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The Business Situation

Although strikes in a number of key industries have 
slowed the business expansion in recent months— and 
international financial developments have added a new 
element of uncertainty to the economic outlook—the 
underlying cost and price pressures in the economy show 
no signs of diminishing.

During October, work stoppages played a major role 
in depressing industrial production, new orders for dur
able goods, and retail sales and in limiting gains in employ
ment and personal income. However, housing starts posted 
a sizable gain in October, and industrial production is 
expected to have rebounded in November. Data on new 
capital appropriations, as well as the most recent survey 
of business plans for spending on plant and equipment, 
point to an increase in business fixed investment outlays. 
Meanwhile, prices continue to mount. The consumer price 
index rose sharply again in October despite a decline in 
food prices. Industrial wholesale prices also posted a large 
gain, and preliminary figures for November indicate a 
further rise. The need for fiscal restraint is compelling, not 
only to contain price pressures domestically, but also to 
protect the dollar in the international exchanges.

P R O D U C T IO N ,  O R D E R S ,  A N D  IN V E N T O R IE S

The volume of industrial output eased in October, as 
work stoppages and a further decline in crude oil produc
tion continued to dampen industrial activity. The Federal 
Reserve Board’s production index (seasonally adjusted) 
declined 0.5 percentage point from the upward-revised 
September level to 156.2 per cent of the 1957-59 aver
age. The materials index eased slightly further, as crude 
oil output was cut back once again. Following the June 
war in the Middle East, which sharply curtailed oil im
ports, state regulatory agencies had raised domestic pro
duction quotas but, with the resumption of shipments 
from the Middle East, quotas have been adjusted down
ward toward more normal levels. Overall output of con
sumer goods held at the strike-reduced September vol
ume. The seasonally adjusted annual rate of automobile 
assemblies, at a little under 7 million units in October, was 
virtually unchanged from the September pace. In Novem

ber, wildcat strikes at the Chrysler Corporation and Gen
eral Motors Corporation as well as the slow return to full 
production at the Ford Motor Company held the assem
bly rate to just over 7 million units, well below the pre
strike level of 8Ya million units in August. Barring fur
ther strikes in the industry, assemblies are expected to 
rise very substantially in December as Ford attempts to 
make up some of its lost production.

Output of consumer goods other than automobiles was 
also about unchanged during October, although produc
tion of television sets and radios eased slightly, following 
a sharp rise in August and a further small gain in Septem
ber. While output of defense equipment continued to 
advance, the index of business equipment declined, largely 
as the result of a strike at a major equipment producer 
which was settled late in the month.

The third-quarter rise in new capital appropriations 
made by manufacturers and the improvement in corporate 
profits strengthen the prospects for a step-up in capital 
spending in the coming months. Underscoring this im
proved outlook, the survey of capital spending plans taken 
by the Commerce Department and Securities and Exchange 
Commission in November suggests that business spending 
on plant and equipment will rise appreciably in the first 
half of 1968.

The effects of the strikes at Ford and other firms were 
reflected in a continued decline in October in new orders 
received by durable goods manufacturers. The drop was 
concentrated in the automobile and primary metals in
dustries. Among other durables, the aggregate flow of 
orders was little changed, as advances in some sectors 
about offset declines elsewhere. The defense component 
recorded a large gain over the September level.

Residential construction activity continued to move up 
strongly in October, approaching the level that prevailed 
before the housing slump began in early 1966. Housing 
starts recorded a large advance, achieving a rate fully 80 
per cent above the depressed level reached just a year 
earlier. At the same time, there was a substantial gain in 
the number of building permits issued by local authorities.

The inventory situation in both the trade and manufac
turing sectors has been a major concern since the fourth
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quarter of 1966, when a sharp buildup in stocks occurred 
as consumer demand moderated. In an effort to bring 
inventories into better alignment with sales, businessmen 
reduced the pace of inventory accumulation from a sea
sonally adjusted annual rate of $18.5 billion in the fourth 
quarter of 1966 to a scant $0.5 billion in the second quar
ter of 1967. In the third quarter, however, businessmen 
stepped up inventory spending once more. Indeed, revised 
GNP figures indicate that inventories grew in that three- 
month period at a rate of $3.8 billion, rather than the $1.5 
billion of the preliminary estimate.

In the trade sector, firms reacted quickly to the late- 
1966 rise in inventories. Following the moderation of con
sumer demand in the middle of that year, the trade sector 
initially reduced the pace of accumulation, and then made 
a series of actual cutbacks in inventory holdings that con
tinued uninterrupted over the first seven months of 1967. 
This decline in inventories, coupled with rising sales, re
sulted in a steady drop in inventory-sales ratios during the
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first three quarters of this year. In September, the pace of 
accumulation at the retail level increased although whole
sale inventories showed little change, following a sizable 
accumulation in August.

The problem of excessive stocks dating from the latter 
part of 1966 has been considerably more serious in manu
facturing than in the trade sector. Manufacturers cut the 
pace of inventory accumulation from an average monthly 
rate of $1 billion (seasonally adjusted) in the fourth quar
ter of 1966 to only $227 million in the second quarter 
of this year. The slowdown in spending affected additions 
to inventories at all three stages of fabrication: finished 
goods, work in process, and materials (see Chart I). Ac
cumulation of finished goods dropped from a monthly 
average of $373 million in the fourth quarter of 1966 to 
$58 million in the second quarter of 1967. At the same 
time, additions to stocks of work in process declined from 
a monthly rate of $493 million to $210 million. The fact 
that work-in-process accumulation remained relatively 
high was in large part due to the continued growth of out
put in aircraft and other defense-oriented industries, where 
production time is generally longer than for other goods. 
Inventories of purchased materials which grew at a monthly 
average of $138 million in the last three months of 1966 
showed an actual decline, averaging $41 million in the 
second quarter of this year. In July and August, manu
facturers’ total stocks increased at a fairly rapid pace, but 
strikes cut sharply into accumulation in September— and 
inventories actually declined. Stocks rose strongly in Octo
ber, however, and the improved outlook for shipments as 
well as the Ford settlement suggests that the accumula
tion rate may increase in the near future.

E M P L O Y M E N T ,  IN C O M E ,  C O N S U M E R  D E M A N D ,  
A N D  P R IC E  D E V E L O P M E N T S

The employment picture remains clouded by the effects 
of labor disputes. The number of persons on nonagricul- 
tural payrolls increased in October, but a large part of 
the advance was due to the return of workers who had 
been on strike in September, notably in the government 
sector which had been affected by a number of teachers’ 
strikes. Employment in manufacturing—where strikes con
tinued to be a strong dampening factor—showed a small 
rise in October as an increase in nondurables industries 
offset a further decline in the durables category. The aver
age workweek of manufacturing production workers eased 
during the month. Though the Ford strike had cut sharply 
into manufacturing employment in September, the Bu
reau of Labor Statistics reported that the strike appar
ently had few secondary effects in that month. However,
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the October declines in the manufacturing workweek and 
in durables employment suggest that the indirect effects of 
the strike increased during its second month.

The civilian labor force grew sharply again in October. 
In contrast to the first six months of 1967 when the civilian 
labor force remained quite stable, September and October 
were marked by unusually large increases, especially in the 
number of women and teen-age entrants. In both months, 
total employment was essentially unchanged, so that the 
increase in the number of labor force participants boosted 
unemployment. In October, the unemployment rate rose
0.2 percentage point to 4.3 per cent, up 0.5 percentage 
point from August. The rate for married men increased 
slightly during the month, following a decline during Sep
tember.

Reflecting the limited growth of employment, personal 
income in October recorded the smallest advance in six 
months. This modest showing was due primarily to an 
unusually small rise in wage and salary payments which 
grew by a seasonally adjusted rate of only $0.9 billion, 
compared with an average monthly rise of $2.5 billion in 
the third quarter. Payrolls in durables manufacturing ac
tually declined during the month, chiefly in industries 
affected by strikes.

Against the background of sluggish growth in personal 
income, preliminary figures indicate that retail sales vol
ume (seasonally adjusted) declined in October. The num
ber of new cars sold fell by about 15 per cent. Since July, 
when auto sales reached a 1967 peak of 8V2 million units 
(annual rate), the sales pace has been dampened by supply 
problems. Beginning in late July, shortages appeared in 
many popular model lines, and sales in August fell to IVz 
million units. The introduction of the new models late in 
September improved supplies, and sales increased to a 
rate of about 8 million units. However, in October, sales 
dropped to 7 million units as the stock of new models 
made by Ford dried up. Shortages continued in Novem
ber, and sales again were at an annual rate of about 7 
million units.

Despite the strike-related slackness in the economy, the 
consumer price index rose sharply again in October (see 
Chart II). Although food prices declined, the overall index 
moved up 0.4 percentage point, reflecting substantially 
higher costs of apparel, new cars, and services. Although 
the rate of advance in the consumer price index moder
ated in the first months of the year, prices began to rise

C h a r t  II

CONSUMER AND WHOLESALE PRICES

Note: Consumer prices are plotted through O ctober; wholesale prices are plotted 
through Novem ber (preliminary).

' Source: United States Bureau of LaborStatistics.

sharply in the spring months, and in the six-month period 
ended in October the advance amounted to a high 3.8 
per cent (annual rate). Wholesale prices eased in October 
as a decline in food products outweighed a rise of 0.3 
percentage point in industrial commodities. Preliminary 
figures for November indicate that, while the overall index 
remained unchanged, food prices again declined and in
dustrial prices increased further. This divergent trend be
tween food and industrial prices has been apparent for 
several months. Between July and November, the index 
of industrial commodities rose 1.0 percentage point, after 
six months of stability. The farm products index, how
ever, dropped fully 6.3 percentage points in these last 
four months, lowering the overall index by 0.4 percentage 
point since July.
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The Money and Bond Markets in November

The money and bond markets were subject to strong 
crosscurrents during November. In the first part of the 
month, bond prices fell sharply, reflecting increasing con
cern over rapidly expanding demands for capital funds 
and the uncertain outlook for monetary and fiscal policy. 
Prices of corporate and tax-exempt bonds and Treasury 
coupon issues rebounded strongly around midmonth. The 
improvement was triggered by rumors of possible peace 
moves in Vietnam and by the news that one large cor
porate offering had been postponed and another halved, 
leading market participants to feel that some of the de
mands in the capital sector might be abating. The re
covery halted on November 17, when the British pound 
came under increasing pressure in the foreign exchange 
markets, and the attention of the domestic money and 
bond markets shifted to the developing international cur
rency crisis.

On November 18, the British government announced a 
14.3 per cent devaluation of the pound from $2.80—its 
official value since 1949— to $2.40 and an increase in the 
discount rate of the Bank of England from 6V2 per cent 
to 8 per cent (the third boost in this rate since mid- 
October). In the wake of the British action, the Board 
of Governors of the Federal Reserve System approved 
actions by the directors of the Federal Reserve Banks of 
Boston, New York, Cleveland, Richmond, Atlanta, Chi
cago, Minneapolis, Kansas City, Dallas, and San Fran
cisco increasing their discount rates to 4V2 per cent from
4 per cent, effective Monday, November 20. (The Fed
eral Reserve Banks of Philadelphia and St. Louis sub
sequently followed suit.) The discount rate change was 
the first since April when the rate was lowered by Vz per
centage point to 4 per cent. The Board statement ex
plained that:

In the light of the action of the British govern
ment to change the parity of the pound, the Federal 
Reserve System . . . had taken actions to assure the 
continued orderly functioning of United States finan
cial markets and to maintain the availability of re
serves to the banking system on terms and conditions

that will foster sustainable economic growth at home 
and a sound international position for the dollar.

. . .  the Board affirmed that borrowing by mem
ber banks for purposes of making adjustments to 
market pressures is an appropriate use of the dis
count mechanism.

At the same time, the Federal Reserve Board ex
pressed its confidence in the basic economic and 
financial strength of the United States and pledged 
to do its full share in maintaining the soundness of 
the dollar, both domestically and internationally.
On Monday, November 20, prices of United States 

Government securities and corporate and tax-exempt 
bonds fell steeply in early trading in response to the 
British action and the increase in the Federal Reserve dis
count rate. Because of the uncertain financial situation, 
several corporate and tax-exempt issues which had been 
scheduled to be offered over the rest of the month were 
postponed. Market conditions remained orderly, however, 
and activity was largely confined to the professionals. 
Bond prices subsequently recovered some of their earlier 
losses when hopes for a tax increase and reductions in 
Government expenditures were revived. Treasury bill 
rates moved narrowly in early November and then edged 
lower around midmonth in response to a fairly good de
mand. Rates rose by 23 to 35 basis points following the 
discount rate increase and stabilized in the higher range. 
Rates on other money market instruments also quickly ad
justed upward, and on November 21 most of the major 
commercial banks across the country raised their prime 
lending rates to 6 per cent from 5Vi per cent.

B A N K  R E S E R V E S  A N D  T H E  M O N E Y  M A R K E T

Money market conditions remained relatively comfort
able during the first half of November. Nationwide re
serve availability (see Table I) was little changed on 
average from the predominant October level. However, re
serve distribution generally favored banks located outside 
the major money centers, and the basic reserve positions
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Table I
FACTORS TENDING TO INCREASE OR DECREASE  

MEMBER BANK RESERVES, NOVEMBER 1967
In millions of dollars; (4-) denotes increase,

(—) decrease in excess reserves

Note: Because of rounding, figures do not necessarily add to totals. * These figures are estimated, t  Includes changes in Treasury currency and cash, t Includes assets denominated in foreign currencies.§ Average of fire weeks ended on November 29.

Factors

Changes in daily averages—  
week ended on

Net
changes

Nov.
1

Nov.
S

Nov.15 Nov.
22

Nov.29

“ Market” factors
Member bank required

— 61 4 - 4 +  246 — 234 4 - 116 4 - 71
Operating transactions
(subtotal) ................................... +  4 _  623 — 129 4- — 561 —1,299

Federal Reserve float ............ —275 4 - 118 4 . 80 4- 290 — 245 — 32
+  152 — — 159 4- 64 — 522 — 465

Gold and foreign account---- — 34 _  74 — 6 — 16 — 25 — 155
Currency outside banks*........ +  168 — 631 — 120 — 178 — 46 — 807
Other Federal Reserve
accounts (net)J ..................... — 7 — 34 4 - 75 — 152 4- 276 4-158

Total ‘‘market" factors.... — 57 — 619 4- 117 — 224 — 445 —1,228
Direct Federal Reserve
credit transactions
Open market instruments

Outright holdings:
Government securities........ +  122 4-490 4- 3 — 1 4- 635 4-1,249
Bankers’ acceptances ........ — 4- i — — 4- i +  2

Repurchase agreements:
Government securities........ — 4- 141 4- 12 — 31 — 75 4 - 47
Bankers' acceptances ........ — — — — — iFederal agency obligations. — 4- 14 — 12 +  1 — 1 +  2

Member bank borrowings.......... +  22 +  52 4- 30 — 35 — 8 +  61
Other loans, discounts, and
advances ....................................... — — — — — __

Total ..................................... 4- 145 +  697 -1- 32 — 64 4- 551 | 4-1,361
Excess reserves* ......................... +  88 4 - 78 •4  149 — 288 4 - 106 4- 133

Daily average levels

Member bank:
Total reserves, including
vault cash*................................... 24,698 24,772 24,675 24,621 24,611 24,675§
Required reserves* ..................... 24,420 24,416 24,170 24,404 24,288 24,340§
Excess reserves* ......................... 278 356 505 217 323 336§

80 132 162 127 119 124§
Free reserves* ............................. 198 224 343 90 204 212§
Nonborrowed reserves* .............. 24,618 24,640 24,513 24,494 24,492 24,551§

Changes in Wednesday levels

System Account holdings 
of Government securities 
maturing in:
Less than one year..................... +  443 + 1 5 7 —1,110 +  160 +  369 +  19
More than one year..................... — — +1,227 +  186 — +1,413

Total ..................................... +  443 +  157 +  117 +  346 +  369 +1,432

Table H
RESERVE POSITIONS OF MAJOR RESERVE CITY BANKS 

NOVEMBER 1967
In millions of dollars

Daily averages— week ended on
Averages of

basic reserve positions Nov.1 Nov.8 Nov.15 Nov.22 Nov.29*
ended on Nov. 29*

Eight banks in New York City

Reserve excess ordeficiency (—) f  ...................... 17 27 22 10 38 23Less borrowings fromReserve B a n k s ........................ 5 — 36 29 8 16Less net interbank Federalfunds purchases or sales(—).. 73 299 312 — 85 - 2 3 3 73Gross purchases ................ 897 985 967 916 874 928Gross sales .......................... 824 686 655 1,001 1,107 855Equals net basic reservesurplus or deficit(—) ........... -  61 - 2 7 1 - 3 2 6 66 263 -  66Net loans to Governmentsecurities dealers .................... 927 800 670 861 757 803

Thirty-eight banks outside New York City

Reserve excess ordeficiency (—) f  ...................... 15 IS 21 31 -  16 14Less borrowings fromReserve Banks ........................ 11 49 54 28 40 36Less net interbank Federalfunds purchases or sales(—).. 476 973 858 924 449 736Gross purchases ................ 1,636 1,949 1,795 2,060 1,673 1,823Gross sales .......................... 1,159 977 936 1,136 1,224 1,086Equals net basic reservesurplus or deficit (—) ............ - 4 7 3 -1 ,0 0 4 — 891 — 920 - 5 0 5 - 7 5 9Net loans to Governmentsecurities dealers .................... 677 630 590 601 506 601

Note: Because of rounding, figures do not necessarily add to totals.* Estimated reserve figures have not been adjusted for so-called “as of” debits and credits. These items are taken into account in final data, t  Reserves held after all adjustments applicable to the reporting period less required reserves and carry-over reserve deficiencies.

Table III
AVERAGE ISSUING RATES*

AT REGULAR TREASURY BILL AUCTIONS
In per cent

Maturities

Three-month. 
Six-month......

Nov. Nov. Nov. Nov.6 13 20 27

4.672 4.648 4.989 4.957
5.180 5.155 5.517 5.536

Nine-month.. 
One-year.......

Weekly auction dates— November 1967

Monthly auction dates— September-November 1967

September October November26 24 22

5.145 5.313 5.422
5.124 5.302 5.430

* Interest rates on bills are quoted in terms of a 360-day year, with the discounts from par as the return on the face amount of the bills payable at maturity. Bond yield equivalents, related to the amount actually invested, would be slightly higher.
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of “city” banks deteriorated (see Table II). In order to 
cover mounting reserve deficiencies, reserve city banks 
purchased a substantial amount of Federal funds (gen
erally at rates ranging from 4 per cent to 4Vs per cent) 
and also borrowed from the Federal Reserve Banks.

The money market functioned smoothly in the wake of 
the devaluation of the pound sterling, the rise in the 
British bank rate, and the increase in the Federal Reserve 
discount rate. Federal funds traded chiefly around the 
higher discount rate. The money market was essentially 
comfortable despite some decline in average nationwide 
free reserves. Reserves shifted heavily toward the major 
money center banks, and the excess reserves of “country” 
banks remained on the low side.

Other money market rates advanced following the dis
count rate increase. By the close of the month, bankers’ 
acceptance rates had risen Va percentage point above their 
late October levels, dealer offering rates on prime four- to 
six-month commercial paper had moved % percentage 
point higher, rates on many maturities of directly placed 
finance company paper had increased Vk percentage point, 
and the New York City banks were generally quoting the
5 Vi per cent ceiling rate on new time certificates of deposit 
maturing in ninety days or more. On November 20, a large 
commercial bank in Chicago announced an immediate in
crease in its prime loan rate from 5Vi per cent to 6 per 
cent, a rise matched by most major commercial banks the 
following day.

T H E  G O V E R N M E N T  S E C U R IT IE S  M A R K E T

A very cautious atmosphere persisted in the market for 
Treasury notes and bonds during the early part of No
vember. Participants became increasingly apprehensive 
over the extremely large financing calendar in other sec
tors of the capital market. The conviction also grew that 
the fading prospects for enactment of the Administration’s 
tax increase proposal might necessitate some tightening 
in monetary policy in order to combat inflationary pres
sures. Against this background, offerings from dealers 
and others expanded and prices declined sharply through 
November 13. (The corresponding rise in yields is illus
trated in the right-hand panel of the chart.) Losses re
corded by coupon issues maturing within five years ranged 
as high as a full point, while prices of longer term issues 
fell by % point to more than 3 points. To a considerable 
extent, the price declines represented markdowns in dealer 
quotations as they attempted to reduce their inventories in 
the face of light demand.

A better tone emerged in the coupon sector around 
midmonth— first in response to rumors that the outlook

for Vietnam peace negotiations might be brightening. The 
market was further buoyed when the United States Steel 
Corporation postponed a $225 million offering of thirty- 
year debentures which had been scheduled to reach the 
market on November 14. This action, together with the 
reduction in the size of another large corporate offering, 
removed some immediate pressure from the heavily bur
dened capital market and prompted professional short 
covering in Government securities. At the same time, 
investor interest in coupon issues broadened, partly reflect
ing reinvestment of the proceeds of Treasury securities 
which matured on November 15. Thus, from November 
14 through November 16, prices rallied sharply and some 
long-term issues recorded gains of more than a point.

On Friday, November 17, the British pound came un
der severe pressure in foreign exchange markets. Prices 
of Treasury notes and bonds fell in response to rumors 
that the pound might be devalued and to official com
ments that, if taxes were not increased, the budget deficit 
might rise as high as $30-35 billion. At the lower price 
levels for coupon issues, some professional short covering 
took place and prices steadied late in the day.

When trading opened on Monday, November 20, prices 
of coupon issues initially plummeted on the weekend news 
of the British actions and the Federal Reserve discount 
rate increase. Subsequently, however, the market steadied 
and the price losses were pared. Early action by the 
System Open Market Account facilitated an orderly ad
justment by the market to the new situation. At the close 
of trading on November 20, prices of coupon issues 
due within two years were %2 to %2 lower for the day, 
intermediate-term issues were down %2 to 2%2, and prices 
of longer term bonds were from 3A point to a full point 
lower (after having dropped as much as 15A  points earlier 
that day). Prices of coupon issues rebounded on Novem
ber 21 and 22 after the announcement that the House 
Ways and Means Committee would meet the following 
week to examine new Administration fiscal proposals. This 
development sparked optimism in the bond sector that a 
tax increase might yet materialize. In this buoyant atmo
sphere, reports of the rise in the prime loan rate of the 
major commercial banks had little adverse effect. The 
rally was interrupted by concern over the heavy demand 
for gold in London on November 24, but prices largely 
retraced their declines after speculative demands for gold 
died down. However, at the very end of the month, prices 
again came under heavy downward pressure as hopes 
faded for Congressional action on the Administration’s 
surtax proposal before the end of the year.

The pattern of price movements in the market for Gov
ernment agency obligations generally paralleled the be-
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M O N E Y  M A R K E T  R A T E S

SELECTED INTEREST RATES
S e p t e m b e r -N o v e m b e r  1 9 6 7 B O N D  M A R K E T  Y IE L D S

S e p t e m b e r O c t o b e r N o v e m b e r S e p t e m b e r O c t o b e r N o v e m b e r

Note: Data are shown for business d ays only.
M O N EY MARKET RATES QUOTED: D aily  range of rates posted by major New York City banks 

on new call loans (in Federal funds) secured by United States Governm ent securities (a point 
indicates the absence of any range); offering rates for d irectly p laced  finance com pany paper; 
the effective rate on Federal funds [the rate most representative of the transactions executed); 
closing bid rates (quoted in terms of rate of discount) on newest outstanding three- and six-month

• Treasury b ills .

BO N D  MARKET YIELDS QUOTED: Y ie ld s on new A a a - and A a-rated  public utility bonds are plotted 

around a line show ing d a ily  av erage  yie lds on seasoned A ao-rated corporate bonds (arrows

point from underw riting syndicate reoffering y ield  on a given issue to market y ield on the 
sam e issue im m ediately after it has been released from syndicate restrictions); d a ily  
av erage s of yields on long -term Governm ent securities (bonds due or ca lla b le  in ten years  
or more) and of G overnm ent securities due in three to five ye ars, computed on the basis of 
closing bid prices; Thursday average s of yields on twenty seasoned twenty-year tax-exem pt 

bonds (carrying M oody’s ratings of A a a , A a , A , and Baa).

Sources: Federal Reserve Bank of New York, Board of G overnors of the Federal Reserve System, 

.M oody’s Investors Service, and The W eekly Bond Buyer.

havior of the coupon sector during the month. Prices de
clined sharply early in the period, but a better tone 
emerged around midmonth when new offerings from the 
Federal Home Loan Banks and the Banks for Coopera
tives were accorded good investor receptions. In the wake 
of the British devaluation and the increase in the Federal 
Reserve discount rate, prices of agency obligations first 
moved lower and then recovered a portion of their earlier 
losses. On November 28, a Federal National Mortgage 
Association (FNMA) offering of new participation cer
tificates reached the market. The financing consisted of 
$350 million which was placed directly with Government 
investment accounts and $650 million which was publicly 
floated. The public offering included $450 million of cer
tificates maturing in February 1970, which were priced

at par to yield 6.35 per cent, and $200 million (priced at 
par to yield 6.40 per cent), which will come due in De
cember 1987. At the attractive offering yields, considerable 
demand developed for the certificates and they were rapidly 
sold.

A fairly good atmosphere persisted in the Treasury bill 
market during the first half of November. Early in the 
month, bill rates fluctuated irregularly when the weak tone 
of the Treasury coupon sector occasionally triggered ex
panded bill offerings. As the month progressed, however, 
a broadly based demand for bills developed, particularly 
for shorter maturities and tax anticipation issues, and rates 
generally edged lower from November 8 through No
vember 16 (see the left-hand panel of the chart). On 
November 17, bill rates fluctuated quite widely, mainly
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in professional trading, as the international financial situa
tion became more uncertain.

After the events of the November 18-19 weekend, rates 
on outstanding bills moved upward by 23 to 35 basis 
points. Timely System action aided the adjustment in this 
sector, and a steadier tone quickly emerged. At the regu
lar weekly auction held on Monday afternoon, a good 
demand developed at the high prevailing rate levels. 
Average issuing rates were set at 4.989 per cent for the 
new three-month bills and 5.517 per cent for the new six- 
month bills (see Table III)— 34 and 36 basis points higher, 
respectively, than the average issuing rates at the No
vember 13 auction and 45 and 47 basis points higher, 
respectively, than rates set at the last weekly auction in 
October. The tone of the bill market quickly strengthened 
in response to good demand, and rates generally receded 
on November 21 and 22. Over the remainder of the month, 
rates fluctuated around the higher levels.

At the final regular weekly auction of the month on 
November 27, average issuing rates were set at 4.957 per 
cent for the three-month bills and 5.536 per cent for the 
six-month bills, 42 and 49 basis points, respectively, above 
rates set at the final weekly auction in October.

O T H E R  S E C U R IT IE S  M A R K E T S

A mood of apprehension continued to plague the mar
kets for corporate and tax-exempt bonds in early No
vember. During this period, market attention was focused 
upon the steady stream of financing announcements—  
which swelled an already substantial calendar of sched
uled new corporate and tax-exempt bond offerings to nearly 
$2 billion. In addition, FNMA revealed plans for its 
November 28 sale of participation certificates. As the 
bond sector became increasingly unsettled by the bur
geoning demands for capital funds and the uncertain 
outlook for monetary and fiscal policy, several slow-moving 
corporate issues were released from syndicate price re
strictions with subsequent upward adjustments in yields 
of as much as 45 basis points. Prices of tax-exempt bonds 
were also cut sharply.

The gloom which had pervaded the corporate and tax- 
exempt sectors for weeks began to lift on November
13. The improvement reflected reports that a new Viet
nam peace move might be under way, together with news 
that the United States Steel Corporation had decided to 
postpone a $225 million offering of thirty-year debentures 
originally scheduled to reach the market on November

14, and that another corporate offering of convertible 
debentures which was floated on November 13 had been 
cut in half to $100 million. Subsequent flotations drew a 
lively response from underwriters and investors, while 
investment demand for seasoned issues also expanded. 
Prices of outstanding issues rebounded by as much as a 
point on November 14 and 15.

After the financial developments of the November 18- 
19 weekend, prices of corporate and tax-exempt bonds 
fell as much as 2 points or more on November 20. As was 
the case in the Treasury coupon sector, price losses were 
quite sharp in early trading, but steadier market conditions 
developed as the day progressed. One corporate issue was 
released from syndicate with an upward adjustment of 
about 28 basis points in yield. A week later a sizable Aaa- 
rated utility issue was sold out at a 65A  per cent yield at a 
time when market participants were hopeful of Congres
sional tax action. The month closed on a more somber note 
as these hopes seemed to be fading.

Over the month as a whole, the average yield on 
Moody’s seasoned Aaa-rated corporate bonds rose by 19 
basis points to 6.13 per cent, while The Weekly Bond 
Buyer's series for twenty seasoned tax-exempt issues (car
rying ratings ranging from Aaa to Baa) rose by 15 basis 
points to 4.42 per cent (see the right-hand panel of the 
chart). These indexes are, however, based on only a 
limited number of issues and do not necessarily reflect 
market movements fully.

P E R S P E C T IV E  '6 7

Each January this Bank publishes Perspective, a 
brief, informative review of the performance of the 
economy during the preceding year. This booklet is 
a layman’s guide to the economic highlights of the 
year. A more comprehensive treatment is presented 
in our Annual Report, available in March.

Perspective ’67 will be available without charge 
from the Public Information Department, Federal 
Reserve Bank of New York, 33 Liberty Street, New 
York, N. Y. 10045. (A copy will be mailed with the 
January 1968 issue of the Monthly Review.) A Span
ish version will also be available upon request.
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The Report of the President’s Commission on Budget Concepts: A  Review

By  Jo s e p h  S c h e r e r *

The Federal budget to be presented by the President 
to the Congress this coming January will have a new look, 
if the recommendations of the President’s Commission 
on Budget Concepts are adopted. The sixteen-member 
Commission, headed by David M. Kennedy, Chairman of 
the Board, Continental Illinois National Bank and Trust 
Company of Chicago, included Congressmen, business
men, university professors, and Government officials. They 
were appointed by the President in March 1967 to “under
take a thorough review of the budget and recommend an 
approach to budgetary presentation which will assist both 
public and Congressional understanding of this vital docu
ment”.1 Hopefully, the new budget proposals would elim
inate much of the confusion which arises from the current 
use of three different budget concepts— administrative 
budget, cash budget, and Federal sector in the national 
income accounts (NIA budget)—which differ in account
ing methods and coverage.

The Report of the President*s Commission on Budget 
Concepts, issued in October, is an impressive document 
with many suggestions which would markedly improve the 
quantity, quality, and availability of information about 
Federal Government activities. The adoption of the Com
mission’s proposals, however, would create some new 
problems for those who study the Government’s budget 
position and its impact on the economy, although the gains 
should far outweigh the potential losses. This article re
views the highlights of the Commission’s proposals. After 
a brief summary and evaluation of the Report, the major 
proposals are examined in more detail.

* Economist, Domestic Research Division.
1 From the letter to each Commission member, reproduced in the Report of the President’s Commission on Budget Concepts, page 107.

The Commission proposed a comprehensive and interre
lated set of accounts— “The President’s Budget and Finan
cial Plan”-—as a substitute for the budget document now 
submitted by the President to the Congress each January. 
The new accounts would consist of four major subdivisions 
designed to tie together more closely the thread that runs 
from (1) budget appropriations to (2) receipts, expendi
tures, and net lending, to (3) the means of financing the 
budget deficit (or use of a surplus), and finally to (4) out
standing Federal securities and loans. The Commission’s 
major proposals with respect to these accounts include 
the following:

1. The heart of the new budget format is a section 
entitled “budget receipts, expenditures, and lending”, and 
the term “budget surplus or deficit” would be reserved 
solely for the net figure of this account. This new budget 
statement is designed to replace the present administrative 
budget, consolidated cash budget (receipts from and pay
ments to the public), and the NIA budget.

2. As far as possible all receipts and expenditures 
should enter the new budget on an accrual accounting 
basis (i.e., recorded when the obligation to spend funds 
or pay taxes is incurred), so that the new budget would 
differ from all the present budget concepts. Loan activi
ties would remain as a segment of total receipts and ex
penditures, but would be shown in a sub-account separately 
from all other expenditures and receipts.

3. Transactions of market-oriented, or business-type, 
Government agencies (for example, the Post Office) would 
continue to be reported on a net expenditures basis, and 
receipts and expenditures on a gross basis would continue 
to be provided for these agencies in a separate account.

4. Sales of participation certificates in Federal loans 
would be treated as a debt operation rather than as an 
offset to expenditures.

5. Government debt not only would consist of direct 
Treasury borrowing but also would include debt issued
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by Government enterprises whose receipts and expendi
tures are included in the budget. The debt figure to be 
highlighted by the new budget would be a new “net” 
concept—Federal securities held by the public—rather 
than the present concept of total debt.2 Use of such a 
debt figure would suggest that, if a debt ceiling is re
tained, it should be redefined. The Commission, however, 
states specifically that it “does not wish to endorse a public 
debt ceiling as a means of controlling the budget”.

6. The Commission recommended that the January 
budget estimates should be revised more frequently and 
that estimates should be given not only as annual totals—  
which is the only way these figures are now provided—but 
also on a quarterly, or at least semiannual, basis.

Evaluating all the wide-ranging proposals of the Com
mission is beyond the scope of this review, but some 
broad observations may be useful. The new budget—with 
its complementary components—would summarize Fed
eral Government activities more completely than any 
currently available budget. Moreover, it would provide 
new data which would contribute to a deeper understand
ing than is now possible of the Government’s impact on 
the economy. Although the new budget could not be 
adopted in full until 1970 (fiscal 1971), due to the diffi
culties of shifting to accrual accounting, the President 
could— if time permitted— adopt the general format of 
the new budget for the January 1968 budget presentation.

A major disadvantage of the new budget is that it breaks 
the fairly close connection between the level of the present 
cash budget deficit or surplus and the cash financing needs 
of the Government. Because the new budget would use 
accrual accounting for all receipts and expenditures, the 
surplus or deficit figure in the new budget could differ 
widely from actual cash receipts and expenditures. Con
sequently, the new budget deficit or surplus would give 
no clue, except by happenstance, about Treasury cash 
borrowing needs (or debt repayment capability). While 
the “means of financing” section would show the Trea
sury’s cash borrowing from the public for the fiscal 
year, additional cash data on a monthly or quarterly basis, 
consistent with the categories to be used in the new budget, 
are indispensable if analysts outside the Treasury are to

2 The “public” is defined to exclude all regular and special Government agencies and trust funds. The holdings of Government debt by the Federal Reserve System are defined as part of public holdings because Federal Reserve receipts and expenditures, continuing the practice of current budget concepts, are not included in the new budget. The current practice of treating as a receipt the payment to the Treasury by the Federal Reserve of its net earnings in excess of required surplus would be continued.

have appropriate information for estimating Treasury cash 
borrowing needs and for fully evaluating the financial and 
economic impact of the Federal Government during the 
course of the year. Accrual accounting for Government 
spending, as will be noted later, raises the possibility of 
inconsistencies between the Government and other sectors 
in the national income accounts, and could pose serious 
problems in the reporting of business inventories. It is not 
clear from the Commission’s report how these problems 
would be resolved.

N E W  B U D G E T  C O V E R A G E  A N D  
A C C O U N T IN G  B A S IS

The Commission’s recommended budget and financial 
plan, as given in the Report, is reproduced as Table I. The 
new budget presentation would tie together the budget 
process in a more straightforward and understandable way

Table I
RECOMMENDED SUMMARY OF THE PRESIDENT’S 

BUDGET A N D  FINANCIAL PLAN
In  billions of dollars

Structure of the budget 196S
estimate*

Budget appropriations
Proposed for action by the Congress .............................................Not requiring action by the Congress ............................................. 133.259.6

Total appropriations ..................................................... .................. 192.8
Budget receipts, expenditures, and lending
Receipt-expenditure account:

Expenditures (excluding net lending) ......................................... 165.2171.1
Expenditures account surplus or deficit ........................... . — 5.9

Plus Loan account:Loan disbursements .................................................... ....................Loan repayments .............................................................................. 19.014.6
Net lending ..................................................................................... 4.4

Equals Total budget:
Expenditures and net lending ...................................................... 165.2175.5

Budget surplus or deficit .......................................................... - 1 0 .3
Means of financing
Borrowing from the public ...............................................................Reduction of cash balances, e tc .t ................................................... 9.11.2

Total budget financing ...................................................................... 10.3
Outstanding Federal securities and Federal loans, end of year
Federal securities:Gross amount outstanding ............................................................Held by the public .......................................................................Federal credit programs:Direct loans outstanding ................................................................G uaranteed and insured loans outstanding .............................

354.3275.6
38.5104.1

* Estimates based on The Budget, Fiscal 1968, January 1967. 
t  Includes seigniorage, increase in expenditures accrued but not yet paid, and increase (or decrease) in taxes accrued but not yet collected.
Source: Report o f the President's Commission on Budget Concepts (United States Government Printing Office, W ashington, D .C., October 1967), pages 4 and 85.
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Table II
BU D G ET CONCEPTS: TH E N EW  A N D  TH E OLD

Concept New budget Cash budget NIA budget Administrative budget

Coverage
Receipts:Regular taxes.......................................................................... Included Included Included IncludedTrust fund taxes..................................................................... Included Included Included Excluded
Expenditures:Regular agencies.................................................................... Included Included Included IncludedTrust funds.............................................................................. Included Included Included ExcludedLoans........................................................................................

District of Columbia, Federal Home Loan Banks,
Included (but in separate sub-account) Included (generally net on expenditures side) Excluded Included (generally net on expenditures side)

and Federal land banks..................................................... Excluded Included Excluded Excluded

OtherParticipation certificates..................................................... Excluded* Included asnegativeexpenditures
Excluded Included as negative expenditures

Seigniorage........................................... ................................. Excluded* Excluded Excluded Included as receipts item

Accounting basis
Receipts ..................................................................................... Accrual Cash collections Com bination of accrual and cash Cash collections

Expenditures .......... .................................................................. Accrual Cash payments— checks cashed Combination of deliveries, cash, and accrual
Cash payments— checks issued, interest accrual

* Included in “means of financing” section (see Table I ) .

than is the case now. The heart of the new presentation is 
the section titled “budget receipts, expenditures, and 
lending”, which in effect determines the content and 
organization of the other sections of the budget and finan
cial plan. Consequently, this article will concentrate on this 
part of the Commission’s recommendations.

The budget receipts, expenditures, and lending section 
is separated into two sub-accounts designed to isolate loan 
activities from other Federal receipt and expenditure pro
grams. This separation is based on the view, widely held 
among economists, that the economic impact of lending 
programs is different from other Government programs 
which have a more direct effect on the levels of income 
and output.

The Commission recommended that the official desig
nation of “budget surplus or deficit” should be reserved 
solely for the net figure of the budget receipts, expendi
tures, and lending section. All other net-type numbers 
should be given other labels in order to indicate clearly 
that they are not the budget surplus or deficit.

c o v e r a g e . On the expenditures side, the new budget 
includes all Government agencies—regular agencies, the 
trust funds, and Government corporations. In that sense, 
it is as inclusive of Federal Government activities as the

cash budget, although it differs from cash budget accounts 
in a number of important ways. Table II highlights the 
differences between the new budget and currently used 
budget concepts.3 Perhaps the most important difference 
in terms of dollar magnitudes is that the new budget would 
exclude Federal sales of participation certificates as an off
set to expenditures; instead, these certificates would appear 
as a debt operation in the “means of financing” section of 
the new budget. (In both the cash and administrative 
budgets, they are treated as negative expenditures.)

The recommendation for changing the treatment of par
ticipation certificates was the only point of disagreement 
among the Commission’s membership. The issues are com
plex and technical: in very simple terms, the disagreement 
can be viewed as a problem of defining when a capital as
set is sold. There was unanimity among the Commission 
members that “receipts from the sales of assets—financial 
or physical—reduce the budget deficit, just as a purchase 
increases the deficit”.

3 A more complete explanation of current budget concepts can be found in “A Primer on Federal Budgets”, this Review  (April 1965), pages 79-88.
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Since participation certificates sold by the Government 
are interest-bearing instruments which represent shares in 
a pool of loans held by the Government, their sale has been 
treated as the equivalent of a sale of assets. But most 
Commission members apparently did not regard the sale 
of these certificates as fully meeting the test of a sale of 
assets, because the Government continues to service the 
individual loans and is liable for the losses for any defaults 
on the loans in the pool. Thus, the Commission recom
mended that sales of participation certificates be treated 
as a debt item rather than as a sale of assets.

However, three members of the Commission— Secretary 
of the Treasury Fowler, Budget Director Schultze, and Pro
fessor Turner—held that the Government was acting essen
tially as a financial intermediary when it sells these 
certificates and that the funds raised through their sales 
reduce the amount of financing required by the Treasury 
for Government credit programs. Therefore, they advo
cated that the funds obtained from such sales should con
tinue to be offset against expenditures. At present, it is 
uncertain how the disagreement over the treatment of 
participation certificates will be resolved.

Government loans would be separated into two ele
ments. The loan, as such, appears in the new budget in 
the loans sub-account, but if there are any subsidy elements 
in the loan, the amount of subsidy would be treated as 
an expenditure in the expenditures sub-account. The pur
pose of this treatment is to separate out the “pure” lending 
activity. Total expenditures, however, are unaffected by 
these rearrangements of the loan components. Conse
quently, the new budget, by including loans, would differ 
from the NIA budget, which excludes lending activities and 
other financial transactions. The new budget, which in
cludes trust fund expenditures, also would differ signifi
cantly from the administrative budget which excludes 
them.

On the receipts side, as far as coverage is concerned, the 
new budget is essentially similar to the current cash budget 
and the NIA budget. Again, as on the expenditures side, 
it differs substantially from the administrative budget by 
including trust fund receipts. In addition, certain items now 
included on the receipts side in currently used budgets will 
be offset against expenditures in the new budget (see 
below).

a c c o u n t i n g  b a s i s . The most important single innova
tion introduced by the new budget is the use of the accrual 
concept for all Government receipts and expenditures. The 
Commission’s case for the accrual concept is convincing 
even though some reservations will be noted below. Broadly 
speaking, the accrual method records a receipt or expendi

ture at the time the credit or liability arises. In the case of 
expenditures, it would “time” spending when an actual 
liability is incurred. Use of the accrual method on the 
spending side is particularly significant for long-lead goods 
and construction expenditures which would be recorded 
as the work progressed, even though actual payments are 
not made. In the case of receipts, the accrual method 
would record taxes when an individual or business incurs 
the liability, even if the payment is made at a later date.

The accrual concept for expenditures probably would do 
a better job of timing the Government’s impact on activity 
and incomes in the private sector than the expenditures 
figures in currently available budgets. The better timing 
is particularly significant for construction activity and the 
production of long-lead goods, notably defense equipment. 
At the present time, defense expenditures for long-lead 
items appear in the NIA budget when the goods are deliv
ered so that, for something like a warship, the expenditure 
is recorded in the Government sector after the ship has 
been constructed, i.e., after production is completed and 
incomes have been earned. In the cash and administrative 
budgets, the timing of the procurement of a warship is 
likely to be somewhat better than in the NIA budget, be
cause the Department of Defense would have made some 
advance and progress payments on the warship. Conse
quently, cash spending figures generally reflect partial 
payments for work on long-lead items as it is going on in 
the private sector. The extent to which these cash progress 
payments have approximated the work in progress, howr- 
ever, has varied since the pattern of progress payments 
has changed over the years. Certainly for long-lead 
items, cash expenditures have not fully reflected the 
Government-generated real activity in the economy at 
the time it was taking place. In the new budget, the war
ship would be recorded roughly as work progressed and, 
in the case of construction, as buildings were put “in place”, 
regardless of whether cash payments had been made.

For the accrual accounts to be truly meaningful, it would 
be necessary that accurate records and a regular system 
of reporting be maintained. Since a number of Govern
ment agencies, including the Department of Defense, are 
not now using accrual accounting, the President’s Commis
sion recommended that the new budget not be fully imple
mented until 1970 (for fiscal 1971) to give these agencies 
time to develop the necessary accounting records.

The new budget would also record all taxes on an 
accrual basis. None of the other budgets use an accrual 
approach for receipts, although the NIA budget does 
use accruals for some receipt items, most notably corporate 
profits taxes.

While the Commission recommended that individual
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income and employment taxes be recorded on an accrual 
basis, it recognized that there may be some difficulties in 
doing this because there is little experience for compiling 
such data. Consequently, the Commission recommended 
that further study be made of the feasibility of using the 
accrual concept for income and employment taxes. In the 
event that a satisfactory accrual accounting basis cannot 
be developed for these taxes, then reporting them on a 
cash basis would not impair the usefulness of the new 
budget too seriously, since accrual taxes probably do not 
influence individual behavior much, if at all. In practice, 
the new budget may approximate the current NIA budget 
on the receipts side as far as the treatment of taxes is con
cerned. Unlike the NIA budget, however, the new budget 
also would include loan repayments, although, as noted 
below, these repayments usually would be “netted” against 
expenditures.

COMPARISON OF NEW  BUDGET TOTALS WITH PRESENT
b u d g e t s . Estimates of the new budget—which are neces
sarily rough— are compared with existing budgets for 
total receipts and expenditures and the net budget sur
plus or deficit for the fiscal years 1965 to 1968 in 
Table III. On the receipts side, the total for the new 
budget is likely to be smaller than that in the cash bud
get or the NIA budget because there is more netting 
of receipts items in the new budget.4 (Netting offsets the 
receipts of a particular program or agency against the 
expenditures of the program or agency, and the resultant 
net figure is recorded on the expenditures side of the 
ledger.) Moreover, a considerable variation in the gap 
between total cash receipts and accrual receipts in the 
new budget for the same fiscal year may arise in periods of 
wide cyclical swings, owing to the differences in the ac
crual basis of recording taxes and the payments basis, 
particularly in the case of profits taxes; for shorter periods,

Table III
HISTORICAL COMPARISON OF FOUR CONCEPTS OF 

BUDGET TOTALS
Fiscal years 1965-68
In billions of dollars

Receipts and expenditures 1965 1966 1967* 1968*
Administrative budget
Receipts ................................................................... 93.196.5 104.7107.0 117.0126.7 126.9135.0Expenditures ...........................................................

Surplus ( + )  or deficit (—) ......................... - 3 . 4 - 2 . 3 -  9.7 — 8.1
Receipts from and payments to the public (consolidated cash budget)
Receipts ................................................................ 119.7122.4 134.5137.8 154.7160.9 268.1172.4Payments .................................................................

Surplus ( + )  or deficit (—) ......................... — 2.7 — 3.3 -  6.2 -  4.3
Federal sector of national income accounts (NIA budget)
Receipts ................................................................... 120.6118.3 132.6132.3 149.8153.6 167.1169.2Expenditures ..........................................................

Surplus ( + )  or deficit (—) ......................... +  2.3 +  0.3 — 3.8 -  2.1
Commission’s recommended budget
Receipts ................................................................... 118.9 

i  119.0 131.1135.7 147.7155.5 165.2171.1Expenditures ...........................................................
Expenditures account surplus (+ )  or deficit (—) ................................................... — 0.1 - 4 . 6 -  7.8 — 5.9

! 1.8 3.8 5.2 4.4
Total budget:

Receipts .......................................................... 118.9120.8 131.1139.5 147.7160.6 165.2175.5Expenditures .....................................................
Surplus ( + )  or deficit ( — )  ................. - 1 . 9 — 8.4 — 12.9 -  10.3

* Estimates based on The Budget, Fiscal 1968, January 1967.
Source: Report of the President’s Commission on Budget Concepts, page 92.

4 The greater use of netting in the new budget arises from the Commission’s view that “. . . receipts from activities which are essentially governmental in character, involving regulation or compulsion, should be reported as receipts. But receipts associated with activities which are operated as business-type enterprises, or which are market oriented in character, should be included as offsets to the expenditures to which they relate”. The following categories of receipts are offsets to expenditures in the new budget: receipts of Government enterprises and enterprise funds; permits and fees; hunting and grazing licenses and fees; interest, dividends, rents, and royalties; sales of products; fees and charges for services and benefits of a voluntary character; sales of Government property; repayments of loans and advances; and recoveries and refunds of earlier expenditures. But, as noted previously, gross figures will be made available in supplementary accounts for the Government agencies whose receipts are offset against expenditures.

such as a month or a quarter, the dollar differences be
tween cash and accruals are likely to be even larger than 
for full years.

On the expenditures side, the greater use of netting in 
the new budget than in existing budgets operates to reduce 
spending as compared with the cash or NIA budgets. On 
the other hand, the removal of participation certificate 
sales as an offset to expenditures operates to make the new 
budget expenditures total larger than that in the cash 
budget for the same period. Finally, total expenditures in 
the new budget will be larger than total spending in the 
NIA budget because of the inclusion of lending programs 
(and other financial transactions) on the spending side 
of the new budget.

The estimates by the Commission for the new bud
get for previous years show that cash budget expendi
tures typically exceed total spending in the new budget 
which, in turn, exceed total expenditures in the NIA bud
get. For receipts, the order is somewhat different; again,
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cash budget receipts are largest, but receipts in the new 
budget are smaller than NIA receipts.

It is not possible to generalize how the resultant surplus 
or deficit for the new budget will compare with net figures 
for the existing budgets of the same year, either in terms 
of magnitude or change in levels from one year to the 
next (see Chart I). Much depends on the relative im
portance of the various components of receipts and ex
penditures for the years being compared. Moreover, the 
data shown for the new budget in the charts and tables 
must be viewed with caution, since there is only the rough
est kind of information to estimate the accruals for a 
number of components—particularly defense spending.

If we assume that the data prepared by the Commission 
for its recommended budget are reasonably good, how
ever, then those who interpret the fiscal impact of the 
budget not from the level of the budget surplus or deficit 
but from the changes in the level of the surplus or deficit 
from one year to the next may find that the new budget

Chart 1

FEDERAL GOVERNMENT SURPLUS OR DEFICIT
B illio n scfd o lla rs  F isca ly e a rs  Billions of dollars
6| | I 16

l\\\1 C a sh

1963 1964 1965 1966 1 9 6 7 *  1 9 6 8 *

*  Estimates based onThe Budget. Fisca n968. January 1967

Source: ReportofthePresident'sCommission on Budg etConcepts,Qctober1967.

Chart II

CHANGES IN SURPLUS OR DEFICIT
Billions o* dollars F isca ly e a rs  B illionsof d ollars

_____________________________________ j__________________ ___________________ |__________________ i_______________

1963 1964 1965 1966 1 9 6 7 *  1 9 6 8 *

*  Estimates based onThe Budget, Fiscai 1963 , January 1967.

Source: ReportofthePresident’sCommission on B^d getConcepts.October 1967.

gives a different reading at times from that provided by the 
NIA budget or the cash budget. For example, as shown in 
Chart II, the change from fiscal 1963 to 1964 in the new 
budget is zero (neutral), whereas in the cash and NIA 
budgets the changes were in the direction of deficit (stimu
lus). While these differences are small, nevertheless they 
are indicative of possible divergences. In other years, the 
changes are in the same direction but there are substantial 
differences in magnitudes.

O T H E R  F E A T U R E S  O F  TH E  FINANCIAL. P L A N

The Commission’s recommendations for the definitions 
of budget receipts and expenditures lead to the definition 
of Government debt. If an agency is included in the budget 
(receipts and expenditures), then its debt is included as 
“Federal securities: gross amount outstanding”. Thus
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agency debt is added to direct Treasury debt.5 But in the 
new budget, as in the case of the cash budget, intragovern- 
mental transactions are excluded and, consistent with the 
elimination of intragovernmental transactions, the rele
vant debt concept is “Federal securities: held by the pub
lic”. Changes in Federal securities held by the public would 
show net Federal borrowing from the public for the period 
under consideration.

The means of financing section would be an explicit 
statement as to how a deficit would be financed or how a 
surplus would be used. As noted earlier, the new accrual 
accounting method would break the fairly close connection 
between actual Treasury borrowing (or repayment) and 
the budget deficit (or surplus) because the receipts and 
expenditures would be on an accrual accounting basis, 
whereas the Treasury’s need to borrow or its ability to re
pay debt is determined by cash flows. Since cash payments 
of taxes— and most particularly corporate profits taxes—  
differ quite widely from the accrual of taxes, especially 
for a quarterly (or half-year) period, the deficit or surplus 
figure at any moment of time for the new budget cannot 
reflect the Treasury’s financing requirements.

In the means of financing section, the discrepancy 
between cash flows and accruals on the receipts side would 
appear as accounts receivable for moneys owed (accrued) 
to the Government but not yet received; on the expendi
tures side, accounts payable to the private sector would 
be recorded for expenditure accruals for which the Gov
ernment had not yet made payment. However, should ac
counts receivable be rising rapidly the proverbial man in 
the street is going to be puzzled, indeed, to learn that the 
Government is planning to borrow $4 billion at the same 
time that it is running a surplus of (for example) $8 billion.

In the budget appropriations section (see Table I), 
the account would show the relationship between appropri
ations and the expenditures which take place out of these

5 Under this definition, the securities of the following agencies are included: Federal Housing Administration (debentures), Tennessee Valley Authority, Commodity Credit Corporation, and Export-Import Bank, which are wholly owned corporations or agencies; and Federal intermediate credit banks, Banks for Cooperatives, and Federal National Mortgage Association (secondary market operations), which are mixed-ownership agencies. The Commission also recommended that the Federal Home Loan Banks and Federal land banks, which are excluded from the recommended new budget, would also be excluded from the “means of financing” section but their securities issues should be shown as memorandum items. This new definition would require a reconsideration of the debt ceiling definition, but as noted previously the Commission does not endorse the use of a debt ceiling as a method of budget control.

appropriations. A detailed enumeration would be given of 
new appropriations that are needed, as well as appropria
tions available without further Congressional action. In 
addition, the appropriations concept would be broadened 
to include authorizations to spend that are not now sub
ject to regular appropriations by the Congress. Conse
quently, the connection between appropriations and the 
ultimate spending of funds (including net lending) would 
be spelled out more clearly.

C O N C L U D IN G  C O M M E N T S

The President’s Commission on Budget Concepts did an 
outstanding job in constructing a budget document which 
integrates the various elements of the budget process into a 
more meaningful whole. Information previously available 
would be made more accessible, and much new informa
tion, badly needed, would be provided. The overall con
ception of the new budget is very sound, but it would be 
most unfortunate if the adoption of the new accrual budget 
brought to an end publication of cash flow figures. It 
would be particularly useful to have detailed cash data 
provided for the same agencies and programs used in the 
new budget.

If the new budget is adopted, the Commission recom
mended that Federal expenditures in the national income 
accounts (which exclude lending activities and use a de
livery basis for some items) be redefined to coincide with 
the new budget. While this would involve some incon
sistencies in the overall accounting logic of the national 
income accounts, similar compromises are present in 
other parts of these accounts because of data problems or 
other reasons.

Perhaps the most important modification is the sub
stitution of accruals for deliveries as the basis for calculat
ing “Government purchases”. The use of the purchases 
concept on an accrual basis for Government purchases, 
and on a delivery basis for purchases made by the other 
sectors, would result in an impairment of theoretical ac
counting purity (in the sense that the Government sector 
would be treated differently from other sectors in the na
tional income accounts). But, as described earlier, the re
cording of accrual expenditures should follow closely the 
production taking place in the economy for Government 
purchases and, therefore, closely tie in with changes in the 
level of gross national product and personal income which 
are directly associated with Government procurement.

On the other hand, the recording of Government ex
penditures on an accrual basis would require modification 
of the business inventories component in the national in
come accounts. Many goods under production for future
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delivery to the Government, which are carried in business 
inventories until delivered, would be recorded as Govern
ment purchases under the accrual method, even though 
these goods may be physically located in, or legally owned 
by, private business. Thus, on an accrual basis, the level 
of inventories would be lower than if measured on the 
current basis and the “change in business inventories” 
component of the national income accounts might follow 
a different pattern than if measured on the current basis.

In addition to the new budget data and cash flow data, 
there remains one vital set of information still to be pro
vided if the impact of the Government on the private sec
tor is to be analyzed in depth. At present, there are no

satisfactory data on orders originating from the Govern
ment sector, even though the available data have been 
expanded somewhat recently. A comprehensive orders 
series would greatly improve the ability of analysts to 
estimate the potential direction of the Government’s in
fluence. Presumably, the better organization of appropria
tions data in the first section of the new budget document 
would be of some help, but appropriations data are not 
adequate substitutes for “new orders”. In the transition 
period before 1970, when the accounting basis for the new 
budget is to be established, an effort ought to be directed 
toward developing an orders series consistent with the ex
penditures categories used in the new budget.
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