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EXTENSION OF EXISTING $450 BILLION DEBT- LIMIT

WEDNESDAY, JUNE 28, 1972

U.S. SENATE,
Co.3irr'rEE oN FINANCE,

Vashington, D.C.
The conimittee met at 10 a.m., in room 2221. New Senate Office

Building, SenatorRussell B. Long (chairman) Presiding.
Present.: Senators Long, Anderson, Hartke, Fulbright, Byrd, Jr.,

of Virginia, Nelson, Bennett, Curtis, Jordan of Idaho, and Hansen.
The CHAIR1AN. The committee will consider today H.R. 15390, a bill

which would provide a 4-month extension of the present temporary
level in the public debt limitation. This is the second time that the
committee has met to act upon. the public debt limitation this year.

Under the present law, the debt limit is composed of two parts: a
permanent limitation of $400 billion and a telp6rary additional limit
of$,$50 billion through June 30, 1972. Thus, unless we act on this legis-
lation this week, the debt limit will automatically re\vert to the perma-
nent limit of $400 billion.

On June 27, the debt subject to the limit was $426.S billion, con-
siderably higher than the permanent limit would be; signaling the
urgency of this legislation.

Current estimates of the budget indicate the fiscal 1972 budget out-
look has iml)roved somewhat over the January estimate, although on
both the Federal funds and the unified funds basis, the deficit con-
tinues to be heavily in the red.

We also must be concerned about the fact that the fiscal 1973 budget
projections show increases over the current projected deficits for fiscal
1972.

We will insert at this point in the record a copy of our committee
press release announcing this hearing, a copy of the bill before us, and
a memorandum prepared by the Finance staff providing some back-
ground on the budget.

(The material referred to follows:)

(1)



PRESS RELEASE

FOR IMMEDIATE RELEASE
June 23, 1972

COMMITTEE ON FINANCE
UNITED STATES SENATE
2227 New-Senate Office Bldg.

FINANCE COMMITTEE ANNOUNCES HEARING ON THE PUBLIC DEBT

The Honorable Russell B. Long (D., La.), Chairman of the
Committee on Finance, announced today that the Committee will hold
a one-day hearing on .ednesday June 28, 1972 , on H. R. 15390, a
bill to extend the present temporary ceiling of $450 billion on the
public debt through October 31, 1972.

The Chairman announced that this legislation should be passed
before June 30, 1972, because at that time the permanent debt limit of
$400 billion would go into effect, significantly below the current out-
standing debt of the Treasury Department. The-debt on June 15 was
$427.7 billion.

The Honorable George P. Shultz, Secretary
will be the principal witness for the Administration.
companied by the Honorable Caspar W. ,einberler
of the Office of Management and Budget.

of the Treasury,
He will be ac-
Deputy Director

The hearing will be held in Room 2221, New Senate Office
Bitilding and will begin at 10:00 A. .

PR #14



92D CONGRESS
SESSION H R. 15390

IN TIE HOUSE OF REPRESENTATIVES

A BILL
To provide for a fou'-nouitli ('xtClp!(ionl of the present temporary

level in the public" debt limitation,

I Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,

3 That Public Law 92-250 mnd section 2 (a) of Public Law

4 92-5 are each amended by striking out "June 2,0, 1972,"

5 and inserting in lieu thereof "October 31, 1972,"..



Tune 28, 1972

MEMCRANDUM

TO: Members of the Committee on Finance

FRCM: Tom Vail, Chief Counsel

SUBJECT: Public Debt 3111 (H. R. 15390)

House Bill . H. R. 15390 would provide a four-month extension --
through October 31, 1972 -- of the present temporaryr" public debt limitation
of $450 billion. The permanent debt limit would remain at $400 billion. Under
present law, the "temporary" ceiling of $450 billion expires on June 30, 1972,
and reverts back to the permanent $400 billion level.

Administration Request. -- On January 31, 1972, the Treasury Depart-
ment requested the Congress to increase the temporary limitation on the public
debt to $480 billion through June 30, 1973. Congress did not approve this re-
quest, but instead provided a $50 billion temporary addition to the permanent
limit. The Administration's current request, submitted to Congress on June 5i
was to increase the temporary limitation on the public debt to $465 billion which
was estimated sufficient to finance the debt through February, 1973.

Explanation of Houe Action. -- According to the House Committee
Report (pages 8 - 11), the h-ouse did not accede to the latest Administration's
request for the following reasons:

1. Uncertainties in the Federal budget;
2. Concern with overwithholding of Federal taxes;
3. Concern over increasing expenditures; and
4. Broad interest in tax reform.

Thus, under the House action, Congress would have to consider the debt
limit issue a third time this year, some time shortly before the end of October.

BUDGET

The January budget estimated a deficit for fiscal 1972 on a Federal funds
basis of $44.7 billion. The unified or consolidated deficit was projected at $38. 8
billion. These estimates have been revised downward to $32. 2 billion and $26. 0
billion, respectively. However, the fiscal 1973 budget estimates have been re-
vised slightly upwards, as can be seen in the following table.

1972 1973
January Current January Current
Estimate Estimate Estimate Estimate

Federal funds:
Receipts 137.8 147.1 150.6 152.6
Outlays 182.5 179.3 186.8 190.4

Deficit(-) -44.7 -32.2 -36.2 -37.8

Trust funds:
Receipts 73.2 73.2 83.2 83.6
Outlays 67.2 67.0 72.5 72.8

Surplus 5.9 6.2 10.7 10.8

Unified budget:
Receipts 197.8 207.0 220.8 223.0
Outlays ?36.6 233.0 246. 1 Z.O.t

Deficit(-) -3S.8 -26.0 -25.5 -Z7.0

NOTE: Detail may not add to totals because of rounding.
Source: Office of Management an the Budget



The C .. x. Our first witness today will be the Honorable George
P. Shultz, Secretary of the Treasury. Ifr. Secretary, I see that you are
accompanied by Mr. Weinberger, your successor, as the new Director
of the Budget.

STATEMENT OF HON. GEORGE P. SHULTZ, SECRETARY OF THE
TREASURY; ACCOMPANIED BY PAUL VOLCKER, UNDERSECRE-
TARY OF THE TREASURY

Secretary SHUiTz. Yes, sir. I am also accompanied by Mr. Paul
Voicker, Undersecretary of the Treasury for Monetary Affairs.

The CHAIRMAN. Well you inherited some good people over there,
Mr. Shultz. I hope when you go selecting additional people to work
with you and make some selections of your own down through the
years that vou- will succeed in attracting the same quality of high-
caliber peoi)le that your predecessors have been able to bring to the
Treasury. You've got a good group over there.

Secretary SHIx;LTZ. That is my impression also, Mr. Chairman, and
I am glad to say that Mr. Volcker and many others are staying on in
the Treasury anld helping with the many problems that we have.

The CHAiRMAN. Mr. Caspar Weinberger will testify with you at
the same time.

Mr. WEINBERGER. We have a short separate statement, Mr. Chair-
man, which we can deliver any time at your convenience.

I am accompanied by Mr. Samuel Cohn, assistant director, Office
of .[ainageient and Budget.

The CHAIRMAN.. I would suggest that each of you present your
statements and that we withhold our questions and at that point then
you can field the questions that are directed toward the Treasury and
Mr. Weinberger can field those directed toward the Office of the
Director of the Budget.

Secretary SiwIuTz. Thank you, Mr. Chairman.
On July 1. 1972, as you noted in your statement, Mr. Chairman,

the debt limit will revert to its permanent ceiling of $400 billion. The
debt subject to statutory. limit stood at $426.8 billion on June 27 and
will be approximately $425 billion on July 1.

In addition, assuming an operating cash balance of $6 billion we
expect the debt to rise to approximately $460 billion next February.

Accordingly-in order both to provide a margin for contingencies
and to assure the new Congress an early opportunity to review the
debt limit matter-we recommended to the House Ways and Means
Committee that the temporary ceiling be increased to $465 billion and
extended to March 1, 1973.

However, the committee recommended-and the House adopted-
an extension of the existing $450 billion ceiling only through October
of this year.

The 1972 fiscal situation has improved significantly in recent-months.
In our midsession review, we estimated that the fiscal 1972 deficit
would be in the range of $26 billion-almost $13 billion less than the
January estimate.

This improvement is primarily the result of a $9.2 billion increase
in revenues-largely due to higher individual income tax receipts.

80-749 0 - 72 - 2



Outlays also are now expected to be some $3.6 billion below the
January estimate. Almost two-thirds of the reduction in outlays results
from the delay in enactment of the President's revenue-sharing meas-
ure, which would have added some $2.2 billion to fiscal 1972 expendi-
tures.

I might just interjectat this point, assuming that the revenue-sharing
measure passed retroactive to 1972, it would be an outlay technically,
so to speak, in the fiscal 1973 blidget. It would pass from the 1972
budget.

A bout two-thirds of the expected increase in individual income tax
receipts is in withheld taxes, and largely reflects the overwithbolding
resulting from the Revenue Act of 1971.

Looking ahead to fiscal 1973, we now see a unified budget deficit of
$27 billion, $1.-5 billion over the January estimate of $25.5 billion. Total
outlays-including the $2.2 billion in revenue sharing which we expect
to be spent in fiscal 1973 rather than this year-are $3.7 billion higher.
Despite heavy refunds, receipts will also be higher than thought in
January.

Taken together, the deficits for fiscal years 1972 and 1973 are now
expected to be about $11 billion less than anticipated last January.

The needed increase in the- debt ceiling is determined not only by the
deficit in transactions with the general public (the unified budget)
but also by the amount of Treasury debt held by the Federal trust
funds and other Government agencies.

Virtually all of the reduction from our January estimates in our
projected deficits for the 2 years, fiscal 1972 and 1973. has occurred in
the Federal funds sector of the budget. The trust funds are in surplus
and therefore acquiring Treasury debt.

However, contrary to popular belief, the trust funds are in surplus
only because they receive substantial amounts of Federal funds each
year.

The table that you have before you in my testimony is of interest
in this connection and its shows the interplay of the numbers.

(The table follows:)
[in billions]

Estimated
Actual
1971 1972 1973

Trust fund receipts from the public ................................. $54.8 $60. 1 $70.6
Trust fund receipts of Federal funds ......................... . 11.4 13. 1 13.0

Total ...................................................... 66.2 73.2 83.6
Trust fund outlays ............ ................................... 59. 4 67.0 72.8

Trust fund surplus .......................................... 6.8 6. 2 10.8

Table I I shows our estimates of Federal debt subject to limitation
by months through June 29, 1973. Assuming a constant $6 billion cash
balance, the calendar year 1972 peak level will be $453.2 billion on
December 15. On February 27, 1973, the level will rise to $460 billion.

In proposing to the Ways and Means Committee a new temporary
debt ceiling of $465 billion for the period through February 1973, we
recognized that it will again be appropriate at that time for the Con-
- See page 8.



gress to review the budget and debt limit, situation against the back-
ground of actual experience in the first half of fiscal 1973 and in rela-
tion to t he fiscal 1974 budget outlook.

As already noted, the House has passed a bill which will merely
extend the $4,50 billion temporary limit to November 1, when further
action would again be essential.

I view this intention as unfortunate in view of the many other
obligations facing the Congress. We would very much prefer that the
Congress accede to our original request.

HIowa-Yer. we must defer to the exigencies of the situation, and ask
yoU to report a bill identical to H.R. 15390, the bill passed by the
Ilon.:e of Representatives. Otherwise, I am concerned that June 30 will
pass without final congressional action.

I am stire I need not belabor before. this committee the need for
conir,.iional action on the debt ceiling by June 30. The result of in-
action on this matter would be a reversion to a debt ceiling some $25
billion Itelow the level of the debt actually outstanding. This would
create an extremely difficult situation for the Government in paying its
lills and( eontluctinig its business.

I therefore recommend prompt and favorable consideration of this
request for a $450 billion temporary debt ceiling through October 1972.

Mr. Chairman. in concluding my statement I would be remiss if I
did not express my deep and growing concern about the emerging fiscal
sitn,,tion in this country.
Witl deficits this year and next, the Federal budget will continue

,)!,oWC;,,tl to. stinmulate an economy in which unemployment is too
high and plant utilization too low.

Mv concern is not that such deficits will occur-but that our seeming
inability to master the Federal budget will swell them much beyond
proi,,r economic limits. If this unhappy event is allowed to occur, then
we shall likely find ourselves overwhelmed once again by the ravages
of demand-pull inflation.

We must not undo the good work of recent years. The difficult and
couraeous efforts to cool an overheated economy and restore healthy
economic growth with high employment and stable prices must not be
negated hv a ballooning Federal budget which no one can control.

T)e administration is firmly convinced that the Congress must face
up to this problem in this session. It can do so by.enacting the tough.
no-exoertions ceiling on outlays which the President first proposed in
Julv 1970. and again in 1971 and January 197-2.

Adjusted for the delay in i-evenue sharing, that ceiling should be set
no higher than $-250 billion for the coming fiscal year, a level that
approximates the revenues we would receive if the economy were at.
full employment.

Although it. would normally be appropriate to add such a measure.
to the debt ceiling legislation, time does not so permit. The bill you
are considei'ing must be on the President's desk before midnight,
June 30. Therefore a bill identical to that vhich passed the House
yesterday," is essential.

But there will be ample time and opportunities to enact, the Presi-
dent's outlay ceiling before final adjournment of this Conatress. In-
deed. the expiration of the temporary debt ceiling on October .31 as-
sures lust such an opportunity-and without the exigencies of the
current situation.



We therefore recommend-and urgently-that this committee report
out H.R. 15390 without amendment.

Thank you, Mr. Chairman.
(Tables attached to Mr. Shultz' statement follow:)

TABLE L-Estimated public debt subject to limitation, fiscal year 1973

[Dollars In billions] Witli $6 billion

1972: cash balance
June 30 ---------------------------------------------------- 425.4
July:

17 ---------------------------------------------------- 434.0
28 ---------------------------------------------------- 1435.5
31 ----------------------------------------------------- 432.0

August:
15 ---------------------------------------------------- 439. 1
30 ---------------------------------------------------- 440.7
31 ----------------------------------------------------- 439.4

September:
15 ---------------------------------------------------- 1446.4
29 ---------------------------------------------------- 439. 0

October:
16 ---------------------------------------------------- 444.7
30 ---------------------------------------------------- 1447.3
31 ----------------------------------------------------- 441.8

November:
15 ---------------------------------------------------- 448.9
29 ---------------------------------------------------- 1451.5
30 ---------------------------------------------------- 447. 1

December:
15 -------------------------------------------------- -- 453.2
29 ---------------------------------------------------- 449. 7

1973:
January:

15 ---------------------------------------------------- 1455.4
31 ----------------------------------------------------- 449.4

February:
15 ---------------------------------------------------- 458. 4
27 ---------------------------------------------------- 460.0
28 ---------------------------------------------------- 456.8

March :
15 ------------------------------------- 463.5
29 ---------------------------------------------------- 460.8
30 ---------------------------------------------------- 465.8

April :
16 --------------------------------------------------- 1473.2
30 ---------------------------------------------------- 463.3

May:
15 ---------------------------------------------------- 470. 2
30 ---------------------------------------------------- 475.4
31 ----------------------------------------------------- 371.8

June:
15 ---------------------------------------------------- 477.9
29 ----------------------------------------------------- 464.8

1 Peak level of month.



TABLE I.-BUDGET RECEIPTS, OUTLAYS, AND SURPLUS OR DEFICIT (--) BY FUND
Iln billions]

fiscal year

Current estimate
Actual
1971 1972 1973

Receits:
,rust funds ..................................................
Federal funds ................................................
Deduct: Intragovernmental receipts .............................

Total unified budget .........................................

$66.2
133.8

-11.6

188.4

$73.2
147.1

-13.3

207.0

$83.6 -
152.6

-13.2

223.0

ut f~uds .................................................. 54670Z8Oul~:funds--------------------- 59. 4 67. 0 72,.8

Federal funds .................................-. . 163.7 179. 3 1940. 4
Deduct: Intragovernmental outlays .............................. --11.6 -13.3 -13.2

Total unified budget ......................................... 211.4 233.0 250.0

Budget surplus (+) or definic (-):Trust funds ..................................................
Federal funds ................................................

Total unified budget. ......... ............................

+6.8
-29.9

+6.2
-32.2

-23.0 -26.0

TABLE Il.-UNIFIED BUDGET RECEIPTS, OUTLAYS, AND DEFICITS (-)

[in billions

Fiscal year 1972 Fiscal year 1973

Change from Change from
January 1972 January 1972 Current January 1972 January 1972 Current

estimate estimate estimate estimate estimate estimate

Receipts ............... $197.8 +$9. 2 $207.0 $220.8 +$2. 2 $223.0
Outlays ................ 236.6 -3.6 233.0 246. 3 +3.8 250.0

Deficit (-) ....... -38.8 +12.8 -26.0 -25.5 -1.6 -27.0

Note: Figures are rounded and may not necessarily add to totals.

TABLE IV.-COMPARISON OF FISCAL YEAR 1972 RECEIPTS AS ESTIMATED IN JANUARY 1972 AND CURRENTLY

[in billions]

Change from January 1972 budget
January Economic-

197 and Current
budget reestimate Legislation Other Total estimate

Individual income tax ................ $86.5 +$6.4 ........... +$ . 5 +$7. 9 $94.4
Corporation income tax .............. 30.1 +1.5 ..................... +1.5 31.6
Employment taxes and contributions... 46. 4 ............ -. 1 46.3
Unemployment insurance ............ 4.4 -. 1 ...................... -. 1 4.3
Contributions for other insurance and

retirement ....................... 3.4 +. 1 ........................ + . 1 3.5
Excise taxes ........................ 15.2 .............................................. 15. 2
Estate and gift taxes ................. 5.2 -. 1 ........................ -. 1 5. 1
Customs duties ..................... 3.2 ................................................ 3.2
Miscellaneous receipts ............... 3.5 ................................................ 3. 5

Total budget receipts .......... 197.8 --7.8 -. 1 +1.5 -- 9. 2 207. 0
Underlying income assumptions.

calendar year 1971:
GNP ........................... 1,047 ................................................ 1,047
Personal income ................ 857 ................................................ 857
Corporate profits before tax ...... 85 ................................................ 85.5

1 Change in capital gains tax estimate.

Note: The figures are rounded and may not necessarily add to totals.

+10.8
-37.8

-27.0
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TABLE V.-COMPARISON OF FISCAL YEAR 1973 RECEIPTS AS ESTIMATED IN JANUARY 1972 AND CURRENTLY

[In billions

Change from January 1972 budget

January Economic
1972 and Current

budget reestimate Legislation Other Total estimate

Individual income tax ................ $93.9 +$0.1 ............ +$1. 5 +S1. 6 $95.5
Corporation income tax ........--- 35.7 +.3 ........................ +. 3 36.0
'Employment taxes and contributions.. 55 1 ............ +-- $0. .......... +. 1 55.2
Unemployment insurance ............ 5.0 .............................-- ............. 5.0
Contributions for other insurance and

retirement .......................... 3.6 +. 1----------------------+. 1 3.7
Excise taxes -------------.------------------------ -16.3 - ............................ 16.3
Estate and gift taxes ................. 4.3 ................................................ 4.3
Customs duties --------------------- 2.8 +. 1 ........................ +. 1 2.9
Miscellaneous'receipts ............... 4. ................................................ 4.1

Total budget receipts .......... 220.8 +. 6 +.1 +1. 5 +2.2 223.0
Underlying income assumptions,

calendar year 1972:
GNP ........................... 1,145 ............. .1.................................. ,145 -
Personal income ................ 924 ........................--------- 924,Corporate profits before tax.- 99-............. ...................... - 99

Change in capital gains tax estimate.

Note: The figures are rounded and may not necessarily add to totals.



TABLE VI.-UNIFIED BUDGET RECEIPTS: ESTIMATED RECEIPTS, FISCAL YEARS 1972 AND 1973. JANUARY 1972 BUDGET AND CURRENT ESTIMATE

On billions)

Fiscal year 1972

Total receipts Increase (i-) or decease (-), current Total receipts
.........- estimate over January estimate .. ..

January Current ............- January Cu
budget estimate Total Legislation Other budget esti,

Fiscal year 1973

Increase (+) or decrease (-). current
- - estimate over January budget
rrent
nate Total Legislation Other

Individual income tax:
Gross:

W ithheld -------------------------
Other than withheld ------- -.----

Total gross -------------------------
Less: Refunds .......

Net individual income tax ...........
Corporation income tax ..................
Employment taxes and contributions ....
Unemployment insurance ...............
Contributions for other insurance and re-

tirement ----------- - - - - -----.. .. ..
Excise taxes ---------
Estate and gift taxes ......... ...........
Customs duties -------- ......-------------
Miscellaneous receipts ---------------------

Total receipts ----------------------

$76.2
24.8

101.0
14.5

86.5
30.1
46.4

4.4

$82.5 +$6.3 .............
25.8 + 1.0 --------. ....

108.3 +7.3
13.9 - .6 -----------

94.4 +7.9 ...........
31.6 + 1.5 ----------. ..
46.3 -. 1 +$0.1 ------
4.3 -.1 ...........

3.4 3.5
15.2 15.2
5.2 5.1
3.2 3.2
3.5 3-5

.197.8 207.0

+$6.3 $34.3
+1.0 26.6

+7.3 110.9
-0.1 17.0

+7.9 93.9
+1.5 35.7

. . . - 55.1
-. 1 5.0

+ .I ------------ + .1 3.6
(2) ------ () 16.3

--.1 _---------- --. 1 4.3
(2) ------------ - () 2.8
(2) . ......... (2) 4.1

+9.2 -. 1 9.3 220.8

$94.8 +S10.5 -------------- +$10.5
24.9 -1.7 --------------- -1.7

119.7 +8.8 ----------- - +8.8
24.2 +7.2 ------------. +7.2

95.5 +1.6---------------- +1.6
36.0 +.3 -------------- + .3
55.2 + . 1 '+ 0.1 --------------
5.0 ----. -.-------.------------------------

3.7 +.1 --------- ----
16.3 --------------
4.3 ................. ... ..................
2.9 +.1 -------------
4 .1 ---------------------------------------

223.0 . 2.2 . . 21

'Effect of delaying of increase In wage base from $9,000 to $10,200 past June 30 1972.
2 Less thn 50,000,000. Note Figures are rounded and may not add to totals.



The C lIRAWMN. Mr. Weinberger.

STATEMENT OF HON. CASPAR W. WEINBERGER, DEPUTY DIRECTOR
OF THE OFFICE OF MANAGEMENT AND BUDGET; ACCOMPANIED
BY S. M. COHN, ASSISTANT DIRECTOR, OFFICE OF MANAGEMENT
AND BUDGET

r. W1EINBERIER. Mr. Chairman and members of the committee,
Secretary Sliultz has exl)lained the need for an extension of the statu-
tory (ebt limit. I suI)port the request and, because we are faced with
the expiration of the current law in 2 days, urge prompt action by this

My remarks will focus primarily on the implications that the cur-
rent estimates for the 1973 fiscal year budget will have on the public
(e)t.

'Hie inidsession review of the 1973 budget, which was transmitted
to tile ('olgress oi ,lJne 5. refects the changes that have occurred since
tlie 1973 b1udlget wa split to tlhe congresss in January. It shows a slight
W0orsellilig of tie deficit.

lvisioiis iil tie receipts estimates reflect the tax collection experi-
enc', of time 4 imontls tliat lhav'e passed since January. The outlay esti-
umatv; Im'vsilsted at tiat time lave been similarly modified and reflect:
reV'ised esti mates of iincontrollable outlays; changes that will result
fol1 atioll a1l vaI comnlleted1 o. virtually certain to be completed by
t Ie ( '(, less : afld 11 w or alln-(l!( ]"Iresidential proposals.

i vo ri-.ressioiial action lhas not, been completed on any of the
197: a)l)rol)iiat ions bills and on much substantive legislation, the esti-
mates .-Iow) ill tile iiidsession review are necessarily tentative and, of
,1,i1':s,. 411me1 s l)jct to lirtlier re isionI .

It .lhoi l! be further noted that receipts and outlays in the last month
of the fiscal year are generally substantially larger than the average
m'oi)till oI ia-vs v id ileceil)ts for the year, a fact which makes the final
totis foir fiscal .v.i, r 1972 difficult to estimate with precision even at this
late date.

BUDGET 'tOTALS

'r'lie fiscal year 1972 deficit is now expected to be about $26 billion,
S13 1 i lion less t iian was estimated in January. Estimated receipts are
.oile .9 billion higher, while outlays are expected to be approximately
1: 21, / billion lower.

ml, vsti;iate(I deficit foil fiscal year 1973 has increased by $11/2 bil-
lion since ,Jaiuai'v, to $27 billion. Congressional action or inaction
accounts for increases in outlays totaling nearly $31/2 billion which are
offset partially I higher estimated receipts.

lhe ,.oulhineldeticit for the 2 years taken together is now estimated
to bp 1 I to 1"2 billion less tlan in .lanuary.

On a full-employment basis, the January budget estimated a $8
billion deficit in. fiscal year 1972 and a surplus of roughly $1 billion
in fiscal year 1973. The current estimates are for a $5 billion deficit in
1972 an(4 a $3 billion deficit in 1973. Thus, the combined full-employ-
mient deficit for the 2 years is essentially unchanged.

The movement of'part of the deficit out of 1972 into 1973 is due
largely to the shift in the anticipated date of the first, retroactive pay-
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njent. of general revenue sharing, which is now expected to come early
in fiscal year 1973 rather than late in fiscal year 1972. This shift in
timiing has no large fiscal or economic significance. The slight delay in
the retroactive payment does not. violate the principle that, the cost of
the fiscal year 1973 programs should not exceed tlhe full-employlment
yield of fiscal year 1973 taxes.

Ilowe\er, prolposed1 additions of new spending programs or enlarge-
lnent of older ones for fiscal year 1973 and beyond threaten to violate
that principle in a dangerQus way:

The following table compares the latest estimated totals of receipts,outlays, surplus or deficit, l)udget authority, and Federal debt with

the estimates shown in the January budget. Additional detail is shown
in tie attached table.

(The table referred to follows:)

BUDGET TOTALS

[Fiscal years. In billions of dllars]

1971 1973

January Current January Current
Description 1971 actual estimate estimate estimate estimate

Budget receipts ------------------------ ------- 188.4 197.8 207 220.8 - 223

Budget outlays ..........- ------- ----------- 211.4 236.6 233 246.3 250

Deficit -------- _----------------------- -23.0 -38. 8 -26 -25.5 -27

Fit-employment receipts ----------------------- 214.1 225.0 225 245.0 245
Full-employment outlays ----------------------- 209.2 233. 1 230 244.3 248

Full.employment surplus or deficit(-) ------ 4.9 -8. 1 -5 .7 -3
Budget authority -.----------------------------- 236.4 249.8 247 270.9 276
Outstanding debt, end of year:

Gross Federal debt ------ _------------------ 409.5 455.8 436 493. 2 477
Debt held by the public --------------------- 304. 3 343.8 324 371. 3 356

Tim BUDGET BY FuXN GRouP

[r. WEIXNBE],IIUER. The concel)t of Federal debt subject to limitation
is roughly consistent with the "administrative budget" that was used
uitil tile 1969 budget. It is also generally similar to the Federal funds
part of the unified budget.

For this reason, changes in the Federal debt subject to limit are
more closely related to the Federal funds surplus or deficit than to
the unified budget surplus or deficit.

The significant story in the revised 1972 figures on budget receipts,
ottlays, and surplus or deficit by fund group is that virtually all of
the change has been in Federal fuids.

Federal funds receipts are $9.3 billion higher, outlays are $3.2
billion lower, and, consequently, the Federal funds deficit is $121/
billion lower than was estimated in January. This is why we are able -

to request. a lower statutory limit on the debt than we did in January.
The principal changes in the 1973 estimates are: Federal funds

receipts are now estimated to be $2 billion higher because experience
to date suggests that tax liabilities will be higher; and Federal funds
otilaNs will he about 1$4 billion higher, largely as a result of: (1) the
shift from 197"2 to 1973 of retroactive payments because of the delay
in enacting general revenue sharing; and (2) the initiation of addi-
tional benefits for those suffering from black lung.

80-749 0 - 72 - 3



CONCLUSION

'h16 severe budget problems that threaten if pending cougressional
ad(ld-ons are enacted underscore the significance of the warning sounded
in the President's January budget message in which he said:

A strong fiscal discipline will be necesary in the years ahead if we are to
preserve the buying power of the dollar. Now spending programs must be evalu-
ated against the most stringent of standards: do they have enough merit to
warrant increases in taxes or elimination of existing programs?

This Administration has measured its proposals against this standard. I have
made the hard choices necessary to assure that they can be financed within a
ftill-employment budget policy.

I urig(e the-Congress to engage in a similar self-discipline in making the hard
choices that will be required during the next few years. This Administration
will vigorously oppose irresponsible and shortsighted spending proposals that
would commit large sums of Federal money to schemes that are politically attrac-
tive but would endanger an inflation-free prosperity.

The President continues his strong determination to lpreserv'e, by
controlling spending, a 1973 budget that would be balanced ildir
con ditions of full employment.

Toward thaLend. he urged the Congress, in January, to enact a jind-
ing limit of $246.3 billion on 1973 spending before it acts any apl)ro-
priations or other spending bills.

Since then, we have seen congressional action or inaction push the
1973 budget from apl)roximtate balance into full employment deficit
and threaten a far deeper deficit if pending legislation continues on
the. track it has taken thus far.

The time for fiscal restraint is here now-both for the Congress and
for the administration.

There is enouiwh disenchantment with the institutions of Govern-
ment- as it is without having any kind of spectacle of the sort that
would be afforded of a country without a debt ceiling after Friday
night.

For that reason, we do join completely in the statements that the
Secretary of the Treasury has made.

The statement -1 have before you supports the request. for exten-
sion of the debt ceiling and emphasizes the need for not only prompt
enactment. of this bill that is before you, but. also the importance of a
real spending ceiling, not one that expands with each act of Congress
or has other opportunities for expansion in it.

We think a spending ceiling is the only way that we are goincT to
be able to secure any kind of grip on the outlays. The estimates for
uncontrollables inevitably change, and the estimates of revenue are
inevitably proved to be not precise-as they cannot possibly be when
they are made some 18 months ahead of time. The language that the
President used in January is very much applicable now, and the wis-
dom of his request for a spending ceiling is underlined now.

One other point ought to be added. A lot of people abroad, a lot of
people connected with the international markets, a lot of people whose
opinion is important in our own balance of trade and balance-of-pay-
ment situations view the increasing large deficits as potentially infla-
tionary and as a weakening source foi our entire economy. For that
reason, as well as for all the others, we very strongly urge that the
spending ceiling be enacted, that the overriding necessity for this bill
and its prompt enactment before Friday night is such, the time situa.
tion, and the parilamentary situation in the House is such that we need
this bill as it passed the House.



That would conclude the basic remarks I wish to inake, Mr. Chair-
man, and I appreciate the opportunity to appear before you.

(Tables attached to Mr. Weinberger's prepared statement follow:)
TABLE I.-CHANGES IN BUDGET RECEIPTS, BY SOURCE

[Fiscal years. In billions of dollars

1972 1973 -

1971 January Current January Current
actual estin ate estimate Change estimate estimate Change

Individual ncome taxes.. 86.2 86.5 94.4 +7.9 93.9 95.5 +1.6
Corporation income

taxes ---------------- 26.8 30.1 31.6 +1.5 35.7 36.0 +.3
Social insurance taxes

and contribotin3- .- 48.6 54.1 54.0 -. 1 63.7 63.9 +. 2
Other --------------- - 26.8 27. 1 27.0 -. 1 27.5 27.6 +. I

Totil ------------ 188.4 197.8 207.0 +9.2 220.8 223.0 +2.2
Memorandum:

Federal funds ------- 133.8 137.8 147.1 9.3 150.6 152.6 2.0
Trust funds -------- 66.2 73.2 73.2 •1 83.2 83.6 .4
I ntragovernmental

transactions ...... -11.6 -13.1 -13.3 -. 2 -13.0 -13.2 -. 2

TABLE 2. -CIANGES IN BUDGET OUTLAYS, BY AGENCY

[Fiscal years. In billions of dollars)

1972 1973

1971 January Current January Current
actual estimate estimate Change estimate estimate Change

Department of Defense,-
military and military
assistance ............ 75. 5

Agriculture ------------- 8.6
Commerce ............. 1.2
Health, Education, and

Welfare -------------- 61.9
Social security trust

funds ............ (43.7)
Housing and Urban

Development --------- 2.9
Interior ................. 2
Justice .................. 9
Labor -------------- 7.9

(Unemployment
trust fund) ....... (6.1)

State ................... 5
Transportation .......... 7. 2
Treasury --------------- 21.0

(General revenue
sharing) ......... - - ----- )

(Interest on the
public delit) ------ (21.0)

Corps of Engineers ...... 1.3
Atomic Energy

Commission ......... 2.3
Environmental Protec-

tion Agency ---------- .7
GSA ................... . 5
NASA ----------------- 3.4
U.S. Postal Service ...... 2.2
Veterans' Administration. 9.8
Other agencies .......... 10.9
Allowances for:

Pay raises (exclud-
ing DOD) ....................

Contingencies ............
Undistributed inter-

governmental trans-
actions ............... -7.4

75.8
11.6
1.3

71.9

(49.0)

3.51. 1
1.2

10.5

75.8 ............ 76.5
11.7 +0.1 11.0
1.2 -.1 1.4

71.5 -. 4 79.0

(48.9) (-. 1) (56.0)

3.9 +.4 4.2
1.3 +.2 -1.1
1.2 ----------- 1.5

10.0 -. 4 9.6

(7.3) (7. 1) (-.2)
.5 5 ---------

7.9 7.8 -. 1
24.1 22.1 -2.0

(2.2) ( ---- ) (-2.2)

(214) (181.6 1.5

2.4 2.4 -------

1.3
.5

3.2
1.9

11.1
12.6

.9
.6

3.4
1.7

10.9
12.6

.2 ..........

.3 ............

-7.9 -7.9 ............

76.5 ...........
11.1 +0.1
1.4 ............

80.7 +1.7

(56.0) ( ---- )

3.8
-1.5

1.4
9.7

-. 4
-. 4
-. 1

(6.1) (6.1) ( .........

8.2 8.2
27.7 30.6 +2.8

(5.0) (7.2) (2. 2)

(.4) (22.7)-. 1 1.8

..... 2.4

-. 4 1.5
+.1I .1
+.2 3.2
-. 2 1.4
-. 2 11.7
-. 1 12.9

(23.1) (. 4)
1.8 ..........

2.4 ............

+. 1
+.2

1.5
:1

3.2
1.4

11.8
13.1

-. 2 .8 .2 -. 5
-. 3 .5 .5 ............

-8.6 -8.6 ............

Total ...........
Memorandum:

Federal funds ......
Trust funds .......
Intralovernmental

transactions....-

211.4 236.6 233.0 -3.6 246.3 250.0 +3.8

163.7
59.4

182.5 179.3
67.2 67.0

-11.6 -13.1 -13.3

-3.2 186.8 190.4
-. 2 72.5 72.8

-. 2 -13.0 -13.2

Note: Details Mai not add to totals because of rounding.

+3,.7
+.3

-. 2
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TABLE 3.-CHANGE IN BUDGET RECEIPTS AND OUTLAYS, BY FUND GROUP

[Fiscal years. In billions of dollars

1972 1973

1971 January Current January Current
actual estimate estimate Change estimate estimate Change

Receipts:
Federal funds .....
Trust funds ......
Intragovermental

transactions ......

133.8 137.8 147.1
66.2 73.2 73.2

-11.6 -13.1 -13.3

9.3 150.6
.1 83.2

-. 2 -13.0

Total .......... 188.4 197. 8 207. 0 9. 2 220.8 223.0 2.2

Outlays:
Federal funds .....
Trust funds .........
Intiagovernmentat

transactions ----

163.7 182.5 179.3
59.4 67.2 67.0

-11.6 -13.1 -13.3

-3.2 186.8 190.4
-. 2 72.5 72.8

-,2 -13.0 -13.2

Total .........

Surplus or deficit (-):
Federal fttnds .....
Trust funds ......

211.4 236.6 233.0 --3.6 246.3 250.0

-29. 9
6.8

-44.7
5.9

-36.2 12.5 -36.2
.3 10.7

-37.8
10.8

-1.7
.1

Total ---------- -23.0 -38.8 -26.0 12.8 -25.5 -27.0 -1.6

Note: Detail may not add to totals because of rounding.

TABLE 4.-CHANGE IN BUDGET SURPLUS OR DEFICIT (-) BY FUND GROUP

[Fiscal years. In billions of dollars

1972 1973

1971 January Current January Current
actual estimate estimate Change estimate estimate Change

Federal funds:
Transactions with

the public -------- -18.5 -31.8 -19.2 12.6 -23.3 -24.8 -1.5
Transactions with

trust lunds ------- -11,4 -12.9 -13.1 -. 2 -12.8 -13.0 -. 2

Total ---------- -29.9 -44.7 -32.2 12.5 -36.2 -37.8 -1.7

Trust funds:
Transactions with

the public -------- -4.6 -7.0 -6.8 .1 -2.2 -2.2 -. 1
Transactions with

Federal funds__ 11.4 12.9 13.1 .2 12.8 13.0 .2

Total .......... 6.8 5.9 6.2 .3 10.7 10.8 .1
Budet total:Federal funds ....... -29.9 -44.7 -32.2 12.5 -36.2 -37.8 -1.7

Trust funds -------- 6.8 5.9 6.2 .3 10.7 10.8 .1

Total .......... -23.0 -38.8 -26.0 12.8 -25.5 -27.0 -1.6

Note: Detail may not add to totals because of rounding.

The CHAIRMAN. Senator Nelson?
Senator NELsoN. I'll pass for the moment.
The CHAIRMAV. Senator Byrd?
Senator BYRD. Thank you, Mr. Chairman.
Mr. Secretary, the national debt is increased or decreased as the case

might be-but I think the word is "increase"-the national' debt is
increased in almost direct proportion to the increase in the Federal
funds deficit. Is that not correct?

Secretary SHuvrz. Yes, sir.

152.6
83.6

-13.2



Senator BYRD. Now, according to your testimony, the national debt,
will be $425 billion on the 30th of this month'?

Secretary SIULTz. Approximately; yes, sir.
Senator BYRD. Now, since the debt stood at, $400 billion-or 399 1

believe is the exact figure so say $400 billion at the end of the last fiscal
year, that is June 30, 1971, tils would mean that the debt increased
by $16 billion during fiscal year 1972. Would that be correct?

TIhe CHAIRMAN. Two six?
Senator BYRD. Yes $26 billion during fiscal year 1972. Would that be

right?
SecretaryN SHULTZ. I think that is right. I am sure we have a table

on that, that gives the amount by year.
That is about right. We can provide a table for the record if you

would like that just takes us back and gives you a year-by-year
account.

Senator BYRD. So that that debt increased by $26 billion during
this fiscal year then?

Secretary Si.IULTZ. About that, yes.
Senator B1YRD. Now, the total Federal funds deficits, as I understand

it, for the current fiscal year that ends this week will be in the neigh-
borhood of $32 billion.

Secretary SiUiTz. Yes, $32 billion; that. is about our current esti-
inate. I think it is well to emphasize that these are estimates. June is
quite a big month-big receipts and big outlays--and it is always
hazardous to be too precise in your predictions. It is hard to know
what the June month will actually show.

Senator BYRD. Well, I notice that you say in your statement that the
fiscal situation of the Government has improvedI significantly in recent
months.

Secretary SIIULTZ. Well, in fiscal 197"2, Senator, comparing the Janii-
ary estimate with our present estimate, that has improved.

On the other hand, the fiscal 1973 picture as projected in the mid-
session review has worsened slightly and of course that projection
simply projects the President's budget and the President's program.
It makes no effort to estimate what, for example, Congress may do on
appropriations. We have not yet had any appropriation bills enacted
and come to the President's desk.

Senator BYRD. When you say improved significantly, is it not. correct
that the largest part. of that so-called improvement would be the over-
withholding of taxes from the citizens to the tune of about $6 billion
Plus?

Secretary Simuirz. Yes.
Senator Byn). Plus a deferment of revenue sharing as an expense?
Secretary SIWULTZ. That is correct.
(Senator B YD. So you really don't. have an improvement of a per-

sonal nature because the taxpayers have had money taken from them
which the Government had 'no right to take and will have to adjust-
that in a subsequent year; is that correct ?

Secretary SIuiTz. I would only take exception to your comment
that the Government had no right. That is, the money is'flowing in as a
result of action by the Congress in changing the withholding tables
and I think Congress has a right to do that and generate this flow.



Senator BYRD. You are qtite right. The Government has a riglt todo anything it desires to o. It is question of power and it has the

lower to do whatever it wishes to do, but phrase it another way: The
Amnerican people as a result of tables compiled by the Government have
paid in withholding taxes an amount equal to about $6 billion in this
fiscal year that they under the law were not required to pay.

Secretary Siit1,Tz. Well, I know you went through this problem ex-
tensively in the 1971 'Tax Act, and the problem of what assumption is
the proper assumption in getting up the tables. Should you assume that
households have a single earner and let people adjust off that base, or
assume that you have a taxpayer with fwo jobs-either moonlighting
or extra job in the familv-and then let people adjust off that basis.
There was an iinderwithlfolding problPm, and I believe this commit-
tee was pushing very hard to correct that, and that has resulted in the
oi'erwithholding problem.

Of course any individual, as you provided in your 1971 Tax Act, can
make this adjustment and forms have been )roided to make that
possible.

Senator Byi). I remember the complexities of it and I am not criti-
cal Of that aspect of it. What I am speaking of is when you say the
situation has improved significantly, the largest part of that so-(alledl
significant improvenent came abollt by taking an additional $6 billion
from the taxpayers over and above what the tax rates actually were at
the time the tax was paid. That is the only point I am suggesting.

Secretary SITIJ'rZ. I agree with that point.
I think in a factual sense the fiscal year 1972 deficit is significantly

smaller, and that is a fact of some economic significance. But, I agree
conipletely with your statement about why and that it is not a perma-
ilent gain. At sone point it is going to have'to be paid out.

Senator BYRD. Well, in projecting the deficitt, for fiscal 1973, as I
understand it, you provided or you assumed a 5-percent increase in
social security 1)enefits. Is that correct ?

Secretary S-C IIUTZ. IVP assumed the President's program, which is
basically in this area 11.R. 1. which you have been discussing, which
has a 5-percent increase in social security.

Senator BYRD. Well, the question I would like to ask is this: Assume
the Congress were to enact a 10-percent increase in social security
benefits and, second, assume that Congress were to enact a 20-percent
increase in social security benefits; how would each of those programs,
how much would they add to the deficit at the end of 1973?

Secretary SijuLTZ. Well, if they were enacted effective July 1, 1973.,
and they t6ok effect for the full fiscal year-

Senator BYRD. Yes.
Secretary SHULTZ. Let's make that assumption. Then I believe that

5 percentage points not offset by any tax changes is the equivalent of
about $2 billion.

In other words, if you go from 5 to 10 that is $2 billion. Ten to
fifteen, that is another two. Fifteen to twenty, that is another two.

Senator BYRD. But all of the proposals have an offset in the way of
additional taxes, so how would the composite package

Secretary SiiTrTiwz. Well, it depends on the nature of the offset and
how much'is really provided. There are a number of proposals that I
have read that take off from the advisory committee report to HEW



and deal with assumptions about the level of the trust fund and so
forth. There are all sorts of ways to allege that you are financing the
increase and that I think is a matter of some argument and controversy.

Senator BYRD. IWell, Budget undoubtedly has studied the action
taken by the Senate Finance Committee.

What effect does that have, taking a 10 percent along with increase
iii taxes what net effect, does that have?

M[r. W-xIN.ER. Senator, the gross effect is a little over $4 billion.
The net effect would require payment of approximately $2 billion out.
of the general fund because the tax structifre is such that the increased
payroll taxes called for could not take effect until January 1973, so the
first 6 months of the fiscal year would have to be financed out, of the
general fund, which would'add substantially to the deficit.

Senator BYRD. That, is what I am trying to ascertain.
Mr. WFIN-BERGER. About $2 billion if the Senate version passed and

4 billion additional for the 20 percent.
Senator BYRD. So if the 10 I)ercent passed as recommended by the

Finance Committee, that would mean an increase of about, $2 billion ?
Mr. WEINBERGER. Yes, sir; and an increase in outlays of about $4

billion.
Senator BYDi. But a net increase of about $2 billion?
Mr. WE!N-BERGCER. Yes, sir.
Senator BYRD. And is that $2 billion over the 5 percent or $2

billion
MI. VEIN-BERc, . Over the 5 percent. that we are showing as our

Iprojections for the 1973 budget now.
Senator BYRD. And the 20 percent then as has been proposed by

some of the Mfembers of the Senate would mean $4 billion?
Mr. W.INBERc.ER. $4 billion net outlay, yes, sir, unfinanced out'of

th, general fund.
Senator Bym). Then when you get into the second year in each of

lose cases you don't. have that tremendous, that large'deficit do you ?
MIr. WEI.NIW(wRn. No. Once it moves into a regular cycle, the financ-

i iw would cover most of it.
Senator B-mn). Would cover most of it after the first year?
II'. WEXBER GER. Probably. But you would also have a situation

in which your reserve fund would onilv be 75 percent of the coverage
it has been , and it would go a long ways toward making the system
actuarially unsound.

Senator BYRD. I noticed, "Mr. Weinber.er, that in the Post this
morning they quote you as saying that Congress is going to force
a huge, tax increase if it keeps creating new programs without delet-
ing old ones, and I certainly agree with that statement.

Now, as Budret Director, would you submit to the committee a list
of programs which you feel could'be eliminated or reduced?

Mr. WE.IN.BrRGE.I. Senator, the President has done that with two
successive budgets and we certainly nlan to do it in connection with
th submission of the 1974 budget. We are working on that now.

Senator BvRn. I don't cuite- follow you. I don't quite follow that
statement that you have done it.

Mr. WTNBv.ROv.R. Yes. The President's budget in 1971 and 1972 had
very substantial lists of programs recommended for termination and
also other means of making savings.



MIv memory is that the 1971 recommendation was about $2 billion.
Now I have forgotten precisely what the 1972 one was, but I think
it. was over $31/ billion. We do plan to submit a similnir but somewlhat
more extensive list in the 1974 budget.

Senator i-vm). An extensive list of programs that you recommend
be eliminated?

Mr. W EINBERGER. Yes, sir.
Senator BYRD. What do they add up to in dollars?

i'. WEINBERGER. We haven't completed the list yet, but they will
have to be a substantial amount.

In the proposals for special revenue sharing there were recom-
mendations for elimination of a great many. programs.

Senator BYTD. Well, that is transferring of expenditures.
Mr. WEiNBERGER. It is transferral of the expenditures required by

those l)rograms to programs that he felt to be more effective
Senator BYRD. What I am getting at is what is the reduction that

you recommend?
Mr. WEINBERGER. The total reduction that was recommended in those

two budgets amounted to more than $4 billion. The recommendations
that we will )resent with the 1974 budget haven't been completed, but
I think it is safe to say that they would total much more than the $4
billion we are talking about.

Senator BYRD. I am not sure that I follow you on this.
Let's deal with 1973. To eliminate a certain program and then to

take that same amount of money and to give it to the States or locali-
ties

Mr. WEIN-BERGER. That was one phase of it. That was the special
revenue sharing. In addition to that there were economies recom-
mended in the 1971 and 1972 budget that amounted to more than $4
billion. There weren't formal lists in 1973 but the President reiterated
his desire to have the earlier recommendations that had not been acted
on by the Congress enacted.

Senator BYRD. For the fiscal year ending June 30, 1970, there was a
$13 billion deficit, for the fiscal year ending 1971 there was a $30 billion
deficit, for the fiscal year ending 1972, which is the day after tomorrow
or Saturday, there will be a $32 billion deficit, and for fiscal 1973 there
is a deficit estimated at $37.8 billion.

Mr. WEINBERGER. You are using Federal funds figure.
Senator BYRD. Which total $113 billion in deficits over a 4-year

period.
Now, we talk about revenue sharing and I approve the concept of

revenue sharing, but where is the revenue share -of $37.8 billion in
fiscal 1973, $32 billion in fiscal 1972, $30 billion deficit for 1971, and a
$13 billion deficit for 1970?

Mr. WEINBERGER. Well, it is our hope, Mr. Chairman, that this would
take its place as one of the regular expenditures of the Federal Gov-
ernment and that we would be able to make reductions in other pro-
grams which would no longer be required at that time.

The revenue sharing concept is a concept designed to take some of
the revenue that comes from the Federal tax system and give it to
State and local governments so that they in turn will not have to take
such a heavy toll through State and local taxation.



It recognizes that the Federal Government has preeml)ted one of
the most expansive and elastic bases of taxation, the income tax, that
we sliare in that system to a greater extent with State and local
goverunents.

Mv State, California, intends to use some of that money to bring
abolit local tax reduction, which I think would be a very useful use
to make of that money.

Senator BYRD. Well, L agree with the concept just as you agree with
the concept, but I still don't understand where you are going to get
the money to share that'when you run into these smashing deficits.
In other words, you would add it to the deficit.

Mr. WEn.NEGF.GER. No, sir. It is included in the figures that we pro-
ject for 1972 and 197:3 because. it was a part of the President's program.
We think it would be part of the deficit more effectively spent-

Secretarv SiwiuTz. I wonder if I could take a crack at that, Senator.
The President's budget, including general revenue sharing, is

approximately in balance at full employment
Senator BYRD. Don't let's got on that, if you will, Mr. Secretary.

That, is a nebulous thing and I can't unders and it. I would like to
stick with the Federal fund budget which historically has been the
basis of operating this Government. 11e can nderstandl those figures.

Secretary SHULTZ. Well, I .think that thos6 figures are an essential
and obviously the ones for figuring the debt.

Senator BYRD. That is what we are talking about, the debt. That
is the purpose of the meeting.

Secretary SHULTZ. That is what we are talking about here. At the
saime time we have to be aware of the impact of this gigantic flow of
funds from the Federal Government. Once the flow becomes an out-
lay or once it is attached, it doesn't make any difference whether it
comes from a trust fund or goes into a trust fund or comes from
Federal funds or goes into Federal funds.

It is outlays and it. is receipts and we have to ask ourselves what
the impact of that flow is on the well-being of the economy as a whole,
and here the need to stimulate the economy at times, the need to hold
down at other times, and so on is important, The full employment
concept is an effort to give some guidance on that which I think
Federal funds concept does not give.

Senator Bynn. I think you should probably be very hapmy at the
turni of events. Only 16 months ago the administration proclaiiied that
it wanted Kevnesian l)hilosoplhy, that it wanted more deficits, wanted
heavier spending.

Well, you have certainly got it. You have got a deficit of $113 billion
in a 4-year period. Accelerating each year: $13 billion, $30 billion, $:1,2
billion, $37.8 billion, which in my judgment that last figure is greatly
underestimated, but taking your own figures, those are very smashing
deficits in my judgment.

Mr. Chairman, I don't want to take any more time right now. I do
have other questions if I could ask them later.

The CTAIRMANT. Mr. Hansen?
Senator HANsEN. Thank you, Mr. Chairman.
Mr. Secretary, the reason" the deficit limit increase request now comes

about is because of the Federal funds deficit. Am I right about that?
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Secretary S1t'irz. Well, the proposal that we have made-namely
to take the' bill that the House passed as a clean bill and pass it-does
not, change the debt ceiling at all. That is, it was $450 billion and it is
recommended to stay at $450 billion for the next 4 months.

Of course the problem is that $400 billion of that is permanent and
$50 billion of it is temporary. Our actual debt is now about $425 and
so we are well within the $450 limit. Certainly it is the Federal funds
flow that is the real flow of funds in considering what is likely to
happen to the debt.

Senator HANSEN. On page 4 of your statement you call for a spend-
ing ceiling-a tough no-exception ceiling on outlays which the Presi-
dent first proposed in July 1970 and again in 1971 and January 1972.

I recall in 1968, Senators Williams and Smathers proposed a'spend-
ing limit, an overall limit, and if I recall correctly what happened
subsequent to the passage of that amendment there were numerous
appropriation bills given approval by the Congress which exceeded the
terms of the Williams-Smathers amendment and in each one of those
instances the Congress simply stated-I recall on our side anyway they
did-that the overall limit as called for by the Williams-Smathers
amendment would not apply to that specific appropriation.

I think the Senate was advised several times to circumvent the thrust
of the overall limit.

Now my question is: What method do you propose we impose on
,'arselves so as not to exceed this overall limi. u?

Secretary SIItULTZ. Well, our proposal would be that the limit be
ojpecified, say, at $250 billion-which we think does provide adequate
stimulus but still keeps the situation under control-and that there be
no exception. That is, that the Congress in effect have a self-denying
limit, so to speak, saying whatever happens. whatever is appropriated,
nevertheless the $256 billion ceiling applies. Then the question is who
is going to take the heat for cutting back. In our proposal the Presi-
dent has said he is willing to take the heat.

If there is some other proposal, we are willing to listen to it, but
there has to be some way to cut down and keep within the limit of
$250 billion which is, after all, quite a lot of money.

Senator HANSEN. Well, I am fully in accord with your recommenda-
tion and it is in an earnest desire to try to be helpful that I would ask
you. Are you familiar with the language of the Williams-Smathers
amendment?

Secretary SIIULTZ. Yes, sir.
Senator HANSEN. Would you be willing at a later time to provide

the language that you think will implement the ironclad, overall limit
that will achieve the purpose that you call for?

Secretary SHiU-LTZ. Yes, sir. We'have provided that and that is avail-
able so we can make that part of the record here.

Mr. WEINBERGER. It has actually been introduced in this Congress,
Senator, by Senator Roth and was considered once on the floor of the
Senate in connection with the previous debt ceiling bill.

Senator HANSEN. I think I was a cosponsor of that but I must say
at the time we passed it that I was not as enthusiastic as I think I
might. have been because I couldn't see that the language would pre-
clude actions similar to those taken subsequent to the passage of the
Williams-Smathers amendment.



Now maybe I am misreading it-.
Mr. WEIN13FRG. I am not familiar witli any spending ceiling an-

guage except the one the administration submitted, and that had no
escape hatch. It simply provided that by its enactment that fixed
spending ceiling at that total amount. and that the President would
administer it. No subsequent appropriation or subsequent revision of
estimates would lift it. That is the only kind, I think, is really effective.

Senator hNsEN. Well I hope it will be suvcessful. I have no further
questions.

The CHITIAIRMAN. Mr. Ribicoff?
Senator RIBICOFF. No questions.
The C I IAIMAN. Mr. Jordan ?
Senator JORDAN. Thanik you, Mr. Chairman.
IfMr. Secretary, this is l)probably not the time or place to discuss how

we arrived where we are, but, the fact is we are facing an acute
situation.

As I read your statement, the result, you say, or inaction on this
matter would be a reversion to a debt ceiling some $25 billion below the
level of that, actually outstanding which is $230 billion. This would
create an extremely'difficult situation for the Government in paying
bills and conducting its business.

What would be the first trouble that would beset us if we failed to
act by June 30 ?

Secretary S1LwLTZ. Well, the very first. thing we would have to work
on is the. payroll savings 1)rogramn. The effect of not extending the debt
limit means that the Secretary of the Treasury--since we would he
over the limit that would then prevail-would not be authorized to sell
any debt. The savings bond l)rogramn is an on-going program. There
are 20,000 financial institutions involved, there are 40,000 corporations,
over 9 million people who have withholding deductions that they have
said they wanted. All those people would be. affected in one wav or
another, and we would have to take some measures with respect to that.

We would run out of cash very fast, not simply because of what yol
would see, by comparing the weekly or daily rate of intake with the
rate of outgo, as we think of it, but because the Treasury is constantly
turning over the debt at a rate of about $4 billion a week. We would
have to pay out cash for the securities that came due. We would not
)e. able to issue new securities, as we normally do, to refund maturing
securities.

In addition, next, week there is over $1 billion of foreign held se-
curities coming due. that we would have to redeem. So our cash balance
vould ver' quickly l)e depleted and we would come to the point where

we wouldn't be able to honor obligations that the U.S. Government
has incurred.

Senator .JoRN-. Wllen would Federal payrolls become affected ?
Secretary Simuurz. Very quickly. We have a matter of days. Very

few days.
Senator JORDAN. Mr. Weinberger, you went through your statement

rather hastily, but I am intrigued )v this table. I wonder if I am look-
ing at it with a proper interpretation.

You say in this table that we have changed priorities rather dra-
matically over a 20-year period-from 1953-73. In 1953, 66 percent
of the budget was spent for nat ional defense.
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Mr. WEINIE.1GER. Yes, sir. This is yesterday's statement before the
Joint 'Economic Comumittee, but I have it now before me and it does
show that there has been a very substantial reversal.

(The table referred to follows:)

BUDGET OUTLAYS AND CHANGE IN OUTLAYS, FISCAL YEARS 1969, 1973

[In billions of dollars

Outlays (amount) Change in outlays 1969-73

1969 1973 Amount Percentage

National defense .................... ............... 81.2 78.3 -2.9 -4
Human resources ----- ------- _-------_--- ------- 63.6 113. 1 49.5 78
Physical resources ............................. ... 18. 2 25.0 6.8 37
Net interest ------------------------ ----- --- _ _ 12.7 18.9 6.2 49
Other ............................................. 8.8 14. 7 5.9 67

Total ------------...................... 18,. 5 250. 0 65.5) 35

Senator JoRDAN. National defense expenditures for 1953 were 66
percent, and expenditures for human resources were 15 percent.

Mr. W1FJNB1ER0E. Yes, sir.
Senator JORDAN. Then as we follow over to 1957, national defense

was 56 percent and human resources were 23 percent.
For 1961, national defense was 48 percent and human resources 30

percent ; 1965 national defense expenditures were 42 percent and human
resources were 30 percent. In 1969 it was 44 percent for national de-
fense and 34 percent for humnan resources.

Then comes a very spectacular change. In 1973 it is calculated-I
guess this would be an estimate for 1973.

Mr. IVEINBEGER. Yes, sir. This is the l)udget as submitted by tme
President.

SelatorJoR).\N. Yes: but ate ti tables correct ?
Mr'. WENIEIoGEm Yes, si1. WV believe they are.
Senator JoRD.A.x. You say national defense has been reduced from

44 percent of the budget in 1969 to 31 percent in 1973 and human
resources expenditures will increase front) 34 percent in 1969 to 45 per-
cent in 1973.

Mr[1. W.EIN11ERC*(.1?. Tat is correct, Senator. It is a very spectacular
and dramatic re'ersal that is almost an exact reversal of the figures
since the administration took office.

Senator ,O1DAN. So when we hear a lot of talk about changing prior-
ities, it. is well to bear ini mind that priorities have already been sub-
stantially changed as indicated by the figures that you have recited in
this table.

Mr. WEINEI.1E1. That is certainly correct., Senator. Later on in
that same statement I said that the Government has certainly not
starved the human resources program. It has been a very impressive
expansion of money. The problems remain. A lot of the programs,
we think, do not have output comparable to the input of money they'
have received. We have not achievo1li results from a lot ol these
programs that were initiated in the sixties that Would justify con-
tinuing expenditures on the basis that is now required by these pro-
grains. They have built-in uncontrollable factors in them.

Senator JORDA'. I appreciate having that information. I think that
story needs to be, told over and over again. We have in fact made a
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dramatic change in priorities already frImn dthfetIse to III IIaII resI rA'S.
That is all I have.

Thei CIII,,. Mr. Fulbriglt
Senator FruiLIGlrIT. Mr. Secretary, you uintly htwve Iniltiollbd this.
What is the present rate of inflat ion ?
Secretary Silrr.Tz. 'Measured by the ('ollsunwr Price Index. alid if

you take a span of time such as tih period since the Presidellt's ilew
economic program, the rate of inflation is 2.9. percent.

There are all sorts of indices you can use. You can take a ninth or
2 months, or 1 year or whatever as thie )ase. But I sitp))oSv til indtx
that most closely nieaisures what. people expreielwe is tle ( OnIsuueI'rs
Price Index.

Senator Futiuamrr. Is that on an annual basis ?
Secretary Siiui.Tz. That is annualized; that is right. That is the an-

nual rate since the President's new (colnlollie l-ogra lii I 'gall. 'I'll a' te
was lower during the freeze. Then there was a bulge. 'l'lien it lhas coiie,
down where it,--

Senator FUTURIGHT. Well, tie c'rellt trate anhtalized is 2.9 pli'ctet.
Secretary SHULTZ. 2.9 since August.
Senator FULBRIGHT. Since last August. Recently the Secretary of

Defense said that the extension of the war in Vietnam would )rol)-
ably cost from $3 to $5 billion, I believe.

Has that been taken into account in your estimates of the deficit?
Secretary SiuULTz. Well, that statement came after the midyear

review was sent up. Mr. Weinberger?
Senator FULBRIGIIT. Is that reflected in these figures?
Mr. WFANBERGER. No, that is not., as you indicated, Senator. It is

a pretty wide ranging set of possibilities and those possibilities are not
reflected in this because they have not yet been formally transmitted
to the Congress as a supplemental or as a budget amendment.

Senator FULBRIGT. Will that have an impact on your debt?
Mr. WEINBERGER. Yes, sir, it will.
Senator FuLBIaoi[T. Could you tell us what is the annual rate now

of the cost of the war in Vietnam?
Mr. WEINBERGER. I have that. I believe those figures were supplied

at one time by Secretary Laird. All I have is the material that he
supplied, and'I don't know how up to date it is. The last figure we
have in it is either early this year or late last, year.

Senator FULBRI01IT. What w:as it?
Mr. WEINBEROER. It is a single sheet, of i)aper which I think he

furnished to I believe your committee, Senator, at that time.
We will get it and send it up again.
The last figure that he had was fiscal year 1972 where he estimated

the incremental cost at $7 billion.
Senator FULBRIGHT. $7 billion? So that if he is correct. in his esti-

mate it could be somewhere between $10 and $12 billion this year.
Mr. WEINBERGER. No, I don't think so, because it is on a delining

basis. The figure I gave you is 1972. This is very largely a definitional
problem.*

Senator BENvErr. Mr. Chairman, we have a vote on and they have
just rung the 5-minute bell.

*See further discugslon on this subject ; page 29 of this hearing.



'Ic ('llo II. r.\N. Well. I wold sug_,est tlei that we stand in recess
1111i1 we can return to tle room!. At tlat ~oint we will resunw.

Senator Fuummu ir. While we aregole. .11% Weinberger, would
u lgive 1S a 'Iicufllmulative cos t of tite war since 196;5. You ]lave tlos-Ze

iigrlzIres I believe. I would just be curious alout it.
( Brief recess taken.)
Tllv Ui .+lu. I wmil(l assilie thnat Senator Fulbriglt will be

Ibac'k ill his ) lace ill just one Illoielnt . 1 will not call upol the next
Senator at tills tile. i ti, IeH'itl wiiie I miglht announce that tie debt
limit hill has eaclled t .1w Senate from tle louse and in view of tle
fact tlat tilne is running out on this matter it occurred to the chairman
lhat it miglt l)e lest to intercept tle bill at tile desk and ask that it go

iilendiately to the calendar. The committee can recommend what it
wants to (10 about tHat matter, but we can b)y'pass tile requirement
lu mir tlie rules tiat tle bill lay over for a day after )eing reported out
l1Y tle. committee.

I would iole that mvluen we con clude our session here this morning
thnat the committee could meet in executive session and act-at least
make. its recommendation with regard to this measure this morning,
so tihe Senate would be ready to do business on this subject tomorrow.

Now. in view ,f the fact tlat Senator Fulbright has not yet returned
.1nd I (lid want to respect lhis position, I will ask a couple of questions
ra l er tit-an I'eCoilize someone else a1( thn e aV to interrupt him to
(Inrn to Senator Fulbri ,t.

Mr. Secretary, (luring voml confirmation hearing you advised the
.oililittee that 'ou \- oi(l look into tile 'reasurv ractice of with-
holding information from the General Accounting Office and admin;s-
tratioi of the countervailing duty statute and oil the I~ckheed loal
guarantee.

Is there anything you can report to tle committee regarding tilat
situation ?

Secretary SiurTz. Well, only, procedurally that I have studied it.
I have talked with Mr. Staats'on the telephone and we hiad a fairly
lengthy meeting between tie two of us. We have tried to identify. witil
rvslpectv to the Lockleed loan question, precisely what it is tlat he
wisles to have, and it is my feeling, and I believe his, that we are
ifoitr to lie isle to solve lhat issue. We are working at it but have not
got tell (1o 1 plete closure Oil it.

", ('mI.\imM.ll'. Well, it would seemn to me thlat you are both able
nl co pletent p blic servanlts anl I just don't see why men of good

qua lification and good will canlit get together on something of that
sort a-id resolve it.

Now if von can't resolve it, I supposed we can offer you a referee
from thlis ;committee to hell break the tie if your people can't seem to
come to terms on it, lit. I thlink tllat would be something that is subject
to hein , resolved without surrender of principle on either side.

Now I would like to ask about another matter.
Following your confirmation I wrote to you regarding the executive

1I 'ai l)ractice of impounding funds a)piropriated by Congress for'a rious p~rog,.rams including tile Iligllway Trllst Fuild.
In your response to me of June 7 this year, you reported that the

executive l)ranel will release $4.4 billion in fiscal 1973 of impounded
funds for the Interstate Highway System.



The Federal Aid Highway Act of 1970 authorized obligations in
excess of $5.5 billion for the Interstate System in fiscal 1973.

I'd like to make this question in two parts.
Does this mean that there will be $9.9 billion available for highway

commitments in 1973, and two, how much would still be impounded
if you released $4.4 billion in fiscal 1973 ?

M;ecretary Siut.,z. I think the answer to the first. part is no. The.
fiscal 1973 release is the $4.4 billion.

Now, how mueh this holds over, I believe that gets pretty well ob-
ligated, but I will defer to Mr. Weinberger or Mr. Cohn on exactly
where that stands;

Mr. Coiix.. 'Mr. Chairman, in addition to the 1973 availability there
are some balances that have been carried over since the 1960's that have
not been obligated. That amount must be something in the neighbor-
hood of close to $1 billion.

The difference between the $4.4 and $5 billion is another half
a billion dollars or so that would still be in reserve. That would be all
unless the 1970 or a later act. provided some more funds for 1974, which
would also become available. That would be for the 1974 program-if
it is provided.

For the 1973 program, my guess is that between $1 and $2 billion of
funds representing carryovers for past years as well as 1973 would
still be in reserve.

The CITA.MA. Of course you didn't start it, but when President
Eisenhower was in office we were urged to pass this tax and set up this
highway trust fund and we didn't have the pleasure on this committee
of saying who gets the money. All the joy we had was just in putting
the tax on somebody to pay for all this and, having done that, we were
given to understand that this money would be spent.

In fact, that was Harry Byrd, Sr.'s amendment that put it. on a, D-)
as-you-go basis.

I am not too sure it was that good an idea, but I went along with )t.
Now we find that we are not getting it on pay-as-you-go. We pay, but

we don't go. How can you justify holding up the money when the
whole idea was that. we would pay as wve o?

Secretary STTLTZ. We were saying this morning that there would be
another $2 or $3 billion if all of this money were expended in this
Year. Also, some of the worst inflation in the economy is in the con-
struction industry and we would be adding considerable demand-pull
pressures to that if all of these funds were released.

Seventy-one percent of the Federal biidgct is uncontrollable. This
happens to be in the sector that is controllable. It therefore gets a little
closer look.

The final point, there weren't all that many applications pending
that would have justified or warranted the release of all of these funds.
The simple fact of the matter is that there are some highway funds
available which have not been spent, but from which-in order to keep
the fiscal situation the way it is and not get us further into heavy
deficit spending of the kind the committee has been commenting on-
it will b. necessary to make some withholding.

The CH.ITIMA,. That seems to me to be a very inappropriate way to
do business. First it is represented to American people that thi3
money is to be taxed from the people and spent for highways. It is
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dedicated to a l)alticular fund. Then you proceed to withhold it. On a
unified budget basis, that Works out just, the same as if it had never
been made available for highway purposes at all.

Now, frankly, I have had other Presidents explain to me how, as far
as the overall )udgetarv impact on a unified basis is concerned, if you
decline to spend a dedl'cated fund it. can achieve the same budgetary
advantagetatit does if you decline to spend something else, but I
just. don't, fhink it is playing fair with the American people to repre-
sent to them that the money they pay is going to go for this, then
withhold it. and in effect spend it for something else.

M[r. EI.NIEIIIEII. . That amount of money, Mr. Chairman, will be

spent for highway purposes eventually. That is what it is earmarked
for.

The CiAR .t.RMx. In the long run it might come out. even but in tle
long run we will all be dead. It. seems to me people are paying for
something and are entitled to get what they pay for. I just don't think
you ought to ask us to pass a tax-it was asked under a previous
administration-for the purpose of providing highways, then impoulld
it, hold it up, and take advantage of that to try to balance the unified
budget. It just doesnt seem right.

Secretary SIULTZ. I don't think, as T would understand it, that. is the
way we would identify the flow of funds. That is, the program provides
for a special tax flowing money into a trust fund. That, money accumu-
lates and it is earmarked, as Mr. Weinberger said. At. the same time the
Interstate System is being built and money is being paid out by the
trust fund. To the extent that if there is a balance in the trust fund
it remains there until it is used for this purpose.

It is not used for any other purpose.
The CITAIRIMAN. 01, eventually it might get used by some other

President provided some other President doesn't do the same thing
you are doing, just decline to spend the money.

Now the logical example or conclusion that your argument would be
that the President just didn't want, to spend any of this money for
highways, they just kee l) impounding it and reflecting all that balance
on a unified budget as though that the highway tax money was helping
to balance our budget and never give the public any highways.

Secretary SHuLTZ. Well, I think it has to be recognized that, in the
Interstate System, there has been a great deal of building; $4.4 billion
for fiscal 1973 is certainly pushing that program.

Now, what we find, as the Intemtate System comes closer and closer
to completion, is that thq remaining portions of it are increasingly
around the. metropolitan areas. These roads are harder and harder
to build because they involve a lot of displacement-more displace-
mettAhan the previously built portions. It is a longer process as people
argue, as we have seen right, around Washington, D.C. There are many
such examples throughout the country which make this stage of high-
way construction go a little slower.

The ChAIRMAN. Senator Fulbright?
Senator FULBRIOIIT. On that inflation., I wasn't quite clear. What is

the rate of food prices in the last 6 months? How much have they
risen?



'Secretary SiiLt'rz. Food prices have risen about 51/2 percent-at all
annual rate-during the past 6 months on the basis of the Consumer
Price Index. Prices of meat, poultry, and fish increased by more than
10 percent at an annual rate during tat period.

As you know, the 1Jiesident oi Monday, in effect, removed all quan-
titative barriers on the inlport of meat into this country. Meat has
been the -principal area in the food sector that has gone lip rapidly.

Senator FufAiwi(;,iIT. Has that been more than 2.9 percent ?
Secretary SIIUITz. Yes, sir.
Senator FtLBRIGT1'. What al)out food prices for the last 6 months ?
Secretary, SIIUiTZ. Vell, the meat sector has been going up
Senator FULBRIGrll . No. Just the overall. Don't you have one on food

generally ?
Secretary SHULTZ. That is the 51/2 percent figure I mentioned a

moment ago.
Senator FLuLMI .1 Ir. OK.
Mr, Weinberger, you were going to give the cost of the war. Did you

find the cost of it in the last 10 years ?
Mr. WEINBERGER. This was the same figure that was supplied to the

Appropriations Conmmittee and Armed Services Committee in Jan-
hary of this year, Senator, by the Secretary of I)efense. They are
his estimates. There are a lot of definitional problems, but these fig-
ures that he gave showed that during the Johnson administration
the incremental cost was about $65 billion and since that time it has
been winding down) very sharply and is under $35 billion in total for
the years that Mr. Nixon has been in.

Senator FULBRIGHT. Well, I got lost there. The total cost of-I don't
know how to put it in terms of asking you.

Do you not have figures for the cost of the war?
Mr. WEINBERGER. Those are the figures I just gave you.
Senator FULBRIGUT. Since 1965?
Mr. WEINBERWER. Yes, sir. The same sheet you have had in the other

committees. What I have given you is what I understood you to
ask just before the recess. I summed the different portions of the
incremental cost. It is a very tricky definitional problem, and this is
one man's estimate of it. A lot of others would differ.

It involves trying to figure how much of the division would be paid
for otherwise and how much overhead should be charged to one thing
and another.

Senator FULBRIGHT Can you give the figures on the military costs,
leaving out that problem of definition ?

Mr. WrEINBERGER. NO. I have only those figures that you have had
before.

Senator FULBRIGHT. Treasury doesn't have available what we spend
on military affairs overall?

Mr. WEINBERGER. I have the Department of Defense budget.
Senator FULBRIGHT. Well, the military affairs would include the

veterans cost and the interest on the debt, wouldn't it?
Mr. WEINBEROER. That has all been published in the budget.
Senator FULBRIGHT. )Vell, do you have it? Is it available there?
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,1r. WEIN1ER(ER. It is available in the budget, yes, sir. It is going
to take a little time, but veterans costs are all the income maintenance,
education, health, and rehabilitation activities. It is all spelled out
starting about page 545 of the budget.

Senator FuLRIIHT. Well, if you don't care to go into it, it is all
right. The Library of Congress estimated we had spent on military
affairs since World War It about $1,300 billion. Is that in the ball-
park according to your estimate?

Mr. WEINBEIIGEI. We have never assembled a figure like that. Ours
stop considerably short. of that, but a lot depends on what you mean
by military affairs.

Senator FtULImmlLW. Appropriation for Department of Defense,
interest on the debt, which is 99-percent military .

Mr. WEINIIERGER. I certainly wouldn't categorize it as that.. You
are talking about the cost of p ast military operations and again, we
get into definitional problems.

Senator FuiitpmIIT. That is right. The military costs. Don't you
think it would be interesting to tlse people who pay taxes to know
what you are spending for military affairs.

Mr. -1WEINIBERoER. Again I would think they would like to know how
yon (lefine it. The second part of the answer is it has all been published
in the budget. It is all there and we'll be glad to assemble such portions
of the individual pieces as you wish. I wouldn't, however, classify it all
as military affairs.

Senator Fvi-ioilT. I didn't want it in pieces. I wanted to give some
iml)ression of hlow extravagant the military activities are. We talk
about the withholding of the money for the highways and I am very
svnipathletic to the chairman's point of view, but very little is said
wlen we read tlat the C-5A cost $5 billion and it is not very good, that
the wings are very dubious, that they have cut down its lifespan from
30)000 hours to whatever it is, 15. No one seems to pay any attention
about that type of thing. It is taken with a grain of salt. But when it
comes to construction of the highways, something of this kind, that
they withhold the money. That is also serious, but I never notice you
withhold any money from the C-5A or anything comparable to it.
This is what I think we would like to understand-the rationale behind
this.

()ne of the reasons I asked the question about how much you spend
for military affairs is because this debt that you are asking to extend
is t)rnimaril" created bv the overexp)enditures on military affairs trying
to police the world. That is where the great expenditure has beei. It
hasn't been on domestic affairs.

Would you not agree with that?
Mr. WEINBERGER. No, sir; I wouldn't.
Senator Fumim.nIIT. How would you put it?
Mr. WEINBEIRGERI. Well, I would want to know what we mean by

militaik, affairs. We use in the budget, a definition that covers present
and future costs to the extent we can estimate them, and we provide a
lhistorical series 'going back 10 years. We have previously listed and
continue to list the expenditures required for the other functional cate-
gories. We think there is great virtue to consistency in compiling these
estimates because it is the only way we can get consistent, logical, year-
by-year measures. We classify interest on the national debt a separate
functional category because that is what it is.



We don't go b ack and break the interest figure down according to
ain estimate of what portions of the national debt were used for this
and that. We claisify veterans expenditures as part of our human
resources because we think that is a proper classification in view of the
fact, that there is a great deal of income maintenance rehabilitation,
medical training, and things of that kind that go with them. It is
purely a matter of how you wish to define it. So that other people cain
defilne it easily, we present all of the component parts of the. budget
each year. If someone else wants to take some of the building blocks
and assemble them in a different way under a different column, they
are free to do so.

Senator F-t.riRR i'r. You would agree that the veterans program is a
result of military activitvor not?

Mr. WE N-BFOEI. It Is a result of military activity in the past to
some extent. To some extent, it is the result of generosity of various
Congresses that have made family members and persons who didn't
take an active part in military affairs the beneficiary of some of the
programs. That is one of the definitional problems that is involved in it.

Senator Fvtucmmirr. Is it not a fact that the deficits we have accumu-
lated that. are reflected in the $450 billion you want have arisen during
the period of warfare in the last 25 or 30 years?

Mr. VEINBEBTER. I think that certaiilly a portion of then, without
any question, have. The greatest expansion of the national debt oc-
curred during World War I.

Senator FurmirnIT. What percentage of the income of the Govern-
ment, without the trust, fund, is now going for military-leaving out
trust funds, all of them ? That is., the social security and the highway
trust fund and all that.

Mr. 'WEiNnBErIER. Well try to get it for you, Senator.
Senator FtLBMRrTT. W'ell, it is all right if you don't know it.
Mr. WEINNWFT.:u.F. I don't know it offhand because we don't use that

classification. We don't think it is fair to drop out the trust funds
because they are an expenditure out of the Treasury, so we calculate
the total outlav.

Senator FUI.rIIGHT. I know you do, but that. confuses the public as
to what we are doing. You used to do itthat way.

Mr. WEINJ,)IMROER. We are getting it for you, Senator.
Senator FULRIIHT. That unified budget gives a false impression to

what we actually operate. That was only a recent innovation of the
Johnson admin istration, wasn't it?

Secretary SJULTZ. Well, it is a concept that has more or less been
used a long time? It used to be called the cash budget. That is, it has
been recognized for many years that to judge the impact of the Fed-
eral budget on the economy you need to get an idea of the overall flow
of cash.

.Sem-ator FULBI:t1,10T. But, Mr. Shultz. you know it was begun by
Mr. Johnson at the height of the war in order to disguise the cost of
the war, wasn't it ?

Secretary Smmti:rz. That is not my impression: no.
Senator UrLBII IIT. Why do voui think he did it?
Secretary SHIUrLTZ. I have the recollection that a Committee on

Budget Concepts was formed. It included Members of the Congress-
the Senate and thw House. It included members of the Johnson admin-



32

istration. David Kennedy, who was the chairman of the Conti-
nental Bank, was chairman of the committee. And this was their
recommendation.

Senator FULBRIGHI1T. I think I recall that the father of our present
Senator Byrd objected vigorously to this, what he called legerdemain
in the way you present the Government finances.

Is that not so?
Senator BYRD. If the Senator will yield, I am sure it is so, but it is

even worse now with this so-called fill employment budget. It is like
saying it is an "if" budget. It will be balance if something hal)pens,
if we have full eml)loyment., which we don't expect to have, but if we
do. It is very much like saying, it seems to me, I wouldn't be broke if
my uncle had left me a thousand dollars.

I think it is a ridiculous thing.
Senator FULBRIGIIT. lWell, I do think that the Treasury should be the

source of some kind of reasonable estimate that ordinary people can
understand how we spend the tax income of the country, and I regret
that the Treasury is reluctant to classify it so that you can say there is
this much for inilitary affairs and there is this much for otler
classifications.

That is the largest single item in the budget, is it not? Isn't military
budget the largest?

Secretary SnULTZ. The HIEW budget is by far bigger now.
Senator FUiBRIGIIT. You are including social security? Is that what

you mean ?
Secretary SHirATZ. Yes. Social security is in the IEV budget. I

agree with you, I think the Treasury and Budget should give a very
detailed and full disclosure of the flow of funds through the Federal
tax and expenditure system. The budget is a big document, particu-
larly the appendix, and you can find just about anything you want in it.

Senator FULBRIIIT. I know you can. The budget, as published, is so
complicated that most ordinary people, including many Members of
the Congress I think, are not quite able to comprehend it unless it is
broken down into categories which have some meaning to them. I have
been under the impression that the present request is $83 billion for the
Department of Defense.

Secretary SIULTZ. That is the budget authority, roughly, for fiscal
1973 for both military and civil functions.

Senator FULBRIGIIT. That is correct. And what is HEW?
Mr. WEINBEROGER. I think it is about $84 billion.
Senator FULBRIGHT. What,?
Mr. WEINBEROER. About $84 billion.
We have this other figure now, if you want it.
Senator FULBRIGHiT. How much of that is social security? This is

what is so confusing. I mean, the social security is a very special type
of activity in which the individuals contribute part and the employer
part. That is what you say is greater than the Defense Departmeit?

Mr. WEINBEROER. Yes.
Secretary SHuLTZ. The funds that flow through HEW are. Now,

the budget is presented to you in minute detail, and then accumulated
in various accounts shown in various kinds of breakdowns. I don't
see any problem about the rearranging. If you want to deduct social
security out of the HEW accounts, that can fairly quickly be done.
If you want to add veterans to the Defense budget or if you want to



add interest to the debt for the Defense budget, you can do that. If
y'ou want to take out of the Defense budget the Corps of Engineers,
if you want to take out of the Defense budget any training that a
person gets that is useful in civilian life, you can do that. There arp.
all sorts of classifications that can be made.

Senator FULBRIIIT. I know.
M11r. WEINBFR ER. The question on HEW, $86.9 billion was the

budget authority for HtEW, and $81.7 billion was the budget authority
requested for the military functions of the Department of Defense.

The other figure you requested outside of Defense Department
schedubles is about 40 percent, not counting the trust funds.

Senator FULBRI1, uT. About 40 percent?
M31'. WAEINBEROER. About 40 percent.
Senator FU1,BRIOiT. That is all, Mr. Chairman.
The CI1kI I AIN. Senator Miller?
Senator MILE. Mr. Weihnberger, looking at the table in page 2 of

your statement, I noticed that starting in 1965, the human resource
l)ercent of the budget-do you have the table?

Mr1'. WEINBERGER. No. This was yesterday's statement.
(The table referred to follows:)

PERCENTAGE DISTRIBUTION OF BUDGET OUTLAYS BY MAJOR FUNCTIONAL CATEGORIES, SELECTED FISCAL YEARS

Fiscal year

Functional category 1953 1957 1961 - 1965 1969 1973

National defense ------------------ 66 56 48 42 44 31
Human resources ------------------- 15 23 30 30 34 45
Physical resources ------------------ 9 9 10 12 10 10
Net interest ---------------------- 7 7 7 7 7 6
Other ----------------------------- 3 5 5 19 5 18

Total ........................ 100 100 100 100 100 100

The substantial increase in tVis category resulted mostly from a rapid expansion of the space program.
2General revenue sharing is the primary component of this increase.

Senator MILLER. Starting in 1965, the Human Resource percentage
budget has gone from 30 up to 45 for 1973.

M[r. WEINBERGER. That is correct.
Senator MILLER. That is about a 15-percent increase, and translated

in terms of total expenditures, would it be fair to say that this increase
has contributed to the deficits that ha-ve been talked about here this
morning?

Mr. WEINBERGER. Without question. it is a substantial increase.
Senator' MLLER. All right. Now, getting back to this highway

trust fund matter, I am concerned about it like our chairman is. How-
ever, the way I view it is that what you have done is you have tried
to reconcile the public's desire for increased highway spending, at least
in one particular year, with the public desire to put a stop to this in-
flation, and it is your judgment. that in reconciling that, you ought to
impound these funds for perhaps for a year or so, so that the public
can be assured that it is going to have this money spent on one thing,
but that it will have to wait a little longer in order to bring it to the
policy of holding down inflation.

Mr. WEI1NBERG ER. That. is substantially correct., yes, sir; and it will
all be spent on highways. And in many cases, in addition to the factors
you have cited, there is the point Secretary Shultz made a moment



ago, that in some cases the actual designs and appliarins aren't. ready
for full expenditure of every dollar that is a available.

Senator Miiain. All right. Now, out chief counsel liis prepared a
table which slows that the tiri'ent estiniatvs for tlie deficit for fiscal
1972 was $26 billion.* How current, is tlat .

MI'. WEINIUEIIER.- lat Was tile estimate as of ,J]111e 5. Our mid-
session review, which was issued on ,hine 5-, is ba.-sd on "actuals"
through April for the most part.

Senator MILER. And the same tiling would be true with respect to
fiscal 1973,. The deficit, on the current estimate, is $27 billion.

Mi'. WEIN-BERGER. Yes, sir; those were both compiled on the same
date.

Senator MLtrn. Secretary Laird was iere, testifying before various
committees, particularly following the SALT agreements, and came
down pretty hard on some expenditures: and I am wondering if the
expenditures that le is talking about that lie wants to move ahead are
reflected in that $27 billion current deficit.

Mr. WE:INBERGERI. No, sir; they are not.
Senator MImLER. They are not?
M1r. WEIN BEROER. They are not.
Senator MHJLEi. All right. Then if Congress acts favorably on tle

recommendations of the administration vith respect to the representa-
tion made by the Secretary of Defense to nove ahead with our offen-
sive weapons in line with the SALT agreement limitation, ]ow much
would that $27 billion

Mr. WEIN NEROER. Some of the confusion may have arisen because
items su.-h as the Triton and B1-I are in the 1973 budget. but I under-
stood you to refer to the additions that Secretary Laird was talking
about as well as the offsets that might occur as a result of the SALT
agreement. The additions that, lie is talking about and any SALT off-
setting are not included in this $27 billion figure.

Senator MiLER. You understood me cor'ectly, and I am wondering
how much more that current. estimate would be change( upward now
by way of a deficit to take into account those additional items.

Mr. WEINBEnROR. I am sorry, sir?
Senator MILLER. I said you understood me correctly, and I am won-

dering now-what I want, to do is just. make this a little bit more cur-
rent. You said the current estimate has been inade. Now let's make it
as of today. Take into account the additional items that tie. Secretary
of Defense has recommended which are not in that current estimate.

Mr. WEINBnoE. Again, Senator, none of those items have been
formally transmitted that he has been talking about. The only way
an item can be formally transmitted and calculated as a budget amnend-
ment or supplemental'is when the President does it. What Secretary
Laird has been doing, as I understand it, is discussing his ideas of some
of the needs that may be incurred as a result of the escalated activity
since ,May in Vietnam.

Senator MILTF.R. Now, so that we are all on the same wavelength,
what you are telling me is that as far as the offensive weapons develop-
ments are concerned-which the Secretary wants to go ahead with
under the limitations of the SALT agreement-those are already in the
budget.

*See Rtaff ienrandumi, p. 4.



Mr. WEIN BERER. Yes. The Triton and B-1 and various other things
that he has identified.

Senator MILLER. NOW we have some additional cost because of the
invasion by -North Vietnam that occurred back in April.

Mr. WEIN:BERGER. That is right.
Senator MILLER. And I have heard various estimates that this could

increase the cost of an average of $5 billion a year, and I am wondering
how much of those costs would be reflected in that May estimate of
$27 billion, and how much is not included.

Mr. WEINBERGER. We haven't included that. The estimates, Senator,
are made up on the basis of items that are in the President's budget or
changes in the uncontrollables or changes in the. actual appropriation.
So, the figures that, are used here, the $27 billion, as a potential esti-
mated deficit for the 1973 budget, would not include anything that had
not been formally transmitted by the President up to the time those
estimates were made.

And they were made in late May, based largely in "actuals" through
April. The figures do not reflect anything since that time: and because
nothing has yet been transmitted by the President, they do not reflect
any precise fgure with respect, to requests for the activities that Secre-
tary Laird was testifying about.

Senator MILLER. Vell, then, if these costs are, obviously, being
undergone

Mr. WEINBERGER. That is right.
Senator MILLER (continuing). The only way to handle them would

be by way of a supplemental budget.
Mr. WEINBERGER. That is correct.
Senator MILLER. And that, in turn, would be recommended by the

administration. So suppose, though, the supplemental budget request
is made by the administration for an extra $4 billion, let's say, as a
result of the activity in Southeast Asia following the invasion by
North Vietnam; that would shift that deficit from $27 billion up to
$31 billion.

Mr. WEINBERGER. Not necessarily, because that Would not reflect any
offsets and it wouldn't reflect any other changes that may have occur-
red since the May figures were compiled. And there have been other
changes and there are a lot of different factors. But if nothing else
happened, that would be the case. But there are a great many shifts
back and forth in these estimates.

Senator MILLER. You see, I was trying to cover that. I originally
was going to suggest, "5" be added; then I cut it back to "4".

Mr. WENBEROER. Well, it wouldn't even be $4 billion. It will be up
some, but it is not reflected in these figures.

Senator MIL ER. You say it would not be $4 billion?
Mr. WEINBERGER. No. I don't have anything precise, but I think it

will not be in that range.
Senator BYRD. Mr. Chairman, if the Senator would yield at that

point, the Department of Defense has testified before Armed Services
that they needed $5 billion addititonal.

Mr. WEINBERGER. Well, I think they-at least the testimony I read
was-asked to a range of between $3 billion and $5 billion.

Senator BYRD. That could be, but we can't appropriate on a range.



Mr. WEI.R'u(;I:R. No. I know you can't. 'Tlat is wlhy his testimony
did not. constitute at formal request. TIe formal reqlest has to come
from1 the IPresident, and it has not come yet.

Senator BfY11. IWell, that relieves my numind. I don't have to worry
about tlat $5 billion right now.

Thank you, Senator.
Senator MILIng. Let me ask you this: 'Miglt it well be that will be

a net additional $3 billion ?
Ml. WIVIN-nEw(m. Well, it is possible. in that general range, that

would be the budget authority request. I think we would be on a lot
safer ground if we were operating directly from tihe formal adminis-
tration request which hasn't vet been presented.

Senator MILLER. I al))reciate that. but I just want to get a lperspec-
tire. Now, letIs say that we find a net $3 billion request under Su)l)le-
me tal by the time you add on the additional costs and yoi have the
slippages and things like that. That l)rings us ul.) to 'I0 l)illion.

Last night tile Senate passed the HEW-Labor appropriations bill.
and my recollection is that that was well over $2 billion in excess of the
President's budget.

Mr. Wix'w:l1;ER. Ow understanding is that the addition that result
from the black lung le:xslation, the so-called WIN amendment, and
other congressional actions to the Labor-II'W bill amount to about
$2.4 billioll over tle bludet.

Senator MrILLE. A.11 right. Now, if that should go through, that
would add another $2.4 billion to this $30 billion emergency budget
deficit for fiscal 1973, would it not?

M r. WET.,BEIRIER. Yes; if it goes through.
Secretary SIIULTZ. You haven't sold that to the President yet.
Senator Muir,i. I understand. I said "if that goes through."
Now, Mr. Secretary, a perceptive article in The Journal of Com-

merce on Wednesday- which I ask be included in the record following
my questioning, Mr. ChairmanThe CHH .ArTAIN. It is so ordered.

Senator MILLER (continuing). Suggests that if the revenue sharing
and social security payments are made retroactive, Treasury borrow-
ing would have to exceed $30 billion between this July and next March.

Is that correct ? Does that sound correct ?
Secretary SiirrTz. All of these things depend on the outcome of the

congressional activities now under way, and that, is what we are trying
to call your attention to, that looking at fiscal 1973, we have a very
severe I'oblem, and it. well behooves us to act with restraint.

Senator MIrLER. Well, yes; but the article says that if the changes
in social security payments are made retroactive and if the revenue
sharing is made retroactive, that this is going to require you to borrow
$30 billion during the next 9 months. Does that sound right?

Secretary SUtLTZ. Well, I don't like to react offhand just to a num-
ber, but certainly the fiscal funds deficit in 1973 will be large, as it
has been estimated and brought out here. That is essentially what con-
trols the flow of the debt.

Senator MILLER1. What is this likely to do to interest rates?
Secretary SuurLTZ. Well, I think that there are two main things to

think about there. One is, of course, the general state of demand for
money and the supply of money for the activities of government and
private industry. The other has to do with our ability to control
inflation.



There is a considerable inflation premium built into longer-terni
interest rates, and I thiink that if we are able to continue progress on
ti inflation front, we can look for a reasonable prospect tliere. If weare not able to, why. the situationn wold tun around. So that only

emphasizes the importance of putting together a budget )icture here
tlat is consistent with fiscal responsibility.

Senator Dhl. I)o von know whlat 'the prime rate is now?
Secretary Silvurz. Well, it lhas just beeni raised. It is about 51/

percent.
Senator MILLER. Do y"ou have any estimate of how much of that 5 1/1

percent is the inflation ?actor ?
.ecretarv Siiuurz. Well, I wouldn't want to put a proportion on it,

but I think" there is some inflation premium there.
/ Senator MiriyL. There is some ?

Secretary " S l'lrz. Yes. Of course, thlt is a relatively slhort-terni
rate. 'le shorter tIle telm, th1e less the inflation l) 'ell11 ill.

Senator Mit.rxf. I noticed in this morning's newsl)aler where there
is a forecast that tHie 'lwine rate may get to ( percent later this summer.
Would you thiink tlat if it happens that would reflect an increase in
the inflation factors or tighten some money ?

Secretary Siju'urz. Well, I dont exl)ect that will happen, but I hesi-
tate to S)ec late too much about interest rates.

Senator' MILLER. Now, the administration came over to Congress and
asked for $4(5 billion debt limit through February 1972. That is cor-
rect, is it not ?

Secretary Si iurz. 1973.
Senator Mlmu,:ui. 1973. The House has sent us a bill wdlic]l we are

now considering whiel assessed the debt ceiling of $450 billion only
through October 31 of this year.

Secretary Snur'rZ. Right.
Senator MiLLEm. And you are asking us to pass it just as it is.
Secretary Siiuri'z. TIhat is correct. That is only because we seem to

be practically out of time and it is so important not to go beyond the
,Juce 30 date without borrowing authority. Otherwise, we would v-ery
much prefer the higher number, and the expiration (late at the begin-
ning of March next year.

Senator Mm.iEiz. Well, what I cant quite understand is the magic of
this October 31 date. )o you have any ideas on that ?

Secretary SHULTZ. Th]at is something you will have to ask the Ways
and Means Committee. I don't know what, the date bears relationship
to.

Senator MILLER. Well, it seems to me to be a very strange date. I)o
you have any great objections if we changed it to September 30?

Secretary' SM'LTZ. Well, I'd rather have you change it, if you are
going to change it. to March 1, 1973, and vaise the number. The only
reason we are recomlmending to you that you take the House bill as it
stands is to get the job done-to Pass a bill that wouldn't require a
conference and send it to the President. He can sign it, and we can stay
in business.

If it is going to be changed-the dates changed and so forth-then
we prefer to go to our original recommendation.

Senator MILLER. I don't see why there should be any concern over a
little conference if we should change it to September 30 from October.
In fact, we might even be able to make it sooner, make it in August.
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"lere seems to be some implication in the date here that a shorter-
ranige look at. the picture might. be involved, and I suppose we could
make it very short. I[ere it is almost July 1. We could make it even the
end of .Jill v.

If we (li1d that, what would that do to the debt limit of $450 billion?
Would voN revomml tlat it be tile same if we changed the (late?

Secretary SItULTZ. We feel tllat we can live within the $450 billion
through tile period between now and the 31st, of October, which is
the Ways and Means bill. In other words, as our table shows, we won't
go albo-e that at any time (luring that period.

So. the $450 billion would suffice through any (late that you want to
select between now and tlen. In (other words, just leave it'unclanfred.
But. aga;i. let me say, if th, committee is aoing to change it. and we
are not going to go forward with a clean bill, then we would prefer our
original recommendation.

I just. remind you again tlat tile consequences of operating without
aulthoritv to issue debt securities after June 30 are very serious so far
as the orderlv ol)eration of Government is concerned.

Senator 'MILLER. I understand that, but the key date is this Friday.
Now. suppose tlat the bill didn't get to the President until Saturday
afternoon. That wouldn't cause any chaos, would it?

Secretary SIHULTZ. We have no authority, once midnight. Tune ')0
arrives, to sell any (lebt.

Senator MILER. You are not going to be. selling any debt on Satur-
day and Smnday.

See'retarv SllT:,. It goes on perpetually. 'lere are 20,000 financial
institutions. 40,000 corporations, over 9 million individuals enrolled
in tile payroll sayings bond proram. This is just something that. goes
on constantly. We would have no authority to sell any of those bonds .

Ve would have to take some steps to see to it that we were in con-
fortuity with the law. -

Senator MiruR. But that isn't going to happen on Saturday and
Sunday.

Secretary SInuLTZ. Some issuing agents are open on Saturday.
Senator Mwr,,n. I don't Siippose it vould harm them verV much if

tley took off to play golf on Saturday for a change. What I am getting
at

Se'iretar'v SmTvrTz. Tile point is we would have to notify them offi-
cially in some manner that they were not. able to sell any bond

Senator "Mrr F.n. What I am getting at is that I am very grea, dis-
turbed about this October 31. 1 haven't found anybody'who can tell
me the maiesty of that date. Of eour se, I understand it comes a week
beforee the Presidential election. We all understand that..

But even so, I just don't get the majesty of this date and I find it
bard to understand whv you would want. us to just rubber stamp it, in
the Senate 

a

Secretary S!irTTZ. There is only one reason why we want that,
Senator, and that, is in order to be sure that we do have authority to
Iforrow moviev when July 1 comes around. That is the only reason.

Senator 'MILLER. Let me ask vou this, Mr. Secretary: Would you
rather have the .450 billion ceiling through October 31 and have
that to the President bv midnight Friday, or would you rather have
the $465 billion through Februarv of next year on the President's
desk on Saturday morning? Which would you rather have?



Secretary SjiuL'rz. WVell, I don't knov what kind of guarantees canl
be offered 'but I guess I would say that I thiink it. is extremely imipor-
tent for tile Government to obey tie law. If we are not able to issue
debt on midnight, we shouldnt. We should tke steps to see that it
isn't done. We want to be a lawabiding government; that is extremely
important thing for us.

Senator MILLF:R. You say "take steps at midnight.." Aren't tlere
steps that could be taken in'the case of these few issuers that are open
on Saturday morning?

Secretary SiiULTZ. , e don't know wien congressional action would
be taken. That is ver. difficult to estimate. I think we have to behanve
in a basically lawabiding manner and not try to predict wlilen the (on-
gress might act on something.

Senator MILLER. All right. One last question.
Mr. Weinberger, getting back to tlat table, tHie current estimate

for 1972 and 1973 of $-26 billion for 1972 and $27 billion for 1973
Mr. WEINBERGER. Yes, sir.
Senator MILLER. Tlere is considerable talk that there would lbe a

20-percent social security benefit legislated here in tle next diay or two.
What would that do to those figures?

Mr. WEINBERGER. Well, again, depending on whatever base happens
to be chosen for the additional tax contribution and when it. takes
effect, you get varying answers. It would have a very substantial effect
of increasing the deficit somewhere in the range of $4 billion to $;
billion, depending on which set of assumptions or wlhich set of hoses
is used in the new payroll contribution tax. Somewhere between ..4
billion to $6 billion would be the net addition of those figures to tl
deficit if that kind of social security increase is passed.

Senator MILyER. To the fiscal Ir
Mr. 'WEINBERGE. 1973. 4,

Senator MiLaL.I So that if we had this $3 billion tlat I was IIsiilu
as an assumption, and we had the $.-9.4 billion on the liEW-labor bill.
that brings us up to $32.4, and we add tie 20 percent social security on
top of that, you are suggesting that we could get up to $36 billion, $37
billion deficit for fiscal 1973? .

Mr. WEINBERGER. If all of those actions are taken as vot describe
them, Senator, that could be the result; yes, sir.

Senator MILLEa. Thank you very much.
Thank you, Mr. Chairman.
(The article referred to follows :)

(From the Journal of Commerce. June 21, 19711

FiNANCNG TREASURY DEFICITS To COME

In recent months we have hnd no reason to change our view that the national
finalnces are being run more or less recklessly and may become even nore so in
months ahead, especially if Congress continues to appropriate money that the
Treasury doesn't have and will have to borrow and if the administration con.
tiniies to assume that all is well If the Iudget still seenis reasonable on a full.
employment basis, which doesn't exist.

We are now reminded by a realistically-worded commentary by a leading gov.
ernnent securities firm, Aubrey G. Lanston & Co.. Inc.. that Treasury debt man.
agement, which hasn't been too good, is going to lbe an Inereasing challenge in thi-
fiscal year which will begin July 1. This is because the national deficit will
probably be larger-probably greater than anything the former reckless Jolhnson
Administration ever envissiged-and because moqt of it will have to be financed
through new issue.4 of marketable securities.
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'it. $S~ liillimtl 4)[1 ( he sane -kttiptiui tlriatving il lite ( Z1dher-1)puqtiler iuar-
I ei t. mtld he I ii. tI.iiie 0 ha1I .f ill( f i rst qua rt r fid the 1973 fiscalI year %%ih beg-Cis
.Juiil 1. hir Oil.* it.!d oitatier, Jaimitary-Mart i 1973. thanks to itre~ised military
!,pi-tliill- .111l t ax 1-rfuids oin abitii ta - lai~ ta x wvit hholding.s results ing f ottil
it tIl it. ri .%i ry tIeista ~ t out. ,I-i'ti g %vill Ilie hit rge enmiagli to require extei-
tiia Ily hiea vy pli.ili lnitg. If thle revenue sli:iilhig antd Social Se-curity luty-
itietl -. are' ilwitit'c rtnietive Trewisury liorrowvilig ".oitlt hiave to vxccedl $31) hillionl

in !11tissi tig. it has Ill-in suggested I that ('. iigres w~luid lie Well adv'isedi to eflt-
tta I e till- ret rentilive pniwvisizis oif bed I tite revenue sharing aid ISocial Securcity

bll s ,so as fti iii~ ke firienli oting ,re'(-,kuir.% financintg moere mana gvabie m ill less
itila iioi mary. til T lreatsury deficit fliutiliing is of itself inflationary, unless offset
Ib.y nitptitit ary act im,. foir stuh i tna ietig creates Hevw go)verlltieut (exit.WhiCh
ilien d isiillsedel lieti a pernliatieit addlititi to priva te deposits antd hillict' Iit
ilhitim teol tilie ii.1tioiiai liiey suplIy.
It ba le thalt tile TrealSulry still has suificienit talent to devise, mleati1s of

fitia mc ng whlich will I al liew soililtes of funds, particularly from long termi in-
veslors. with thut li limits of the~ laws which still rest rict tile Treasury very
malterially Ili longI tertin borro~winlg. The nied to ('xtund~ the average iktia~t.N (tif
the(- nattionail dlit is greater than it has ever been, but the Treasury has i~dd
little attention to) this need. As of a recent date the entire marketable national
debt was schiedutled to mature Ii three years andt three months, which represents at
wor-senling Of 011Pie maturlity average over the, past four mtintlis and which- mmn-
pa res with a muchi better average of five, yoars and four months which Itrevailed1
itt , 5 Today nearly half of thle ma~rko'tabhle debt nittures Ii one year.

Th'lis Is not at favorable base from-which to take off onl another record breaking
expansion of thie market ablse debit which may make early maturities itiore. til-
mmigeable. It Is quite trite that uhider present circumstances the. tolp-heavy
early maturity schiedules of the national debt are not subject to inltenslive, wvorry
and( may not bie mntil 1974. The point is that the time by which we will have to)
worry is getting nearer.

Tlhie size of the national deficit and] the manner in which it Is financed ande
ma naged have a direct relationship to efforts to control inflation and hence efforts
toi make a succeess of Phase Two of the p~resenit price-wage control efforts. It is
ititretisitigly ditivult to foresee, how interest rates on medium and long teri
sevcurit les are going to lie kept lit even present hiigh levels (and prevented from
going still higher) if the bond markets care going to have, to contend with an ever
Increasing v'tltime of Tm'easury borrowing. the necessity for which a rises fro m
ever more extravagant spiendilng, either ait the initiative of Congress or alt the
iiista nce of admuinist ration dlepartments. notably the lDefense Department.

Inflation is created in large measure by expectations of inflation and the e'x-
pectations nrc fed largely by what is (lone on the government front. particularly

on thle Treasuiry finding front. For this reason It Is important that the Imbldic
be led to expxet the best f rom the Treasury, not the worst.

The Cw [MRwMA. Senator llartke?
Senator ITlmTriF As v ou well know, 'Mr. Shultz, T awree with A1o1ur

full Pifll plOVillelht budget coflt'C)t. 1 am11 1)holbalAy a minoritY on'thlis
comnitt.-e. but 1 (10 think that is a goodl concept and I hope you do tnot
eltaure your miind onl that.

I (lo oppose the idea that this adinist rat ion and prior Idiuuinist-1
flons havep invaded thle trust funds. They have (lne it rejpeatMIllv ill
the highway trust fund. It is v'ery sad.

TIn your statement, onl page 3. you point out that the trust funds
thems-elveS (10 reeie money from 'the general fund. To a great extent
they are not receiving as nmh as they should because you oNvercllalr5ed
ill Social security last year l)v about $1.5 billion. You have overwith-
held inl the general funld about $7 lillioni. Th1at is about, $8.5 billion
whichl has been takenl from thle taxpayer Vr for whichl there is no0 just ifil-
tion whlatsoever under any typje of theory.
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Referring to the figure for "Trust Fund Receipts of Federal Funds,"
the best. estimate I have been able to come ul) with indicates that )rob-
ablly no more than $2 billion of that is contributions. The rest of that
is interest which is paid to the general fund becallse of the fact that
these funds are invested in Government securities.

Am I right. so far?
Secretary SIIUITZ. No, sir.

Senator IA TKE. No? You correct me where I am wrong.
Secretary SIIULTZ. Let me correct you in a coul)le of places. First

of all, a comment about the overwithholding. If I am not mistaken,
you were a prime mover in the effort in 1971 Tax Act discussion to cor-
rect the underwithholding l)rol)lem.

Senator IARTKE. That is right.
Secretary SiiutTz. By changing the tables in such a way that pre-

dictably there would be overwitliholding unless individuals chose, as
they were given the option to choose, to adjust their returns.

Senator I [,IITKE. I am not asking you that.
Secretary Sirui.rz. It. turns out that they haven't made those moves,

and that is why we have the overwithholding problem now. That, is not
the end of it, but you used some rather extreme. language in char-
acterizing that inflow of money.

Senator I.ARTKE. How muclh is the overwithholding in the general
fund?

Secretary SiL'urz. It, is variously estimated
Senator II,\trKE. Well, you have estimated in your statement
Secretary Siiuurz. And we have it. estimated on the order of about

$8 million . I will have to say-
Senator HAIRTKE. I am sorry. -I was $1 billion low. And $8 billion is

going to be overwithhield, is that correct?
Secretary SHULTZ. That is the estimate, but I would have to say to

you that I think you have to question that estimate and not feel com-
pletely confident with it, because there is quite a lot of evidence that
the economy is moving much more strongly than many of the figures
indicate-

Senator IARTKE. Mr. Shultz, I don't-
Secretary S11VLTZ (continuing). Tax collections may well be reflect-

ing that-
Senator HARTKE. Now let's not get into any of this "iffy" business.

You said on page 2, paragraph 2-I am reading from your statement
today:

About two-thirds of the expected increase In Individual Income tax receipts
is in withheld taxes, and largely reflects the overwithholding resulting from
the Revenue Act of 1971.

Secretary SHUnITZ. Correct.
Senator HARTKE. Now, you estimate the overwithholding at $8

billion; is that correct?
Secretary SIiriTz. That is an approximation; that is our best esti-

mate, but it could be put down as 100-percent certain.
Senator HARTKE. I am saying that is your estimate upon which

the present projections are made.
Secretary SHULTZ. That is correct.
Senator HARTKE. All right. That is all I am asking you to do, to

verify your own statement. That is all I have said so far.



Secretary SHULTZ. No
Senator IL,\ITr1E. Now, the only mistake I made so far, I said it

was $7 billion instead of $8 billion.
Secretary SiHiULTZ. No. you characterized this overwithholding as

some sort of an unconscionable thing that, somehow or other, the
administration was perpetrating on the American people. That is not
correct, nor is it correct to apply that characterization to social security
contributions. Taxation generates a situation where there are often
refunds, and that takes place because people may be on more than
one payroll. It is an ordinary thing that goes on and on.

Senator IIAWrKE. Now, Mr: Shultz, I know you are of that Chicago
school where you can outtalk us people from Indiana. That. is their
art. The fact of it is. there is $8 billion being overwithheld at this
time. Whatever characterization you want to lut On it, or I put Oi
it, that is a fact. isn't it?

Secretary Sivuturz. ks bst we can estimate, that is a fact, although,
it must be said, your committee, in working on this and putting those
tables into it, Iprovi(led the taxpayer can take steps

Senator ItAu' HE.. If you want to place the Ilame, the blame belongs
on theI'iternal Revenue Service, who made the mistake, and they
admit it.

Secretary SIWU'LJTZ. I was not in the Treasury at the time, lNit it is mv
iml)ression" that in dealing with the question of underwithholding,
which this committee was worried about- "

Senator IARTKE. Which I was worried about.
Secretary SIIutTZ (continuing). Which you were worried about-

there was a question about whether the tables should be based on the
assumption that there is one earner in the family or two earners in
the family. The decision was made to move in the direction that would
produce overwithholdiing unless individuals so affected took somestel?

senator HARTK. All right-
Secretary SiuLTz (continuing). And the Treasury's recommenda-

tion was to move in stages while the committee decided to push it
through and get it into place in this particular year.

Senator IIARTKE. If you will look at the floor debate in the Senate,
you will find that. all I said was that no man ought. to be misled into
paving all these taxes and then have an additional assessment at the
end of the--'ear; On the other hand. I have always advocated that you
should not ovewithhold. Last year in the social security fund you over-
withheld $6 billion.

Then this year, you havP accumulated a surplus of $1,448 million
in 10 months, and I would estimate that you will go up to at least
$1.6 billion in overwithholding on the social security fund. That is
$1.6 billion beyond what you are paying out.

Is that fair?
Secretary Siiu.TZ. I am not familiar with the numbers, but I can

easily understand how they are generated and I don't quite see how
one deals with it. That is. an employer withholds for social security
up to a certain payroll level-W

Senator IARTKE,. Now, Mr. Shultz, you are trying to anticipate what
I am going to ask you.



The CH.IRM.AN. Just a minute. I am trying to follow your questions
and the witness' answers. I would urge you to please let the witness
answer the question before you ask him the next question. I can't listen
to two people at. the same time, so would you please let the man answer
the question and then ask him your next question ? I want to hear your
question and his answer.

Senator IARTKE. All right. I want to ask two questions.
The CIAIW.rAN. Well, first let him answer the last one.
Mr. Secretary, are you through answering the previous question?
Secretary SHIULTZ. Yes, sir.
Tile CI.AMA,. All right. The Senator from Indiana.
Senator IImrr'K.. I asked two questions, just for the record, and I

don't. mind the chairman putting me-down. It is all right.
The C IAN. I am not, putt g you down. You are completely in

charge., Senator. I just wNant to hear both of you.
Senator 1,RmTKU. Secretary Shultz, I want to turn to the annualized

cost-bf-living figure that you gave to Senator Fulbright. You sterilized
and sanitized that figure, too, but what is the actual cost-of-living
figure now, from last October?

Secretary Sill'rrz. )o you want it for 1 month, 6 months, 1 year,:) II~ll~l' O1'\\II.:t.
molith "A. of at

Senator 1I.ATIE. I wanlt the aniual rate of increase in the cost of
living so filr as yvou1 have it this year. It is printed in every Wall Street
,Journll, find it seems to me that you should lbe able to give that answer.

Secretary Sit'mrz. The consumer price index has risen at, a 3.4-
percent annual rate over the last. 6 months, at. a 2.9-percent annual rate
for the last 3 months, and at a 2.9-percent annual rate since the start of
the freeze.

Senator II.ATKv,. The annual cost-of-living increase this year on an
annual basis is what, again? That is 3.9 percent at an annual rate?

Secretary Sinurxz. No. It is 3.4 percent in the past 6 months.
Senator JLAnRTI. That makes it 6.8 ?
Secretary SiULTZ. Consumer prices have increased 3.2 percent since

May 1971.
Senator -I:ARTKE. Oil all annual rate?
Secretary SIHULTZ. That is an annual rate.
Senator IARTKE. Mr. Chairman, I am going to try to ask the ques-

tion and see if lie can answer: What is. in this year. on all annual rate,
the cost-of-living increase-January, Februaiy, March, April, May,
and we are in June. That is 6 months.

Now, the. Bureau of Labor Statistics gives you an annual rate of the
cost of living. What is it ?

Secretary Sjivi.Tz. I have the change from 6 months ago, so that
would include those 5 months. For the 6 months the annual rate of
change has been 3.4 percent. As you know, you change your time period
and you change the number.

Senator IIAIThE. All right. What is the rate of unemployment?
Secretary SIHULTZ. The most recent reading was 5.9 percent.
Senator HAJRTI E. What was the cost-of-living increase in the last 6

months of the Johnson administration; do you know that?
Secretary SiiuL.TZ. I don't happen to have that right in my head,

but the figure for 1969 was 6.1 percent. That, I think, was a reflection
of what had come before. The figure for 1970 was 5.5 percent; for 1971



prior to the freeze. 3.8 percent ; and since the freeze, 2.9 percent. I tlink
that is a considerable record of progress against inflation, and I hope
we can keep it going.

Senator II.%wriE. What is the rate of unemployment now?
Secreta.ry SIIuiTZ. It is 5.9 percent.
Senator IIAwrri. What was it when the Nixon administration took

over?
SecretairV SHwLTZ. It was 3.4 percent.
Senator HAxrrKE. I just wanted to bring back that fact.
We have increased the national debt by a total of $113 billion under

the Nixon administration. Under the Johnson administration for 6
years the increase was only $49 billion. They repealed the investment
tax credit, then reinstituted it. They withheld trust funds during a
time when they said the economy was sliding. Now they are going to
put the money back into the economy when they say the economy is
moving forward.

The 20-percent increase in social security, as Mr. Weinberger said,
costs approximately $8 billion. Isn't that correct?

Mr. VEINBEROFR. Well
Senator HARTRE. On an annual level.
Mr. WEINBERGER. Talking about net over the budget, but on a total

cost that is approximately right.
Senator HARTKE. In other words, for every percent you add to the

social security benefits, the way they are constituted today, you have
to add $400 miillion.

Mr. WEINBERGER. Roughly.
Senator HARTKE. So anyone who wants to do the figuring would

merely say: add 1 percent, $400 million; 10 percent, $4 billion; and
20 percent, $8 billion. And everyone, I think, realizes we are going to
have a 20-percent increase in social security.

Now, the only question is whether you are going to increase the
national debt or pay for it totally out of contributions, or part out ofcontributions and part out of Treasury. Isn't that correct?

Secretary SmuLTZ. Well, I have no way of knowing whether every-
body agrees we are going to have a 20-percent increase. If you have,
those are three ways in which it can be financed.

Senator HARTKE. That is right, and the fact of it is that no matter
how we do it at the present time if you take the $11/2 billion which is
overwithheld, the 5-percent increase recommended by the President
would in no way invade the present surplus in trust funds.

Secretary SyixLTz. There is no way that I know of that you can have
a 20-percent increase-

Senator HARTKE. I said a 5-percent increase recommended by the
President.

Secretary S1irLTz. Five percent?
Senator HARTKE. Yes. It would practically balance out the over-

withholding -in the trust fund which has now accumulated a surplus of
over $40 billion.

Secretary SIutrLTZ. Well, the surplus is a pretty illusory figure be-
cause you 'have total obligations you have to consider. If you lower
the reserve that is there presently, you don't have the total obligations
covered to the extent they are now, obviously.



Senator II.mI'TiE. That. is the only trust fund that is used like that,
isn't it? The only one that holds a surplus in it above current
obligations?

Secretary SHULTZ. No. I think every trust fund has some surplus over
current obligations.

Senator HARTKE. A year's surplus? That is not true. Like where?
Secretary SHULTZ. The highway fund has got a surplus.
Senator )-IARTKE. Only because you impounded funds. You are sup-

)osed to allocate that monthly.
Secretary SHULTZ. No, there is no requirement-
Senator "1ARTKE. I know there is no requirement. It was not, how-

ever, the intent of Congress to impound funds. What I am saying to
you is that if you approach the trust fund correctly, you can give the
20-percent increase and only reduce the surplus to $30 billion.

What you are saying is you are only going to provide benefit to these
elderly people that they have already paid for.

Secretary SHULTZ. Well, there are all ways of explaining it, and that
is certainly not the way I would choose.

Senator HARTKE. If you took $8 billion out of the $40billion surplus,
without changing, wouldn't you collect another $40 billion this year?

Secretary SHULTZ. No, sir. The problem here is that reserves have to
be maintained. There are a great many people talking about the lack
of coverage of the system as it is. What you would be doing would be
calling down your reserves to less than 75 percent of 1-year's expendi-
tures, which is below the amount that the advisory council, which has
just examined it, has said is in any way safe to go. So what you would
be doing would be to say to the old folks that they had a great increase
in benefits, and what you would be doing would be undermining their
future security, their ability to receive l)ayments.

Senator HARTKE. That is what I call truth by assertion., There is not
a single fact to that you could show that it is true. You are collecting
now at a rate that yields a surplus of $40 billion a year. Isn't that
correct, roughly?

Secretary SHULTZ. Roughly. That is roughly right.
Senator IARTKE. All I am saying to you is that those collections will

continue each and every day for the next year. You are going to collect
another 40; you have got 40 on hand, you will collect 40, so you are
going to have $80 billion in this current year, and you are going to
contribute 3 to the people. Isn't that correct?

Secretary SHULTZ. No; I think the contributions that are planned
are higher than that.

Senator HARITKE. I am not talking about l)lanned. I am talking about
what they are today.

Secretary SjiULTZ. If you assume a wage base of $10,200 and a tax
rate-addiiig the employer and the employee rate-of 9.2 percent; that
is, in H.R. 1-you would have income of about $47.7 billion. You would
!ave outgo of about $46.2 billion. You would have assets at the end of
the year of $41.9 billion. Thus, the assets would be approximately 90
percent of the outgo.

Now, that is the number that one needs to compare with the recoin-
mendations of the advisory committee Mr. Weinberger was talking
about-their recommendation being that you should have approxi-
mately a 1-to-1 relationship between assets and outgo.



Senator tI.\ir'KE. I understood ( erl'thinc you said. Now, that isexactly what I lave been saving. You "are collection almost I ear in
ad vance.

Secretary SIULTZ. The 20-percent increase in benefits is ali assul)-
tion which *you suggested to l)e made.

Senator HA.\UrKE. I am not talking about what is in It.R. 1. I am talk-
ing about the facts of life. The facts of life are. very simil)lv, that what
Senator Fulbright said, until there was a combined budget, the social
security fund was operated as a sep)arate entity. It has been invaded.
the cash has been used to pay for other expenses of Government--

Secretary SiiLLuTZ. Well, that is just not correct.
Senator IAIATKE. Well, they took the cash, and they are paying in-

terest at the rate of $2.5 billion on it.
Senator BE.N.,F.TT. They have done that since 1934.
Senator H\IRTKE. I grant you that. I am not arguing.
Senator B:XxETT. -It has always been invaded. That is ridiculous.
S,enator Ii\rrKE. It is not ridiculous. This is a fact of life, and I am

saving it is hiili time that they get back every year what they pay in.
Most of them die after 65. They' start dying off:

All I am saying is, before Presideit Johnson combined the budget.
before. the combined budget. there was a accumulation in this tru t
fund which was always held as an necumulation and was not consid-
ered as a total budget figure. You at this present time are taking that
40 l)illion and holding it in there and using it for current expenses of

Government beyond those which go to the socialsecurity beneficiary
every single year.

Secretary S1rLTZ. That is not the case.
Senator 'HARTKE. Well, who is getting it?
Secretary SIiuLTz. The nature of the social security system had in

it the idea that a trust fund should be built up. That was an element
of security for the payment of benefits and some assurance to those
who retire, and are not earning money and were not being taxed, that
they would still have some income. Therefore, the trust fund has built
ul) over the years.

It builds up slightly in 1972 under these assumptions that I have
mentioned, and then it proceeds-in terms of its proportion of assets
to outgo-to decline.

Senator H.%RTKE. Well, it depends on what we do. The fact of it
is, if you follow the old procedures of 1966, it built up a $10 billion
surplus in 10 years. All I am saying is that you will collect $40 billion,
have got $40 billion on hand. That makes $80 billion that the trust
fund will have on hand, either to disperse or withhold.

All I am saying is you can take at least $8 billion and give it to
the beneficiaries this year with a 20-percent increase, and we don't
have to bother the tax rate at all. Senator Bennett can call it ridiculous
if he wants to, but the elderly people understand that they a.re being
cheated in this country, and it is high time that we stopped.

Mr. WEINXIEROER. It is time to insure, Senator, that the old folks
know that they are going to have an actuaria.lly sound system that
will continue to pay out and not be subject to whims of succeeding
Congresses with respect to whether or not appropriations are made for
their benefit.



Senator I[IARTKE. Well, I would estimate the trust fund, because the
poor people are paying for the social security benefits now. you take
a, person who earns $9,000 today, he has to pay just as high a percent-
age of his income as a person making $42,500 in the U.S. Senate, and
I see no reason why we should be given that special favoritism-you
talk about tax equality; you can start right there. Social security ought
to be paid on the ability to pay, just like you pa.y your income tax.

Secretary SiiuLTZ. There are two ways to. destroy the social security
system, if that is what you are after. One is the wlay you mentioned.
The other is to conduct the Gov'ernment's fiscal affairs so that social
security benefits are completely negated by the rising inflation. That
is another aspect of what the'older citizeins need to worry about..

Senator HARTKE. I agree with you. I will tell you something e!se.
Lots of people out there-take a waitress, take a man working pick-
ing up garbage-sometimes have a higher withholding for social
security today than they do income tax, and I think that is a shame.
That is ridiculous. That is the ridiculous part of this whole system.

The fact of it is, in order to pay for these benefits today, poor people
out there workin-not on welfare--earing their own way, trying to
raise a family, ed ucate their children, trying to be decent'Americans,
and they find out that they are being ta.xed at a regressive rate under
social security. There isn't a tax economist, including the Chicago
school, that will deny that. Milton Freedman thinks we should elimi-
nate social security because it is regressive. If you will come back with
that theory, I will be on your side, just like I am on the full employ-
ment budget concept. I think ability to pay ought to apply to every-
thing, including your social security and medicare.

That is all the questions I have.
The CHArIIMAN. Senator Byrd, do you care to ask some additional

questions?
Senator BYr). I have some debt limit questions I want to ask.
The CWA.RMAN'. Well, I will call on you, Senator Byrd.
Senator BYRD. Thank you, Mr. Chairman.
First, Mr. Secretary, I assume this is a typographical error, but

since it was in Secretary Walker's statement of 3 weeks ago. I thought
I would trv to clarify it. In the table giving the estimated debt subject
to limitation, fiscal 1973. for May 31. 1973, you have the figure of $371.8
billion. I assume that. should be. $471.8 billion?

Secretary SirrTz. Thank you, Senator.
Senator BYRD. $471 billion'?
Secretary SHTrLTZ. Right.
Senator BYRD. If we refer to the table which you submitted to the

committee on February 28, which was 4 months ago, you estimated at
that time that, the pu blic debt, subject to limitation. would be $443
billion. Today you estimate it will he, as of June 30, $425 billion.

Now, my question is: In that short period of 4 months, where does
the differential on that $18 billion come from?

Secretary Snrr.Tz. Well, the principal reasons have been the ones
we talked about earlier: the increase in revenues above what we ex-
pected, and the decrease in outlays-the biggest element in decrease in
outlays being the fact that general revenue sharing has not passed.

Senatol BYRtD. But I remind the Secretary that this information was
submitted to the committee on February 28. Now, did you not know
about the withholding tables, the overwithholding tables, at that time ?



48

Secretary Si uu'rz. The expectation was that people would change
their withholding forms and take advantage of the opening that was
provided in the law. If they had, we would not have that amount of
overwithlholding.

Senator BYRD. But whatever the reason, the Treasury in a 4-month
period made an $18 billion error in its estimates; is that correct?

Secretary SiivT Tz. Well, partly, this is a question of estimating what
the Congress is going to do and putting forward an estimate based
on the assumptions that the President's program will carry. Now, the
general revenue-sharing assumption, which has proved not to be true,
is an example of a shift of that kind. Congress has not enacted revenue
sharing yet, although we hope they will.

Senator BYRD. I understand.
Secretary SHULTZ. I think that the economy has been stronger than

was estimated then.
Senator BYRD. That is why I think the House was very wise in not

agreeing with the proposall to give you a change in the debt ceiling
until next March. They agreed to give it to you until October 31. Now,
if you make another $18 billion error, you won't even need this amount
of money.

Secretary SnIULTZ. When you have a terminal date, such as ,June 30
or October 31, then certainly we have to come back to the committee
and get an extension.

Senator BYRD. Well. that is a great advantage of a debt ceiling, as
I see it. so the Treasury does have to come back, whichever adminis-
tration'it might be, does have to come back to the Congress.

But the point I am suggesting in this is that the Congress should
go slow in raising the debt ceiling over a longer period of time, because
we just have seen where you have made an error, the Treasury Depart-
ment has made an error, of $18 billion in a 4-month period. That sug-
gests to me that we ought not to change these debt ceilings upward for
nmore than 3 or 4 months.

I would be willing to set this back to September or even to August.
As you say, it is difficult to estimate, and I didn't think it should be so
difficult to estimate that you would have an error of $18 billion, though,
in that short. period of time. Now, as I understand your figures-

Oh. before I get into that, Mr. Chairman, I would like to ask unani-
mous consent to insert in the record in parallel columns the estimate
made by the Treasury Department on pages 14 and 15 of the committee
report of last February 28, and in a parallel column the estimate of
th, debt as being estiim ated toda\" by tle Secretary of the Treasury.

The C1IATRM-%AN. Wi thout objectionit is agreed.
(The listing referred to follows:)
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RECONCILIATION OF ESTIMATES OF DEBT SUBJECT TO LIMIT ON JUNE 30, 1972

fAmounts in billions]

Jan. 19
Estimate

June 5
Estimate

Debt subject to limit, June 30, 1971 ............................................... $399.5 $399.5

Factors adding to debt:
Federal funds deficit ........................................................ 44.7 32.2
Reduction in outstanding agency securities ------------------------------------ 1. 1 1.1
Government account investments in excess of current trust fund surpluses --------- 2.6 1.3

Total .................................................................... 48.4 34.6

factors reducing debt:
Increase in deposit funds ------------------------- .......................... 2.2 6.2
Adjustment of operating cash to $6,000,000,000 ................................. 2.5 2.5

Total ....-..........-. ................................................... 4.7 8.7

Debt subject to limit, June 30, 1972 ............................................... 443. 2 425.4

Source: Office of the Secretary of the Treasury.

!ESTIMATED DEBT SUBJECT TO STATUTORY LIMITATION, FISCAL YEAR 1973 (INCLUDES $6,000,00,C00 CASH
BALANCE)

[In billions

Estimate
dated

Jan. 19.
1972

1972:
June30 ..................
July 17 ..................
July 31 ..................
Aug. 15 ..................
Aug.31 ..................
Sept. 15 ................
Sept.29 .................
Oct. 16 ..................
Oct.31 ..................
Nov. 15 ..................
Nov. 30 ..................
Dec. 15 ..................
Dec.29 ..................

$443.2
450.0
453.0
457.5
461.1
426.3
457.9
461.0
462.1
466.3
468.7
469.7
469.8

Estimate
dated

June 5,
1972

$425.4
434.0
432.0
439.1
439.4
446.4
439.0444. 7
441.8
448.9
447. 1
453.2
449. 7

1973:
Jan. 15 ..................
Jan. 31 ..................
Feb. 15 ..................
Feb. 28 ..................
Mar. 16 ..................
Mar. 30 ..................
Apr. 16 ..................
Apr. 30 ..................
May 15 ..................
May31 ..................
June 15 ..................
June 29 ..................

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

Estimate
dated

Jan. 19,
1972

Estimate
dated

June 5,
1972

455.4
449.4
458.4
456.8
463.5
465.8
473.2
463. 3
470.2
471.8
477.9
464.8

470.8
470.6
475.3
478. 1
483. 1
482.5
484.5
478.2
483.8
486.8
486.0
479.3
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RECEIPTS, OUTLAYS, AND SURPLUS OR DEFICIT OF FEDERAL FUNDS, 1933-1973

IFiscal years, in billions of do!larsi

Surplus or Surplus or
Receipts Outlays deficit (-) Receipts Outlays def:cit (-)

Fiscal year- Fisc3l year--Conlinued
1933 ............ 2.0 4.6 -2.6 1955 ------------- 58.1 62.3 -4.2
1934 ------------ 3.0 6.6 -3.6 1956 -------.... 65.4 63.8 1.6
1935 ------------ 3.7 6.5 -2.8 1957 ............ 68.8 67.1 1.7
1936 ------------ 4.0 8.4 -4.4 1958 ------------ 66.6 69.7 -3.1
1937 ------------ 5.0 7.7 -2.7 1959 ------------ 65.8 77.1 -11.3
1938 ............ 5.6 6.8 -1.2 1960 ------------ 75.7 74.9 .8
1939 ............ 5.0 8.8 -3.8 1961 ------------ 75.2 79.3 -4.1
1940 ------------ 5.1 9.1 -4,0 1S62 ------------ 79.7 86.6 -6.9
1941 ------------ 7.1 11.3 -6.2 1963 ------------ 83.6 . 90.1 -6.5
1942 ------------ 12.5 34.0 -21.5 1964 ------------ 87.2 95.8 -8.6
1943 ............ 22.0 79.4 -57.4 1965 ............ 90.9 94.8 -3.9
1944 ............ 43.6 95.0 -51.4 1366 ............ 101.4 106.5 -5.1
1945 ............ 44.6 98.3 -53.9 1967..... . - 111.8 126.8 -15.0
1946 ............ 39.7 60.3 -20.61 193 ------------ 114.7 143.1 -28.4
1947 ............ 39.7 38.9 .8 1969 ------------ 143.3 148.8 -5.5
1948 ............ 41.4 33.0 8.4 1970 ............ 143.2 156.3 -13. 1
1949- - -.. ...... 37.7 39.5 -1.8 1971 ............ 133.7 163.7 -30.0
1950 ............ 26.4 39.5 -3.1 1972t_ _ . . .... 147. 1 179.3 -32.2
1951 ......-.---- 47.5 41.0 3.5 19731 ----------- 152.6 190.4 -37.8
1952 ------------ 61.3 65.3 -4.0 ------------
19S3 ............ 64.7 74. 1 -9.4 41-year total... 2,459.0 2,915.4 456.4
1954 ............ 62.8 65.9 -3.1

I Estimated by figures
Note: Figures Irom 1933 through 1953, iiclu.ive, are on an admiristrt3tive b'idget basis.
Source: Office of Managemert and Budget.

Senator BYPD. Now, your change of revnlles. Of receipts and out-
lays. from February to .June. if I understand it correctly. you indicate
there will be all increase in') receipts of $ b.2 l)illim 011 id a111 inlcrel-zSe ill
outlays of $3.7 billion. Ilow, do you justify al estimated decline ill
outla's from the original estimate ? Is all of that due to the revenue
slarigI

SecItary Sli1UITZ. Al)lWOXiillatel'ly 8k2.2 billion of it in fiscal 1972 is
due to the move' 'tent of revenue shariiig. There are also some declines
that. reflect the fact that the econiomyiv is a little better than was ex-
pected. and I think probably that. is leaving some impact. on the revenue
side, as well.

In other words. it, isn't just the overwithholdiiig l)rol)lein. that we
have been concentrating on. but. for example, the outlays for ilenli-
ploymeit compensation are a little less than anticipated. Tihe outlays
for some welfare categories are a little less than anticipated. I arn ,ule
there are a variety of reasons for that, bl)t the state of tile economy
is at least partiall; responsible.
It, is also true that there are some other things beyond general

revenue. sharing that haven't gone forward as the lresi'(nlit's Ilutdget
suggested they should. because Congress has lot. acted on the alutlilori-
zations vet. Environmental protection, waste. treatment, and Construe-
tion grants, for example, have not, gone forward because they still
haven't been passed. There are some veterans' benefits that haven t
gone forward" emerge ncy school assistance hasn't gone forward.

Senator BYRD. Woll. tiet indicates to me. then, fltat tlere will he a
buildup in 1973 of those things.

Secretary Snuiu.uz. Some of the things that did not take l)]ace in
1972 will take place in 1973. The general revenue sharing that we have
talked about is still proposed by the administration as it was enacted in
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the House, to be retroactive to Jainiary 1. That would be an item that
would move from fiscal 1972 to fiscal 1973.

Senator BYRD. On what do you base the estimated increase in re-
cei pts of 1972 to 1973, of $16 billion?

Secretary SIULTZ. By and large, both the stronger economy and the
expanded economy: stronger in terms of a greater prosjierity, as well
asjust normal growth.

Senator Bim). Well, does that take into account that this overwith-
holding will have to be adjusted in 1973?

Secretary SiiuLTz. There is an effort to take that into account. That
is, we would recognize that there will have to be refunds as a result
of the overwithholding. The degree to which individuals will change
their withholding forms between now and then is very difficult to
estimate. We are struggling to see if there isn't some additional way
to solve this problem, but I can't report that we have found it as yet.

Senator Bmj). I am concerned at the moment about the figures there.
Do 1 understand correctly, then, if you estimate an increase in receipts
of $16 billion and on top of that you have to pay back, so to speak, to
the taxpayer $8 billion

Secretarv SnLTZ. NO, sir. That is estimated net receipts. which in-
cludes the'fact that there are normally refunds. Next April, refunds
will be larger than usual.

Senator ?_RnD. I understand, but I am trying to figure out how the
8 l)illion figure fits into this. I assume it hasto be paid back.
Secretary SIILTZ. It has already been netted out.
Senatoi: BR.i-. It has been netted out of the $16 billion, is that

correct ?
Secretary vSiiurTz. That is right.
Senator BYRD. So to net it out at 16, you have to take in $8 billion

above the 16, would you not?
Secretary SHULTZ. Well, it depends on how people adjust. Let's as-

sume that people choose not to change their withholding at all, that
they have looked over the situation and they have, and, in effect, ex-
hibited a preference to be slightly overwithheld-and there is a great
(lea] of evidence in the Internal Revenue Service that people do have
that preference. Well, let's just assume that it stays the way it is. Then
you would have a payout, but you would also have a continued
collection.

We would like to correct the situation and bring the withholding
schedule more into line with actuality, but it is a very difficult problem
to solve, as you know, in this committee, because you work on it.

Senator BYRD. I am trying to understand the figures, though. On
what assumption did you net out $16 billion, taking into consideration
the $8 billion of overwithholding?

Secretary SiurL'rz. On the assuniption that there would be some fur-
ther tendency for individuals to cut down their withholding. I can't
give you the proportions on how they are figured.

Senator BYiDw. I am trying to understand how optimistic your $16
billion is because, as I understand it or as I visualize it, you estimate
that you will take in more than the $16 billion because you are going
to have to pay back to the taxpayers.

Secretary 'SHULTZ. Right. That is always the case. There are con-
stantly refunds every year.
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Senator lhvui). I understand fliat, but you have got a particular case
this year witil $R8 billion wl1ichi you have never had in tie past.

Secretary Sllutlrz. Right.
Senator BYRD. So it occurs to me that you are estimating that your

receip)ts will )e sibstantially more than $16 billion when you net out a
portion of that $8 billion.

Secretary SitTr,Tz. Right.
Senator BYRD. Well, now, how much is involved?
Secretary SiiuTz. You mean, how much is involved in total refunds?
Senator BYRD. No, no. You estimate an -increase in receipts of $16

billion, a net increase in receipts of $16 billion. Now, that takes into
consideration, you say, the refunds that will have to be paid to the
taxpayers because of the $8 billion overwithholding. Now, how much
of that is involved?

Secretary Sturtz. Well, the estimates broken doww'as to source are
as follows: In 1971. on individual income taxes, which is where the
overwithholding problem principally arises, $86.2 billion was collected.
The current 1972 estimate is $94.4 billion; that is, as distinct from the
January estimate of $86.5 billion. Now, there is where your overwith-
holding estimate comes in.

Senator BYRD. I am speaking of 1973 now.
Secretary Siiurz. I am getting to that. I just want to make a point

that you see where that overwithholding estimate comes from. Now,
whether that is all overwithholding or whether the economy was per-
forming better than estimated-and therefore generating better re-
turns-is almost impo&ible to determine.

Now, the current 1973 estimate is $95.5 billion.
Senator BYRD. That is an increase of $1 billion.
Secretary SitTLTZ. $1.1 billion.
Senator 13yBm. Where do you get the $16 billion increase?
Secretary SHurATZ. Well, you get it from the accumulation of other

sources of 'income. The corporation tax is estimated at $26.8 billion in
1971, to go to $31.6 billion in 1972, and to go to $36 billion in 1973.

Senator ByRm. Well, that is $4 billion.
Secretary SHuLTZ. So there is a big increase there.
Senator BYRD. You have gotten up to $5 billion out of a total of $16

billion, and they are the two major sources.
Secretary SHULTZ. No. Social insurance contributions, depend on

what happens to the tax rates, the budget estimates for 1973 is $63.9
billion.

Senator BYRD. So it is in the social security-
Secretary Siiu[.TZ. Well, that is a principal place.
Senator BYRD. That is the principal place.
Secretary StuLTz. It is the largest of the various increases.
Senator BYRD. Well, that is a good bit. It is, basically, the largest

part of the increase of that $16 billion is in social security. You are
only predicting a $1.6 billion increase in personal income taxes and a
$1: billion increase in corporation taxes.

Secretary SI-IULTZ. Right.
Senator BYmD. Mr. Secretary and gentlemen, if it is satisfactory to

you, could we recess for about 10 minutes? I have only a few more
questions-not very many.

(A brief recess was taken at 12 :45 p.m.)
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Senator BYRD (presiding). The committee will resume deliberations.
I want to thank you, the Secretary and his associates, for their

courtesy in permitting me to make that rollcall vote, and I apologize
for the necessity of it.

To follow up the lal, question, as I understand it, for fiscal 1973,
insofar as the Federal funds part of the budget is concerned, you
anticipate an increase in revenue of al)out $5 billion: is diat right?

Mr. SHuLTZ. Yes, sir.
Senator BYRD. And the bulk of the $16 billion increase then would

come from an increase in social security revenues which are not avail-
able for the general operations of Government.

Mr. SiiuLTZ. That is correct.
Our estimate is that the trust fund revenues altogether would rise

about $10 billion.
Senator BYRD. Yes.
Let me ask you this: If your assumptions as to what the taxpayers

will do in regard to this overwithholding of taxes, if your assumptions
are correct-or incorrect-that $5 billion increase in revenues could
be wiped out by that one item, couldn't it?

Mr. SuIuTZ. It is possible, but I would just say again that I think
that we are groping in the dark to a degree about precisely what is
going on. We know that we are getting more money than we expected,
and we are trying to figure out why. Overwithholding leaps to mind,
but there are also other possible explanations. Depending upon what
those explanations are, we could have a different picture.

So, if we are assuming it is the overwithholding problem, which
we have assumed, then we are assuming a big payout next April.

Now, if we are wrong and it isn't so much the overwithholding
problem, then we wouldn't have that much payout. It could go the
other way. We are doing everything we can to get at this, but it is
very difficult to disentangle what precisely is going on.

Senator BYRD. Because you don't know what is going on and because
it is difficult to determine what is going on, is that not a sound argu-
ment for the Congress to go slow in the timespan that it permits in the
increase in debt ceiling?

Mr. SIutLTZ. Well, it is always true that we will have more infor-
mation a. week from now than we have this week and so on. Ve could
do this every month if voit would like. The trouble is that it is very
disruptive to the Government, particularly when we get into the situi-
ation that we are in right now 2 days before the expiration and not
knowing what is going to happen.

There is a very difficult parliamejntary situation, apparently. The
prospect of having midnight of June 30 go by and not having thie debt
limit extended is extremely unpleasant from the standpoint of orderly
government.

Senator BYRD. I don't disagree with that at all. I think the other
aspect the Congress should want. to consider, and certainly I want to
consider, is the fact that the Treasury Department, for whatever the
reason, made a misjudgment of .18 billion in a 4-month period. That
is an astonishing thing. It is incredible to me, an $18 billion error of
judgment in a 4-month timespan.

Mr. Sir7TZ. Well. I think, Senator, that that is not quite fair to
say it is an error of judgment.
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[File l'residit, lt's Ii(dget is put forwatd with a set of proposals, and
tile lope, is t lat tOle, (Coiigress. will paSs tlos iro)osals. But re%'enue
slnarilig. wliel| 1has been lier before tile Congress for about 3 years,
all(1 Ifl(lflV at arts of tilt, 1rsint's lrogr'am, hIave not been'acted
llj)Ol1.

We Ilavt' to lildlgtt foi. those prownr:nils: and if tile Congress doesn't
act. )Ildgetilug is ditti 'tlt. "liat is nlot an error in judgment. That is an

S rialt o r Hi. Well. if you want to argule the point, 'Mr. Secretary,
.1our oW.l figures slow tha'tt (te buIlk of tHI diff'erenlce caine from the
(Jv'rwithlholdi~li. Now, tll, Congres didn't do tlat..Mr.. Si |.'rz. Well. Congress hand a v'ery-strong hand in th at. In fact,
t lie 'l't','isiiv. as I Ihideistanid it, was quite rcil etant to go forward in
Ht, way 11 l this committee. particularly, pushed to change with-
Itol din ".

selator BI1':u. Wlit'i yol testified oi February 28, you knew the
sitliat iol the, m

Arr. Si.rz. No. I doi't think we wer, aware then of the extent to
wilill VeC'wit~lill dilu would ocvur, and we are still not certain.

Senator Ryinr. "Mr. Volcker is shaking his lead "yes."
Mr. Siiu.'z. And( we, are not certain how to disenhingle these retulrns

to determine tle extent to whih there is anl overwithholding problem.
Senator Byt . Ii any case, the facts will show this, and that is why

I W"'a|t(i'( those tables put ill parallel forms. The facts will show that the.
Congress was given an estimate on February 28 which turned out to
he . 8hillioni in error on June 28.

(A coillparisoii referred to by Semtor lyrd follows:)

ESTIMATED PUBLIC DEBT SUBJECT TO LIMITATION, FISCAL YEAR 1973 (WITH $6,000.000,000 CASH BALANCE)

[In billions of dollars

June 28 February 28 June 28 February 28
estimate estimate estimate estimate

1972- 1973:
June30 ............ 425.4 433. 1 January:
Juiy: 15 -------------- 455.4 470.8

17.............. 434.0 450.0 31 .............. 449.4 460.7
28 ... 435.5 February:
31 . .. ... ..... 432.0 453.5 15 .............. 458.4 475.3

August: 28 .............. 456.8 478.1
15 .... ......... 439.1 457.5 March:
31........ . 439.4 461.1 15 ------ ------- 463.5 483.1

September: 30 -------------- 465.8 482.5
15 .....-.... 446.4 462.3 April:
29. .. . 439.0 457.9 16 ----- _-------- 473.2 484.5

October: 30 .............. 463.3 478.2
16 ------- -- 444.7 461.0 May:
31............ 441.8 462.1 15 .............. 470.2 483.8

November: 31 .............. 371.8 486.8
15. . ....... 48.9 466.3 June-
3 . 447.1 468.7 15 .............. 477.9 486.0

December: 29 .............. 464.8 479.3
15 ........ ... 453.2 469.7
29.......... 449.7 469.8

S senator l fvi). Now, at Senator Long's request. I would like to ask
this question on behalf of Senator Long: Ain I correct that the
mid-sssion view shows an increase in effective outlays for the De-
partinevt of t iet interior of $401) million? Is this an increase in rents
a id royalties from the Outer Continental Shelf?



Mr. WEINBERGER.. There is a reduction, actually. Senator, in 1972
rents and royalties, a reduction in effective outlays, because we do not
anticipate asmany royalties as we did when the budget was niade
up. We expect larger receipts in 19713. The environmental suits have
various injunctions in different parts of the country, an(l tlis )ias re-
duced the estimated 1972 receipts we would have from tlat source.

Senator BYRD. Is there any increase in the sale of financial assets in
the midsession review over hose shown in the Januarv budget ?

Mr. CoHN. Senator Byrd, as I recall, particularly in the Farmers
Hlome Administration, there are more financial assets now assumed to
be sold in fiscal 1973 than there were in the January budget and fewer
assuMed to be sold in 1972 than in the January budget.

Mv\" recollection is that something more than $300 million we thought
would be sold in the last month or two of this fiscal year will probably
be sold in the first. month orl two of next fiscal year. so that those sales
will be somewhat higher in 1973 and lower in 1972 than we anticipated
in January.

Senator BYRD. Thank you.
Now to go to another subject, Mr. Weinherger, in your statement

yesterday that Congress is going to enforce a huge tax increase means
creating new programs without eliminating old ones, I certainly agree
with that.

I predicted 18 months ago that whoever comes in here next .Januarv
on behalf of whatever administration it might be, is going to ask this'
committee and the Congress for a substantial increase in taxes or new
taxes. or both, and I think what you say here today bears out thatview.Mr. WEINBERGER. Senator, it doesn't bear out, that view if the Presi-
dent is reelected.

Senator BYRD. Well, the financial condition of tli country is not
going to-deficits are not, going to change between now and ,January,
regardless of who is reelected.

Now, if you assume that this country can spend itself rich, if you
assume that the people can get something for nothing, if you assume
that we can keep on spending more money, creating more deficits, and
no one has to pay for them, then I guess you are right, but I don't
proceed on that assumption.

Mr. WEINBERGErw. If the deficits exceed the full-employment revenues
on a regular basis, there is no question that they are highly inflationary
and can't continue, but the simple fact is that the President thus far
and his future plans insofar as I know them, are to conduct'the na-
tional affairs in such a way that additional taxation will not be needed.

Senator BYRD. Let's get, to your deficits right now. I hadn't intended
to go into this.

In 4 years, you will have $113 billion in Federal funds deficit: $13
billion in 1970, $30 billion in 1971, $.32 billion in 1972, and a minimum
of $38 billion, by your own figures, in 1973.

I think those figures alone-and from what we have brought out
here today. they are. bound to be low-if you are not alarmed a)oult
$113 billion. $113 billion accumulated deficit in a 4-year period of time,
then I don't know what you would be alarmed about.

I, for one, feel no obligation to support a tax increase. I voted
against a bill last night after they loaded down this HIEW bill; $6



billion more than we spent las year. I voted to reduce many other ap-
propriations. I vAoted against that foolish tax reduction that was
passed last December whicl added more to the deficit yet really helped
no one, so I feel no obligation to support a tax increase. I will keep an
open mind on it because I think you will be around here asking for it.
I make the prediction that an increase in taxes or new types will be
sought.

Mr. WFEINBEIGER. NO, sir.

Senator BYRD. But, in my judgment, the No. 1 problem facing the
United States today is the deplorable and tragic, in my judgment,
financial situation of the Government, and we are not 'making any
headway on it. As a matter of fact, we are going backward. Every year
the deficit gets more.

And one final thing I must say. I am a minority, a minority in the
Senate, a minority in Congress. Nor am I in agreement with the major-
ity of those in the administration in regard to this matter. But I tlink
it is a, tragic thing that the people of tlh-l United States, the individual
citizens, are the ones to be hurt the most by this fantastic Government
spending which was stimulated last year by going to a Keynesian con-
cept and by saying we want more deficits, we want an expansionist
budget. You sure got it. and Congress is helping you do it. You are not
doing it with my help but doing it. with the he'lp of the majority of
Congress, and you are in tune witl the majority of the Congress. They
want to spend, and that is what they are doing, and that is wlat tley
are going to do.

I just think the people are going to suffer by this a greait deal. It
might even be likely it is not. a very wise political thing to do to be
advocating all this sj)ending and all these programs. I don't know.

I admit that I am a very unorthodox politician , voting against tax
reduction. That is i-erv unorthodox. Everybody likes to vote for tax
reduction, but it doesn t seem very logical to meowhen you are running
these smashing deficits to reduce the Government's revenue.

I asked you earlier about new programs tlat you would recommend
deleting. I went through that with Secretary Shultz in the last lmeet-
ing that we had here on-not the last meeting, but on February 15,
1972. One question I asked was this:

Senator BYRD. Have you recommended or do you now recommend the elim-
Ination of any programs?

Mr. SHULTZ. We had quite a list, I believe, in some of our past budgets of
programs that we thought should be eliminated or changed drastically to save
substantial sums of money. These reductions have been distributed through
the program categories. I don't happen to have the list. I don't think we have
accumulated It in that fashion this year.

Then another question:
Senator BYRD. What I want to get from you as Director of the Offiep of

Management and Budget is what programs, in your judgment, can be eliminated.
Are there 10, 15, one, zero?

Mr. SHULTZ. Well,' we don't have an independent judgment. The President's
judgnmnt is reflected in his budget, and that is the judgment that we have before
the Congress and before the Approprint ions Onumittee.

That was all I was able to get out of that, but Mr. Shultz subse-
quently submitted the following information on page 50, I assume
it is in'response to that question.

(The submission referred to follows:)



1972 OUTLAY SAVINGS

Iln millions of dollars

Savings
resulting

from action
completed in

Proposed calendar
in budget year 197L

Legislative proposals before the Congress:
1. Sale of stockpiled commodities: Legislation authorizing the sale of $150.000,000

in surplus stcckpiled commodities has been s,ibrtiitted to Congress. Of the 31
bills submitted, which would yield sales of $153,OO.000, Congress enacted 24
which are expected to yield sales of $40,000,000 ...................- 150.0 40. 0

2. Shift larm operating loan program from direct to insured basis: Fassed the Senate
as S. 1806 and referred to the House on May 12, 1971. The House has not acted
on the bill .......... ------ ------------............................ 275.0 0

3. Medicaid: Refl-rm program to achieve more efficiet use of medical re;curces:
The administration's cost-sharing proposals were accepted in large part by the
House in HR. 1. but H.R. I is still pendig in tie Senate.. . . 444.0 0

4. Medicare: Control program costs and encourage use of most efficient providers of
service. Concept of administration's majo.r cost-sharing proposals were not
accepted in H.R. 1, which is still pending in theSenate ........................ 400.0 0

5. Sell Government.owned designs and sites for lease construction of buildings. The
House and Senate have held hearings on-but have not completed action on-a
new administration bill whih would require agencies to pay rent to GSA for use
of Federal buildings and would also include leasing proposals with sale of Gov-
ernment-owned sites and designs .......................................... 41. 0 0

6. District of Columbia (Federal funds): Finance public works programs by local
bonds instead of direct Treasury loans. Requires substantive legislation intro-
duced asS. 1339. No final action yet ........................................ 14.0 0

Total ................................................................ 1,234.2 40.0

Items being blocked by Congress:
1. Phase out the Coast Guard Selected Reserve. Congress addel funds to the ad-

viinistration's appropriation request .............................. 18.0 0
2. Public assi-.tance grants; Terminate the open-enled appropriation for reform

service functions and program. Langu1z. wiich would close the end of this
open-ended appropriation was deleted fro:n the enacted Labor-HEW appro-
priation bill. The $121.000,000 in additional savings loss represents the
uncontrollable ircrease in this program which this proposal would have curbed- 111.0 -121.0

3. Reduce NERVA nuclear rocket program: Congress addr.d $39,000,000 to the
appropriation requests of AEC and NASA for this program. $5,6C0,000 will be
spent in 1972 ............................... . ... . 71.0 .65.4

4. Terminate nuclear desalting program: Congress added $1,000,000 to AEC's
appropriation for ths program, thus reducing the 1972 savings by a like
amount ............................................................- 1.0 0

5* Reduce reactor program for space applications: Congress added $1,500,000 to
AEC's appropriation for this prograri, thus reducing the 1972 saving by a like
amount .............................................................. 4.7 3.2

6. Terminate Inw priority plant protection programs: Congress included $1,300,000
in the 1972 agricultural appropriations act for this program, thus eliminating
the savings .......................................................... 1.3 0

Reform aid to higher education programs by expanding student support and aid for insti-
tutional improven-ent and by restiiclinp narrow purpose aid. The enacted education
appropriatior bill included amounts for these 3 purposes, thus eliminating the savings in
fiscal year 1972:

7. Land grant institutions ................................................... 10.0 0
8. College construction grants ............................................... 42.0 0
9. Undergraduate instructional equipment ..................................... 2.0 0

10. Redirect science development grant funds to the support of research. Congress
earmarked $3,000,000 for this program to the National Science Foundation's
appropriation, thus reducing savings by a like amount .................... 10.0 7.0

11. Redirect science education and terminate programs which have achieved prin-
ciple objectives. Congress restored funds to the National Science Foundatior's
appropriation, thus reducing savings by a like amount --------------------- 5.0 3.0

12. Reduce HEW categorical program .upport for psychiatric residency stipends.
Congress rejected the proposed and restored funds for this program in the 1972
appropriation bill ................................. 7.0 0

13. Provide more efficient and compete services to pitblic health hospital patients
through contractual arangcrments. Ccsigress rc.to;ed funds for full direct
services in the PHS hospitals to the HEW appropriation bill .-------------- 18.0 06

14. Income security (HEW): Limit research and training to high-priority projects.
Congress restored the funds for terminated projects and added an additional
$19,000,000 to tha program through the 1972 Labor.HEW appropriaticn bill...- 1.0 -1..0

Total ............................................................... 312.0 -61.4
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1972 OUTLAY SAVINGS-Continued

[in millions of dollars]

Savings
resulting

from action
completed in

Proposed calendar
in budget year 1971

Accomplished or in process:
1. Redirect State action grants for delinquency prevention-included in the I year

extension on the Juvenile Delinquency Control Act of 1968 enacted June 30,
1971 ............................................. ...................

2. Reduce supportlevels for NASA's tracking and data acquisition network-accom-
plished admiristratively ................................................

3. Shift water and waste disposal loans (Department of Agriculture) from direct to
insured basis, P.L. 91-617 was enacted Dec. 31, 1970, thereby putting this
reform into effect ......................................................

4. Increase grazing fees (Department of Interior)-the increase was made by ad-
mi,istrative action on Dec.11 1970, effective Mar. 1, 1971 ....................

5. Increase royalties from Federal regulation of oil and gas production from outer
coalinenta! she!f !eases off the Texas and Louisiana coasts-increases have
been implemented administratively ......................................

6. Terminateplars for a national fisheries center and aquarium .................
7. Terminate unrewarding developmental projects on population estimates and

projections (Department of Commerce), accomplished administratively .......
8. Reduce retail sales surveys (Department of Commerce), accomplished adminis-

tratively ...............................................................
9. Office of Economic Onprtunity: Terminate rural loan program which has not

raised the income level of the poor. These loans were stopped by administrative
act;on in December 1970 ..............................................

10. Reduce excessve scope of the National Register of Scientific and Technical Per-
sonnel (NationdL Science Foundation), accomplished administratively ------

11. Reduce excessive support level for science information system development
(National Science Foundation), accomplished administratively ........

12. Replace formula grants to allied health professions training centers with ex-
pcvided soecial prr-ject grants, accomplished adminis!rati ely ...............

13. Phase out health science advancement awards program (HEW) because goals
have Seen achieved, accomplished administratively. A $4,000,000 savings in
otlzy; is pmo.ected in 1973 .............................................

14. Reform medicare by eliminating'improper payments to extended care facilities
and modifying the hospital reimbursements formula-Accomplished admin-
istratively ............................................................

15. Reform medicare by placing a limitation on physicians' charges under supple-
men t ary medical insuJrance-Accomplished administratively .................

16. Reduce number of hours of work permissible to qualify for welfare benefits
under unemployed fathers programs-Accomplished administratively .........

17. Increase user charges. on current commodity surveys (Department of Com-
merce)-Accomplished administratively ..................................

3.8

15.0

22.0

1.0

22.0

2.0

-3

.2

13.0

.3

.5

2.8

b

150.0

60.0

15.0

(,)

Total .............................................................. 307.9 208.9

Not Being Accomp!ished as Planned
1. Sale of stockpileJ commodities. A total of $595,000,000 reduction in the fiscal

year 1972 estimate of receipts from the saie of surplus stockpile commodities
will not be realized because of market conditions and other factors ............

2. Increase nuclear powerplant license fees: Lower estimates are due to delays in
putting new regulations into effect while complying with the Administrative
Procedures Act and to a revised revenue base ..............................

3. Reduce plutonium production: Original estimate was based on shutting down 2
reactors at Hanford, Wash. Plans now call for I reactor to continue in operation
through, fiscal year 1974 ..................................

4. Terminate the special milk program .......................
5. Remove wool price supports from the parity index: The Agriculture Act of 1970

did remove wool price st,pports from the index. The reduction in savings is a
result of an increase in the amount of wool being supported (though still at a
level less than parity) ...................................................

6. Cicse M lan Trade Center ..................................................
7. Terminate helium purchase contracts: The termination is currently under litigation-
8. Closp less efficient SBA filed offices: Change is due to agency emphasis on de-

centralhzation program ..................................................

770.0

9.5i

M5 0
84.0

175.0

6.5

34.0
0

4.0 0
.3 0

45.0 19.0

1.3 .1

Total ................................................................ 959.1 234.6

Proposals having no 1972 impact but resulting in savings in subsequent years:
1. Increase Federal Ciop Insurance premiums: Introduced as S. 1601 on Apr. 21,

1971. Hearings were held bySenat3 Agricultura! Subcommittee on Research and
gen ral legislation. Bill still pending in the Senate ..........................

2. Sell National C 6pital airports. DOT is in the final stages of drafting legislation to
accomolish this. It is now expected that receipts will exceed amount estimated
in budget ..................................................... ........

3. Sell Alaska Railroad. Legislation has been introduced as H.R. 9619 and referred to
the House Ccm~merce Ccmnuittee. No hearings have been heid ................

See footnotes at end of table.

3.8

15.0

22.0

1.0

22.0
2.0

.3

.2

13.0

.3

.5

2.8

1.0

60.0

50.0

15.0
(t)

12.0

105.0

100.0
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1972 OUTLAY SAVINGS-Continued

(In millions of dollars]

Savings
resulting

from action
completed in

Proposed calendar
in budget year 1971

'Veterans' Administration:
4. Avoid duplicate burial benefits for individuals als) assisted by social security and

other Federal programs. Introduced as H.R. 3343 on Feb. 2, 1971. No action
taken by the Congress .................................................. 54.0 0

5. Provide compensation only for active cases of tuberculosis. Introduced as H.R.
3347 on Feb. 2, 1971. No action taken by the Congress ---------------------- 46.0 0

6. Require private insurers to reimburse Government for policy holders treated in
VA hospitals: Introduced as H.R. 3350 on Feb. 2, 1971. No action taken by the
Congress .............................................................. 80.0 0

Total ................................................................ 397.0 0

,I Less than $100,000.

Senator BYRD. When I roughly add up the figures, it shows that
recommended decrease of $454 million, of which $215 million are in
the sale of stockpiled comlnodities. When you are selling an asset, that
isn't saving anything. It is the sale of an asset, but, anyway, there are
figures representing about $545 million, less $215 million of commodi-
ties from the stockpile, so there is about $300 million out of budget of
$211 billion.

I would like to ask you, sir, if you, Mr. Weinberger-and you said
you have recommendations for the elimination of programs-if you
would submit for the record what programs you feel ought t6 be
eliminated. I want to help you with it.

Mr. WEINBERGER. I understand that and I appreciate it, Senator.
We will submit it in connection with the 1974 budget. I don't see any
possibility for the 1973 budget.

Senator BYRD. But we are with the 1973 budget now.
Mr. WEINBERGER. I understand that, sir, but, what we would submit

would be recommendations of the President, and I tl,ink that the
recommendations we. would make would be recommendations that
would be worked on in the course of the next few weeks that he would
agree to, that he would wish to submit. Since the Congress is going
to be out of session such as it is, the most al)propriate time at this point
seems to be in connection with the 1974 budget, but we may very
well have some reductions that. we would want to make in the 1973
total. In that event, they would be submitted as soon as they are ready.

Senator BYRD. 1 understood from your previous testimony that, you
already had recommendations

Mr. W iNV:iB.mnER R. No. sir. I meant to say that we wAere working on
lists of proposed reductions amnd eliminations to present to the Presi-
dent for his action. As soo as those are ready and as soon as he wishes
theim presented, we would obviously )reSellt them, but we are wvorkincron the problem because wve agree u t s e ess ryp"it " ,' • you that this s a er3 iiecessar
thing to be, doing now.

Senator BYn). But that does not deal with 1973.
Mr. VIEINBERGER. Well, it might very well because the submission

we make might have some application to the 1973 budget. Some of
those are on their way through the Congress now.



Some of the President's feelings about them may be indicated by
action that he takes in connection with the individual bills as the.y
reach his desk.

I just don't. want to promise you that I am going to deliver a list of
recommended reductions tomorrow because I can't do that. It has to go
through too ma lIv hands.

Senator BfYR.' Well, I might say that I would hope to get. such a list,
but. I must say that I wasn't 100-percent certain I would get such a list.
I tried to get a list last time. I did get something, a list, which, as I
say, adds up to $545 million out of a $211 millionn budget.

Mr. WEINBERGER. We will hope to do better.
Senator BYRi). No one seems to want to eliminate any programs.
The only reason I brought it up, you mentioned in this interview

published today-I am not defending the Congress. I condemnied the
Congress on the floor last night for what it is doing in these expenses.

As an independent, I am not, going to get mixed up with a Repub-
lican administration on one hand and a Democratic Congress on the
other, as to who plans to do the most spending and the most taxing. I
think neither is exactly in tune with my way of doing things.

I thank you, gentlemen. Thank you very much.
(Whereupon, at 1:15 p.m., the Cbmmittee on Finance adjourned.)


