.9
497.3 877.4
551.9 967.6
617.3 1,061.5
672.9 1,149.2
779.1 1,292.9
912.7 1,461.3
997.7 1,683.9

1,084.7 1,732.3
1, 230.8 1,965.1
1,413.8 2,235.7
1,584.2 2,464.3

() (0)

See footnotes at end of tables.

$17.8
18.9
19.5
19.7
19.5
19.2
19.6
19.6
19.6
19.8
20. 1
20.2
20.0
19.2
18.1
17.1
16.0
16.1
17.5
19.6
22.2
25. 3
28.0
31.0
35.0
40.2
46.3
50.1
54.7
60.4
66.6
72.0
77.6
83.4
89.5
95.5

103.1
109.4
117.3
127.2
137.9
149.2
167.0
181.2
193.5
209. 3

()

$16.3
16.0
I20. 8
23.8
28.5
30.6
34.4
37.3
39.4
41.9
45.0
57.9

108.2
165.9
230.6
278. 1
259.1
256.9
252.8
257.1
256.7
259.4
267.4
275.2
278.8
280.8
276.6
274.9
289.9
290.8
290.2
296.2
303.5
309.3
317.9
320.9
329.3
344.7
358.0
368.2
389.2
424. 1
449.3
469.9
492.7
576.6

$1.21,3
1:.I
4.1
5.6
5.95.
6.6.9
7.2
7.7
5.5
5.1
3.0
1.5
1.6
.7

1.0
.8

1.1
.8
.9
.8
.7

1.4
1.7
3.2
2.4
5.7
6.4
6.8
7.8
8.1

9.8
14.0
20.1
15.1
13.8
12.5HI: ~
11.6
11.4
11.9

$17.517.3
19.1
22.0
25.3
33.3
36.2
40.3
43.1
45.6
48.8
52.2
65.6

113.7
171.0
233.6
279.6
260.7
257.6
253.8
257.9
257.8
260.2
268.3
276.0
279.5
282.2
278 3
278.1
292.3
296.5
296.6
303.0
311.3
317.4
327.0
330.7
343.3
364.8
373.1
382.0
401.7
435.1
461.1
481.5
504.1
587.6

$215.2215.4
203.8
194.9
18.2
192.9
195.3
201.4
204.0
202.2
206.5
214.4
238,7
289.1
348.2
410.4
449.8
446.0
473.4
493.4
510.8
555.1
594.4
631.6
667.1
694.5
762.5
801.2
836.2
887.6
949.5
997.0

1,056.9
1,128.1
1,209.8
1,299.9
1,401.4
1,514.2
1,631.3
1,793.2
1981.2

2,134.8
2,334.4
2 607.4
2,910.7
3,177.7

(4)

8.1&.0
9.4

11.3
13.4
17.3
18 5
20.0
21.1
22.6
23.6
24.3
27.5
39.3
49.1
56.9
62.2
585
54.4
51.4
50.5
46.4
43.8
42.5
4L4
40.2
37.0
34.7
33.3
32.9
31.2
29.7
28.7
27.6
26.2
25.2
23.6
22.7
22.4
20.8
19.3
18.8
18.6
17.7
16.5
15.9

(4)
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TABLE 2.-ESTIMATED PER CAPITA GROSS GOVERNMENT-AND PRIVATE DEBT'

Prlvate' Federals
State and "Total gross ebt

Dec. 31 Individual Corporate Total local Public Agency Total

1929 $598 $878 $1 477 $146 $133 $143 $1, 767
1930....... 3 872 455 153 129 10 140 750
1931 ....... 523 808 1,331 157 143 10 153 643
1932 457 769 1,227 157 166 9 176 1561
1933 ....... 406 735 1,141 155 189 11 201 498.
1934 394 716 1,110 151 225 37 263 526.
1935 ....... 390 705 1,096 154 240 44 284 534
1936..-. 395 709 1,105 153 268 46 \ 314 572
1937...... 396 700 1,096 152 289 45 334 1583.
1938.. 385 668 1,053 152 303 47 - 351 1557
1939....... 388 663 1 051 153 320 52 372 1,57T
1940 ....... 399 671 1 070 152 339 54 .393 1,616
1941 ....... 415 728 1,143 149 432 57 489 1,782'
1942 ....... 368 785 1,153 141 799 40 839 2,135,
1943 ....... 355 803 1,159 131 1,208 37 1,245 2,536
1944 ....... 364 784 1,149 123 1,659 21 1,681 2,954
1945 ....... 389 708 1,097 113 1,979 10 1,990 3,202
1946 ....... 422 770 1,192 113 1,825 11 1,836 3,142
1947 ....... 479 890 1,370 120 1,775 4 1,780 3,271
1948 ....... 547 946 1,494 133 1,717 6 1,724 3,351
1949....... 603 936 1,540 148 1,716 5 1,722 3,410
1950....... 684 1,101 1,786 166 1,685 7 1,693 3,645
1951 ....... 738 1 239 1 977 180 1,674 5 1,680 3,83?
1952 ....... 821 1:287 2:109 196 1:697 5 1,702 4, 00&
1953....... 893 1329 2,223 218 1,718 4 1,723 4,164
1954 ....... 964 1,334 2,299 246 1,710 4 1,714 4,2601
1955 . 1,085 1,530 2,615 279 1,692 8 1,700 4,595.
1956....... 1 157 1.641 2,799 296 1,637 10 1,647 4, 743.
1957 ....... 1207 1,719 2,927 318 1,598 18 1,617 4,862:
1958 ....... 1274 1,784 3,058 345 1,657 13 1,671 5,075
1959....... 1,377 1,919 3,297 374 1,635 32 1,667 5,339,
1960 ....... 1457 2,020 3,478 398 1,606 35 1,641 5,518,
1961 ....... 1550 2,131 3,681 422 1,612 37 1,649 5,753
1962 ....... 1,672 2,259 3,931 447 1,627 41 1,668 6,047
1963 ....... 1,827 2,415 4,242 472 1,634 42 1,677 6,392'
1964....... 1,980 2,591 4,572 497 1,656 47 1704 6,774
1965 ....... 2,139 2,840 4,979 530 1,651 50 1701 7,212
1966 ....... 2,259 3,140 5,400 556 1,675 71 1746 7,703
1967 ....... 2,396 3,386 5,783 590 1,734 101 1835 8,209
1968 ....... 2,559 3,881 6,441 633 1,783 75 1,858 8,934
1969....... 2,706 4,503 7,209 680 1,816 68 1,884 9,77S
1970 ....... 2,861 4,869 7,731 728 1,899 61 1,960 10,42D
1971.. 3,127 5,238 ,366 806 2,048 53 2,101 11,274
1972....... 3,516 5,893 9,409 867 2,151 56 2,207 12,485
1973.. 3,906 6,719 10,626 919 2,233 55 2,288 13,834
1974....... 4, 153 7,475 11,629 987 2,325 53 2, 378 14,995
1975....... () (0) () () 2,682 55 2,737 (*)

See footnotes at end of tables,
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TABLE 3.-GROSS GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS NATIONAL PRODUCT

IRatios of debt to gross national product (percentI

Gross
National Private s State Federal I Total
Product and gros

Dec. 31 (millions) Individual Corporate Total local Public Agency Total debt

1929 ....... $96.7 75.4 110.7 186.0 14 16.9 1.2 181 222.51930 ....... 83.1 86.4 129.2 215.6 22.7 19.3 1.6 20.8 59.2
1931 ............. 66.9 97.0 149.9 246.9 29.1 26.6 1.9 28.6 304.6
1932 ............. 56.8 100.5 169.2 269.7 34.7 36.6 2.1 38. 7 343.1
1933 ............. 60.3 84.6 153.2 237.8 32.3 39.5 2.5 42.0 312.1
1934 ............. 68.6 72.6 132.1 204.7 28.0 41.5 7.0 48.5 281.2
1935 ............. 77.4 64.2 116.0 180.2 25.3 39.5 7.2 46.8 252.3
1936 ............. 86.5 58.5 105.1 163.6 22.7 39.8 6. 8 46. 6 232. 8
1937 ............. 87.6 58. 3 103.0 161.3 22.4 42.6 6.6 49.2 232. 9
1938 ............. 87.6 57.1 99.1 156.2 22.6 45.0 7.1 52.1 230.8
1939 ............. 94.8 53.6 91.6 145.1 21.2 44.2 7.3 51.5 217.8
1940 ............. 107.6 49.3 82.7 132. 0 18.8 41.8 6.7 48. 5 199. 3
1941 ............. 138.8 40.1 70.2 110.3 14.4 41.7 5.5 47.3 172.0
1942 ............. 179.0 27.9 59.4 87.3 10.7 60.4 3.1 63.5 161.5
1943 ............. 202.4 24.1 54.5 78.6 8. 9 82.0 2.5 84.5 172.0
1944 ............. 217.4 23.3 50.1 73.5 7.9 106.1 1.4 107.5 188.8
1945 ............. 196.0 27.9 50.8 78.7 8. 2 141.9 .8 142.7 229.5
1946 ........... 209.6 28.6 52.1 80.7 7.7 123.6 .8 124.4 212.8
1947 ........... 232.8 29.8 55.4 85.2 7.5 110.4 .3 110.7 203.4
1948 ............. 259.1 31.1 53.8 84.9 7.6 97.6 .4 98.0 190.4
1949 ............. 258.0 35.0 54.4 89.4 8.6 99.7 .3 100.0 198.0
1950 ............. 286.2 36.4 58.6 95.0 8.8 89.7 .4 90.1 194.0
1951 ............. 330.2 34.6 58.1 92.7 8.5 78.6 .2 78.8 180.0
1952 ............. 347.2 37.3 58.4 95.7 8.9 77.0 .3 77.3 181.9
1953 ............. 366.1 39.1 58.2 97.3 9.6 75.2 .2 75.4 182.2
1954 ............. 366.3 42.9 59.4 102.3 11.0 76.1 .2 76.3 189.6
1955 ............. 399.3 45.1 63.6 108.7 11.6 70.3 .4 70.7 191.0
1956 ............. 420.7 46.5 65.9 112.4 11.9 65.7 .4 66.2 190.4
1957 ............ 442.8 46.9 66.8 113.7 12.4 62.1 .7 62.8 188.8
1958 ............ 448.9 49.7 69.5 119.2 13.5 64.6 .5 65.1 197.7
1959 ............. 486.5 50.4 70.2 120.5 13.7 59.8 1.2 60.9 195.2
1960 ............ 506.0 52.0 72.2 124.2 14.2 57.4 1.3 58.6 197.0
1961 ...... 523.3 54.4 74.8 129.2 14.8 56.6 1.3 57.9 202.0
1962 ...... 563.8 55.3 74.8 130.1 14.8 53.8 1.4 55.2 200.1
1963 ............. 594.7 58.1 76.9 135.0 15.0 52.0 1.4 53.4 203.4
1964 ........ 635.7 59.8 78.2 138.0 15.0 50.0 1.4 51.4 204.5
1965-......... 688.1 60.4 80.2 140.6 15.0 46.6 1.4 48.1 203.7
1966 ........ 753.0 59.0 82.0 141.0 14.5 43.7 1.9 45.6 201.1
1967 ........ 796.3 59.8 84.5 144.3 14.7 43.3 2.5 45.8 204.9
1968 ............ 868. 5 59.2 89.7 148.9 14.6 41.2 1.7 43.0 206.5
1969 ............ 935.5 58.6 97.6 156.2 14.7 39.4 1.5 40.8 211.8
1970 ............. 982.4 59.7 101.6 161.2 15.2 39.6 1.3 40.9 217.3
1971 ............. 1,063.4 60.9 102.0 162.9 15.7 39.9 1.0 40.9 219.5
1972 ........... 1, 171.1 62.7 105.1 167.8 15.5 38.4 1.0 39.4 222.6
1973 ........... 1,306.3 62.9 108.2 171.1 14.8 36.0 .9 36.9 222.8
1974 ........... 1,406.9 62.6 112.6 175.2 14.9 35.0 .8 35.8 225.9
1975 ........... 1,499.0 () () () (9 38.5 .8 39.2 (0

See footnotes at end of tables,



TAS, 4.-STIMATED NET GOVERNMENT AND PRIVATE DEBT, BY MAJOR CATEGORIES

Privtet State Total Percent
Sim nit Fde oI

Dee, 81 Individual Corporate Total local Federala debt total

.. .. ...... , ,1..... ..

-1918 .................. 44.5 47.0 91.5 5.1 20.9 117,5 17.8
1919 ............. :... 43.9 3  97.2 5.5 25.6 123 20.0
1920. ............. . 48.1 7 1 8 6.2 237 135.7 17.
1921 ............. 49.2 7. 1 2 7.0 23.1 136.3 16.9

2.......50.9 1 .5 7.9 22.8 140.2 16.3192 ............. 53.7 1 6.3 &.6 21.8 146.7 it
924.................. 55.8 7. 1 0 9.4 21.0 15.4

192 .................. 59.6 2. 13 3 0.3 20.3 162.91
1926 ............ 62.7 7& 1 .1.1 19.2 169.2 .
1927 .................. 66.4 LI 14 .6 1.&2 177.9 10.2

1.................. 70.0 17 .5 1. 17.5 18.3 9.4
72.9 16. l. 8  13.6 16.5 191.9 8.6

1931 1 .1 16.6 1.3 175.0 12.2
'1931 .................. 0. 649 .1 127 16.7 16.5 192. 20.6

1932 ................... 57.1 188, 16.6 21.3 175.0 2.2
1933 ............... ... 51.0 r63 2.3 16.3 24.3 168.5 14.4

:1934 ............... 49.8 S.5 14.3 15.9 30.4 171.6 17.7
1935 ................. 49.7 4.8 12.5 16.1 34.4 175.0 19.7

,1936 .................. 50.6 76.1 12. 16.2 37.7 180.6 20.9
1937.4................. 51.1 75.8 1.9 16.1 39.2 182.2 21.5
1930 .................. 50.0 &5. 1.3 16.1 40.5 179.9 22.5
19 ............... 50.0 74.1 144.3 1.4 42.6 183 3 23.2
1940 .................. 5.0 75.6 1 2.6 16.4 44.8 189.8 23.6
.1941.......... ... 55.6 93.4 139.0 16.1 56.3 211.4 26.6
1942 .................. 49.9 91.6 1U.5 15.4 101.7 258.6 39.3
1943 .................. .4 95.5 14.3 14.5 154.4 313.2 49.3
1944... ......... 50.7 94.1 14.6 - 13.9 211.9 370.6 47.2
1945 ....... .. . 54.7 5.) 14.0 13.4 252.5 405.9 62.2
1946 .................. 5 5.9 93. 1 .4 13.7 229.5 396.6 57.9.1947.................. 69.4 109.6 1.0 15.0 221.7 416.7 53.3
4 .............. 114 170 2153 4313 49.9,99 ..................49 1187 2..1 19 217.6 ,., 48.1

104.3 142.8 247.1 21.7 217.4 486.2 44.7
: :.... . . 114.3 163.8 273.1 24.2 216.9 519.2 41.8

1952 ................... 129.4 17.3 301.7 27.0 221.5 550.2 40.3
1973 ............... 14.2 1.9 324.1 30.7 226.8 581.6 3.0
195................. 157.2 18.1 341.3 35.5 229.1 606.9 37.8
1955 . ............ . 180.1 215.0 3 665. 3.
195 ................... 195.5 234.1 43. 6 44.5 224.3 698.4 32.1
1957................ 207.6 249.1 456.7 48.6 223.0 72L.3 30.6
1958.............- 222.9 3~2. 0 484.9 53.7 231.0 760.6 30.0
1959 .................. 245.0 287.0 5.0 59.6 241.4 8330 29.0
1960 .................. 263.3 306.~ 56.6 64.9 239.8 874.3 27.4
1961 .................. 284.8 32) 6.1 75 246.7 930.3 26.5
1962............... 311.9 353.5 4 0 253.6 996.0 25.5
1963............... 345.8 383.6 4 3.9 257.5 1,070.8 24.0

194.........8.1 471 90 2.4 264.0 1,151.6 22.9
196..........415.7 432 8.9 98.3 266.4 1,243.6 21.4

16............. 444.2 517.8 962.0 104.8 271.8 1,3366 20.3
1 851. 630 1166. 112:8 286.4 1,438. 1 19.9

1969............... 548.6 764.8 1,313.4 133.3 280.3 1,7360 16.7
1970............... 586.2 836.4 1,422.6 144.8 301.1 1,868.5 16.1
1971.........647. 6 909.1 1,556.7 162.8 325.9 2,045.4 15.9
1972:.................:734.3 1,030.8 1,765.1 176.9 341.2 2,283.2 14.9
1973....... ......... 8$21.9 1,185.7 2,007.6 189.5 349.1 2,546.2 13.7
1974................ 80. 1 1,330.6 2,210.7 205.6 360.8 2,777.1 13.0
1975 ................... (4 4 4 C 466.3C)()

.Se footnotes at and Of tables.
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,'?A0Lt'5:--ESTIMATED PER CAPITA MET GOVERNMENT AND PRIVATE DEBTS'

* SUae Total,
nd net

Dec. 31 Individual Corporate Total C Federal debt

11................... $356 $434 $750 -$44, $11 $806
, ,,,707 L4

1917 .............. ..... 374 7 70 915
1918................... 431 455 49 202 1,138.
1919 ................... 420 509 930 52 244 1,227
1920 ................... 451 541 903 58 222 1274
3921 ................... 453 525 978 64 212 11,25
3922 ................... 462 532 4 71 207 1,273
1923 ................... 479 559 1,38 7 194 310
1924 ................... 488 588 1, 8 184 14

92 514 627 112 88 175 406,
9:54649 Il4 163 1,441

580 714 1, 106 1451. 41 ................... 553 673 1,. ,2 152 41

................ 5 6 1 132 170 1401.32457 640 108
406 612 11ui 129 193 13

34................ 394 597 901 25 240 1
133............. 390 587 97 .126 2701:7

................... ,,
1 ..... .......... 395 594 989 126 294 1.410

1137 396 588 985 24 304 1,414
1938 . . . 385 564 94 24 311 1,385
1939 ................... 388 561 94 125 325 1,400
1940.................... 399 570 961123 337 1,431
1943............... .. 415 622 1,03 120 420 1,578
19 ................... 368 676 1,045 113 751 1 910

....... 355 695 1 1 105 1124 2281
1944................... 364 677 1,042 100 1525 2,667
1945 ................... 389 607 9 95 1,797 2,89
18..422 658 1,080 96 616 2,7!

194. ;'.'......" .. 479 757 1,237 103 532 2,87
198.................... 547 804 1,351 115 ,462 2.9

.............. 603 792 1,396 127 ,452 2,976
684 937 122 142 1,427 3, 192
738 '1057 1,795 156 400 3,352
821 093 1,914 171 1,405 3,492

1953................... 893 1,129 2,23 191 1,415 3,630
19542.......... .. 964 1,129 2 03 217 405 3,716

1,8B12ar,8 247 1,383 .- 4,01216................... . 05 1,295 26 1,327 4,1157 1386 254 28613 327 4, 13

197............1207 1448 2,665S28 1,296 4,234
.96.................. 1,274 1,498 2,772 307 1,320 4,400,

10................... 1,377 1,613 2,99136 1,357 4,68
,g, 2 1,3274,

1960. ............ .. 147 169$ 3,152 359 1,327 4,839
1550 1,787 3,337 383 1,343 5,

1962 .................. 1672 1,895 3,567 412 1,359 5,33$
1 .. 1,827 2,027 3,
191,980 2,173 4, 471 375 6,001

2,139 2,3 4,523 1:371 6,400,
2,259 2,634 4, 1,441

197..........2,396 2,831 5,4113
1968 ................... 2,559 S,253 5,813 611 1,464 7,879
1969 .................. . 2706 3,773 6,480 657 1,427 565
1970 ................... 2,861 4,082 6,943 706 1,469 9,120
1971 ................... 3,127 4,390 7,518 786 1,574 9,879-
1972................ .. 3 516 4,935 8,451 847 1 633 10,932
1973.................. 3,906 5,635 9,542 900 1,659 12,101
1974................... 4,153 279 10,432 970 1,702 13.105.
1975 ................... (*) () (*) () 2,168 ()

See footnotes at end of tables.
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TABLE 6.-ESTIMATED NET GOVERNMENT AND PRIVATE DEBT RELATED TO GROSS

NATIONAL PRODUCT

IRatlos of debt to gross national product-percent)

Gross
National PrivateI State Total
Product and net

Dem. 31 (millions) lndlvidual" Corporate Total local Federal' debt

-192................. $96.7 75.4 91.9 167.3 14.1 17.1 198.4.3................... 83.1 86.4 107.5 193.9 17.7 19.9 231.41931 .................. 66.9 97.0 124.8 221.8 23.9 27.7 273.4
132................... 56.8 100.5 140.8 241.4 29.2 37.5 308.1

.1933.. ........ ... 03 84.6 127.5 212.1 27.0 40.3 279.4
1934.0..............686 72.6 110.1 182.7 23.2 44.3 250.1

77.4 64.2 96.6 160.9 20.8 44.4 226.18 ................. $6.5 585 88.0 14.5 18.7 43.6 208.8
.197....0........... .. 87.6 58.3 86.5 144.9 18.4 44.7 208.0193.............. 87.6 57.1 83.7 140.8 18.4 46.2 205.41939 ................... 94.8 53.6 77.5 131.1 17.3 44.9 193.4.14.. ...... 107.6 49.3 70.3 119.5 15.2 41.6 176.41 138.8 40.1 60.1 100.1 11.6 40.6 152.3
::::................ 179.0 27.9 51.2 79.1 8.6 56.8 144.5
1943 ........ 202.4 24.1 47.2 71.3 7.2 76.3 154.7
1944......... ..... 217.4 23.3 43.3 66.6 6.4 97.5 170.5
.1945............ 196.0 27.9 43.5 71.4 6.8 128.8 207.1.1946................. 209.6 28.6 44.6 73.2 6.5 109.5 189.2
-1947................. 232.8 29.8 47.1 76.9 6.4 95.2 178.6
1948 ................... 259.1 31.1 45.7 76.8 6.6 83.1 166.5
1949 ................... 258.0 35.0 46.6 81.0 7.4 84.3 172.8
1950 .................. 286.2 36.4 49.9 86.3 7.6 76.0 169.9
1951 ................... 330.2 34.6 49.6 84.2 7.3 65.7 157.2
1952................... 347.2 37.3 49.6 86. 9 7.8 63.8 158.5
1953 ................... 366.1 39.1 49.4 88.5 8.4 62.0 158.9.9 ................... 366.3 4L9 50.3 93.2 9.7 62.5 165.4
1955 ................... 399.3 45.1 53.8 98.9 10.3 57.5 196.71956 ................... 420.7 4L.5 55.6 102.1 10.6 53.3 1 o6.01957 ................... Ls 46.9 56.3 103.1 11.0 50.4 164.5
1958 ................... -448.9 49.7 58.4 108.0 12.0 51.5 171.4
1959 ................... 486.5 50.4 59.0 109.4 12.3 49.6 171.2
.1960 ................... 506.0 52.0 60.5 112.6 12.8 47.4 172.8
1961.... .............. 523.3 54.4 62.7 117.2 13.5 47.1 177.8
1962 ................... 563.8 55.3 62.7 118.0 13.7 45.0 176.7

*1963 ................... 594.7 58.1 64.5 122.7 14.1 43.3 180.1
1964 ................... 635.7 59.8 65.6 125.4 14.2 41.5 181.2
1965 ................... 688.1 60.4 67.3 127.7 14.3 38.7 180.7
1966 ................... 753.0 59.0 68.8 127.8 13.9 36.1 177.8

,1967 ...... ............ 796.3 59.8 70.7 130.5 14.2 36.0 180.6196................ 868.5 59.2 75.2 134.3 14.1 33.6 182.11 9" : ............... 935.5 5L.6 81.8 140.4 14.2 30.9 165.6
1970 ................... 982.4 59.7 85.1 144.8 14.7 30.6 190.2
1971 .................. 1,063.4 60.9 85.5 146.4 15.3 30.6 192.3
1972 .................. 1,171.1 62.7 88.0 150.7 15.1 29.1 195.0
1973 .................. 1,306.3 62.9 90.8 153.7 14.5 26.7 194.9
174 1...... 1,40, 9 62.6 94.6 157.1 14.6 25.6 197.4
19 ".: '" 1,499.0 () () (9 () 31.1 ()

See footnotes attend of tables.



TABLE 7.-ESTIMATED FEDERAL DEBT RELATED TO POPULATION AND PRICES

Outstanding Federal debt Per capital Federal debts Real per capital Federal debt 8
Prvaeld Privately PrivatelyPriotly held held

'Dec. 31 Gross I Nets nets Gross I NetI net Gross Not$ net$

'1929...... .$17.5 $16.5 $16.0 $143.7 $135.5 $131.4 $465.0 $438.4 $425.1
.1930 ..... .... 17.3 16.5 15.8 140.6 134.1 12.4 484.0 461.6 442.0
1931 ............ 19.1 18.5 17.7 154.0 149.1 142.7 586.0 567.6 543.0
1932 ............. 22.0 21.3 19.4 176.2 170.6 155.4 747.6 723.8 659.3
.1933 ............ 25.3 24.3 21.9 201.5 193.5 174.4 850.4 816.7 736.1
1934 ............ 33.3 30.4 28.0 263.5 240.6 221.6 090.1 995.1 916.6
1935 ............. 36.2 34.4 32.0 24.5 270.3 251.5 1,142.7 1085.9 1,010.1
1936 ............ 40.3 37.7 35.3 314.7 294.4 275.7 249. 1,168.5 1,094.1
1937 ............. 43.1 39.2 36.6 334.6 304.3 294.1 1,287.9 171.4 1,093.7
1938 ............. 45.6 40.5 37.9 351.2 312.0 291.9 1,39.8 1235.2 1,155.9
1939 ............ . 48.8 42.6 40.1 372.9 325.5 306.4 1,483.4 1294.9 1,219.0
1940 ............. 52.2 44.8 42.6 393.7 337.9 321.3 1,551.4 1,331.5 1,266.1
1941............. 65.6 56.3 54.0 489.9 420.5 403.3 1,759.8 1,510.3 1,448.6
1942 ............. 113.7 101.7 95.5 840.0 751.3 705.5 2,760.6 2,469.3 2,318.7
1943 ............ 171.0 154.4 142.9 1245.9 1,125.0 1,041.2 3,969.2 3,583.9 3,317.0
.1944 ............. 233.6 211.9 193.1 1,681.6 1,525.4 1,390.t, 5,246.7 4,759.3 4,337.1
1945 ............. 279.6 252.5 228.2 1,990.5 1,797.6 1,624.6 6,073.7 5,485.0 4,957.2
.1946 ............. 260.7 229.5 206.1 1,836.7 1,616.9 452.1 4,7283 4,162.5 3,738.1
1947 ............. 257.6 221.7 199.1 1,780.3 1,532.2 1,376.0 4,217.3 3,629.6 3,259.6
1948 ............. 253.8 215.3 192.0 1,724.1 1,462.6 1,304.3 3,982.2 3,378.1 3,012.5
1949 ............. 257.9 217.6 197.7 1,722.0 1,452.9 1,320.1 4,050.5 3,417.6 3,105.0
.1950 ........... 257.8 217.4 196.6 1,693.0 1,427.7 1, .1 3,762.5 3,172.9 2,869.3
1951 ............. 260.2 216.9 193.1 1,680.0 1,400.5 1,246.8 3,524.1 2,937.6 2,615.3
1952 ............. 268. 3 221.5 196.8 1,702.9 1, 405.9 1,249.1 3,540.8 2,923.2 2,597.2
1953 ............. 276.0 226.8 200.9 1,723.0 1,415.9 1,254.2 3,559.0 2,924.6 2,590.6
1954 ........... 279.5 229.1 204.2 1,714.5 1,405.3 1, 52.6 3,557.2 2,915.8 2,59.9
1955 ............. 282.2 229.6 204.8 1,700.7 1,383.7 1, 34.2 3,515.1 2,859.9 2,551.0
.1956 .......... 278.3 224.3 199.4 1,647.7 1, 328.0 1, 80.6 3,310.1 2,667.8 2,371.7
1957 ............. 278.1 223.0 198.8 1,617.0 1,296.6 1,155.9 3,153.6 2,528.8 2.254.4

.1958 ............. 292.3 231.0 204.7 1,671.4 1,320.9 1,170.5 3,203.7 2,531.9 2,243.6
-1959 ............. 296.5 241. 4 214.8 1,667.3 1,357.5 1,207.9 3,148.7 2, 563.6 2,281.11960............. 296.6 239.8 212.4 1641.7 1327.3 1,1 5.6 3,055.8 2,470.6 2,18.3
1961 ............. 303.0 246.7 217.8 1,649.5 1,343.0 1,185.7 3,051.0 2,484.1 2,193.1
1962 ............. 311.3 253.6 222.8 1,668.8 1,359.5 1 4.4 3,049.7 2 484.5 2,182.7

,1963 ............. 317.4 257.5 223.9 1,677.2 1,360.7 1,183.1 3,015.4 2,446.3 2,127.1
.1964 ............. 327.0 264.0 227.0 1,704.1 1,375.8 1,183.0 3,027.7 2,444.4 2,101.8
1965 ............. 330.7 2G6.4 225.6 1,702.0 1,371.1 1, 61. 2966.6 2,389.8 2,023.8
1966 ............. 343.3 271.8 227.5 1,746.5 1,382.8 1,157.4 2,946.0 2,332.5 1,952.3
.1967 ............. 364.8 286.4 237.3 1,835.8 1,441.3 194.2 3,005.2 2,359.3 1,954.9
1968 ............. 373.1 291.9 238.9 1858.9 1,454.4 1,190.3 2,905.8 273.4 1,860.6
1969 ............. 382.0 289.3 232.1 1 884.8 1,427.4 ,145.2 2,776.0 102.3 1,686.7
1970 ............. 401.7 301.1 239.0 1 ,960.7 1,469.7 1,166.6 2,737.7 052.1 1, 628. 9
1971 ............. 435.1 325.9 255.1 2,101.5 1 574.1 1,232.1 2839.0 2 126.4 1,664.51972 ........... 461.1 341.2 269.9 2:207.9 1.633.8 1. 2. 4 2:884.6 2:134.5 1: 68.5
1973 ............. 481.5 349.1 268. 6 2,288.5 1,659.3 1,276.6 2,747.9 1,992.3 1, 532.9
1974 ............. 504.1 360.8 280.1 2 378.9 1,702.6 1, 3218 2,545.7 1,822.0 1,414.5
.1975 ............ 587.6 466.3 361.3 2,737.5 2, 168.8 1,6804 2,737.5 2,168.8 1,680.4

Set footnotes at end of tables.



TABLE IL-PRVATELY HELD FEDERAL DEBT RELATED TO GNP -...

IDollar amounts In billions]

Percent
Gross

national Privately Ratio of debt Year.to.year
Dec. 31 product' held debt to GNP price changes'

... . $967 $16.0 16.5...........
I------------------8..1 15.8 19.0 -;:&
1,1 ............................................. 66.9 17.7 26.5 -9.5I 932--------------------------------------56.8 19.4 34.2 -10.3

". . ".. ... "... .".... .. .......... .... 60.3 21.9 36.3 .5
194 ............. ...... ......................... 68.6 21.0 40.8 2.0
1935.. -. .............. - ........................... -77.4 32.0 41.3 3.0"
1936. 86.5 35.3 40.8 1.21937---------------------87.6 36.6 41.8 3.1I
1938 ............................................. 87.6 37.9 43.3 -28,
1939.-------------------------------------94.8 40.1 42.3 -. 5
1940 .......... o..................... . 107.6 42.6 39.6 1.0
1941 .......... o................................. 138.8 0 38.9 9.792 ........................................... 179.0 94.5 53.4 9.3

.. .. .. .. . 202.4 142. 9 70.6 3.2
194 217.4 193.1 88.8 2.1
1 945.. ...."" :.................................... 196.0 228.2 116.4 2.3
946 ......................................... 209.6 206.1 98.3 13.5
947 .......................... 232.8 199.1 85.5 8.7

1948., ........... 259.1 192.0 74.1 2.6
1949,, ........................................... 258.0 .197.7 76.6 -1.8
1950 ............................ ....... 26.2 196.6 68.7 5.8
1961 ........................... 330.2 193.1 58.5 5.91952 ........................ 347.2 196.9 56.7 .9
1963" ...................... :::................ 366.1 200.9 54.9 .71954. ..................................... 366.3 204.2 55.7 -. 4
1955 .............................................. 399.3 204.8 51.3 .4
1956 ....... ........................ 420.7 199.4 47.4 2.9
1957 ....................................... 442.8 198.8 44.9 3.0
1958 .............................................. 448.9 204.7 45.6 1.7
1959 .............................................. 486.5 214.8 44.2 1.5
1960 .............................................. 506.0 21 4 42.0 1.5
1961. ...................................... 523.3 21. 8 41.6 .6
1962. ..................................... 563.8 222.8 39.5 1.2
1963 ..................... 594.7 223.9 37.6 1.61 ....................... 635.7 227.0 35.7 1.2

196 . ........................ .. . . 688.1 225.6 32.8 1.9
1967............... ....................... 753.0 227.5 30.2 3.3

7 ..................................... '.. 796.3 237.3 29.8 3.0i................................. 868.5 238.9 27.5 4.7
.:......... ""........ ................... 935.5 23Z1 24.8 6.1

.................................... 982.4 239.0 24.3 5.5197 .... ................................. 1,063.4 255.1 24.0 3.41.1,171 269.9 23.0 3.4173 ... .................................. 1,306.3 268.6 20.6 8
1974. ............................................. 1,406.9 280.1 19.9 12:
1975 ... . 1,499.0 361.3 24.1 7.0

See footnotes at end of tables.



TABLE 9.-CHANGES IN PER CAPITA REAL GROSS NATIONAL PRODUCT

Real GNP per capita, change
from year ago

- Real'sGNP
Year Real GNP 4 per capita Amount Percent

(Constant 1958 dollars)

1929...... $203.6 $1672.5 ............................
1930 ....................................... 183.5 1,491.4 -$181.1 -10.8
1931 ............................................... 169.3 1,365.4 -126.1 -8.51932 .............................................. 144.2 1,155.6 -209.8 -15.41933 .............................................. 141.5 1,127.3 -28.3 -2.4
1934 .............................................. 154.3 221.5 94.2 8.4
1935 .............................................. 169.5 1,332.5 111.0 9. 1
1936...' .................................... 930 1,507.7 175.2 13.1
1937-------------------------------... 203.2 1,577.8 70.1 4.7
1938...":....... ....... .......... 192.9 1,486.3 -91.5 -5.8
1939......... ...... ........................ 209.4 1,600.4 114.1 7.7
1940..:...................................... 227.2 1,714.0 113.6 7.1
1941 ............................................... 263.7. 1,970.0 256.0 14.9
1942 ............................................... 297.8 2,200.5 230.6 11.7
1943 ............................................... 337.1 2,456.6 256.1 11.6
1944 ............................................... 31.3 2,601.4 144.8 5.9
1945 ............................................... 355.2 2,529.2 -72.2 -2.8

(Constant 1972 dollars)

1946 ............................................... 475.7 3,352.0 822.8 32.5
1947 ............................................... 468.3 3,236.9 -115.1 -3.4
1948 ............................................... 487.7 3,313.5 76.6 2.4
IS49 ............................................... 490.7 3,276.9 -36.6 -1. 1
1950 ............................................... 533. 5 3, 504. 1 227. 2 6. 9
1951 ............................................... 576.5 3,722.8 218.7 6.2
2952 ............................................... 598.5 3, 799.2 76.4 2.1
1S53 ............................................... 621.8 3,882.3 83.1 2.2
1954 ............................................... 613.7 3,764.9 -117.4 -3.0
1955 ............................................... 654.8 3,946.7 181.8 4.8
1956 ............................................ 668.8 3,960.2 13.5 .3
1957.._..................................... 680.9 3,959.6 -. 6 -0
1958 ............................................... 679.5 3,886.0 -73.6 -1.9
1959 ............................................... 720.4 4,051.6 165.6 4.3
1960 ............................................... 736.8 4,078.6 27.1 .7
1961 .................................... 755.3 4,112.3 33.7 .8
1962 ... ................................ 799.1 4,284.3 172.0 4.2
1963 . .................................. 830.7 4,390.1 105.8 2.5
1964 ............................................... 874.4 4,557.3 167. 2 3.8
1965 ............................................... 925.9 4,765.7 208.4 4.6
1956 ............................................... 981.0 4,991.3 225.6 4.71967 ............................................... 1007.7 5,071.7 80.3 1.61968 ............................................... ,,051.8 5,241.0 169.3 3.329 ............................................... ,078.8 5,323.3 82.3 1.61970 ............................................... 1, 075.3 5,249.1 -74.2 -1.41971 ............................................... 1,107.5 5,349.6 100.5 1.91972 ............................................... 1171.1 5,608.1 258.6 4.8
1973 ......................................... 1233.4 5,862.8 254.7 4.51974 ............................................... 1,210.7 5,713.8 -149.0 -2.5
1975 ............................................... 1,186.4 5,518.6 -195.2 -3.4

'Not available.
I Private corporate debt includes the debt of certain federally sponsored agencies in which there Is no longer any Federal

propretary interest. The debt of the following agencies are included beginning these years: FLB's in 1949; FHLB's in 1951'
FN MA-serondary market operations, FICB's and BCOOP's in 1968. The total debtfor these agencies amountto $700 000,ooW

on Dec. 31, 1947 $3 500,000,000 on Dec. 31, 1960, $38,800,000,000 on Dec. 31, 1970, $59,800,000,000 on Dec. 31, 1973, and
$76 400000,000 'on bec. 31, 1974.

STotal Federal securities includes public debt securities and budget agency securities.
5 Per capita debt is calculated by dividing debt figures by population of coterminous United States Beginning 1949,

population includes armed forces overseas, Hawaii and Alaska.
4 Real GNP is in constant 1972 dollars from 1946 to 1975. Real GNP prior to 1946 Is in constant 1958 dollars. Changes

from 1945 to 1946 are not comparable.
I Borrowing from the public equals gross Federal debt less securities held In Government accounts (a unified budget

concept).
* Borrowing from the public less Federal Reserve holdings.
I Measured by all item consumer price Index December to December basis.
I Per capita debt expressed in December 1975 prices (Consumer Price Index for all Items).
Note: Detail may not add to totals because of rounding.
Source: Federal debt, Treasury Department; othei data, Bureau of Economic Analysis, Commerce Department

Senator lh-n. The committee will adjourn until 10 a.m. tomorrow
morning, when we will have the Trade Commission authorization sales
bill.

LWhereupon, at 1 :05 p.m., the committee recessed, to reconvene at
10 a.m. on March 5, 1976.]


