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Recent Trends in Federal Budget Policy

This article was prepared in the Government
Finance Section of the Division of Research and
Statistics.

Prospects for a more effective Federal fiscal
policy were enhanced with the enactment of the
Congressional Budget and Impoundment Con-
trol Act of 1974. This legislation requires the
Congress to establish over-all Federal budget
targets—for receipts, expenditures, and the re-
sulting surplus or deficit—that appear to be
consistent with the broad requirements of na-
tional economic policy. Previously, congres-
sional budget machinery has tended to encour-
age a fragmented focus on specific Federal ex-
penditure and tax programs, with insufficient
emphasis on the economic consequences of the
budget as a whole. Thus, the conscious deter-
mination of an appropriate, general Federal fis-
cal policy has seldom been an integral part of
the congressional budget process.

Official implementation of the new budget
machinery is not scheduled until the fiscal year
1977. However, in order to gain needed experi-
ence for next year, the Congress is approaching
the budget for the current fiscal year as if the
new law were already in effect. New congres-
sional budget committees have been established,
and they are currently engaged in the task of
specifying appropriate fiscal goals.

This new approach to fiscal policy faces ob-
vious challenges. It is being initiated against the
backdrop of the most serious economic reces-
sion since before World War Il. In addition,
the need to curb inflationary pressures persists,
and at the same time, considerable differences
of opinion remain regarding the extent to which
fiscal measures should be used to promote en-
ergy policy. Finally, rapid growth in Federal
expenditures stemming from the sweeping so-
cial legislation of the 1960’s is intensifying

problems of both short- and long-term budgetary
control.

This article sketches the nature and dimen-
sions of these longer-run fiscal trends, describes
the recent enactment of tax reductions, and
discusses in some detail the new budget control
procedures that offer considerable promise for
improved fiscal policy.

TRENDS IN
FEDERAL SPENDING

Within the last 10 years Federal outlays have
expanded at an unusually fast pace—from $118
billion in fiscal 1965 to about $325 billion in
the fiscal year just ended. This represents an
increase of 175 per cent, or an average annual
growth rate of about 11 per cent. In contrast,
Federal revenues have increased by only 140
per cent during the period, with the growth of
receipts varying considerably from year to year.
The recession of this year, in particular, has
dampened growth of receipts while accelerating
that of expenditures.

While these budget totals provide a useful
general impression of the thrust of budget ac-
tivity, they conceal a number of rather diverse
influences on the Federal budget. In the latter
half of the 1960’s, for example, growth in
Federal outlays was dominated by the war in
Vietnam and by the inauguration of new social
welfare programs. Expenditure growth in the
first half of the 1970’s, on the other hand, while
reflecting the continued evolution of the social
programs initiated earlier, has also been strongly
reinforced by the effects of accelerated inflation.
Most recently, the recession has induced a sub-
stantial volume of compensatory outlays.

Chart 1 shows the growing importance of
social outlays in the Federal budget over the
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past 10 years and the resulting changes in im-
portance of other key budget items. The
proportion of outlays allocated to national de-
fense has declined steadily, from 42 per cent
in fiscal 1965 to 27 per cent in fiscal 1975. Even
though defense expenditures in fiscal 1965 had
not yet reflected much of the build-up associated
with the war in Vietnam, the data indicate that
the proportion of expenditures for national de-
fense today is substantially lower than in the
period just prior to our Vietnam involvement.

In the area of social outlays, the most signifi-
cant gains for the period have occurred in ex-
penditures for income security. This functional
category includes social security and unem-
ployment insurance programs, public assist-
ance, and supplements to low-income families
for food and housing. As a proportion of total
outlays, this category has increased from 22 per
cent in fiscal 1965 to 33 per cent in fiscal 1975.
Other significant increases have occurred in the
areas of health and education.

Table 1 provides additional perspective on the
shift in relative spending priorities over the
period and relates Federal spending to the level

CHART1

Functional classification of budget outlays

Per cent
100

of aggregate economic activity. As shown, the
ratio of Federal outlays to gross national product
has increased somewhat in 1975. However, this
increase is accounted for largely by the surge
in spending induced by the downturn in eco-
nomic activity. The final line of Table 1 adjusts
for this factor and presents the ratio of expendi-
tures to GNP under conditions of sustained, high
employment. These data would indicate that the
share of Federal expenditures has tended to be
stable during the first half of the 1970’s.

The increased relative importance of Federal
spending for social programs, while reflecting
the evolution of national priorities, introduces
problems of control in the management of Fed-
eral fiscal policy. Spending for most of these
programs is open-ended in character since it is
funded under a so-called “entitlement author-
ity.” When the Congress creates such pro-
grams, it specifies levels of benefit payments and
defines the population eligible to receive them.
As a result an automatic entitlement, or right,
to benefits is created whenever eligibility re-
quirements are met. Public assistance, food
stamps, and certain unemployment compensa-

Other

Revenue-sharing
Veterans

Interest

Health
Education

Income security

Commerce & transportation

National defense

1966 1968 1970 1972 1974 1976
Fiscal data from The Budget of the United States Government, Fiscal Year 1976 (Feb. 1975).
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TABLE 1
Federal outlays as per cent of GNP

Item 1970 1971 1972 1973 1974 1975 1976"

security, health, veterans) 7.6 8.9 9.5 9.5 9.8 113 111

..................... 8.3 7.6 7.0 6.1 5.8 5.9 5.9

National defense

15 15 14 14 1.6 1.6 1.6

3.2 2.9 3.1 3.1 2.7 31 3.3

Total outlays 20.6 20.9 21.0 20.1 19.9 21.9 21.9
Memo

Full employment

expenditures/full-

employment GNP1 20.0 19.6 197 20.4 19.7 20.0 20.5

pAs estimated in the Budget of the United States Government, Fiscal Year 1976 (Feb.

1975).
1National income accounts basis.

tion and veterans programs are examples of
transfer payments funded by this type of au-
thority.

With the substantial growth in these types of
programs, the share of total Federal spending
that is mandatory or automatic in the short run
has become increasingly important. In this sense
these programs, and a number of others, are
sometimes described as “uncontrollable.” Over
the past 5 years the share of Federal outlays
that fall in this uncontrollable category has in-
creased from about 65 per cent to nearly 75 per
cent. The payment of interest on the public debt
is another spending category that responds au-
tomatically to external events without the need
for explicit congressional action and that is
included in the uncontrollable category. Also
payments under long-term contracts for defense
and public works, once obligated, may be un-
controllable for extended periods. In terms of
the various functional budget categories, more
than 90 per cent of the outlays for income
security, health, and veterans benefits are deter-
mined by established legislation. And, of
course, 100 per cent of the interest payment on
the public debt falls in this category. In contrast,
only about 40 per cent of defense-related outlays
can be classified as “uncontrollable” in that
they do not require new congressional appro-
priations each year.

Of course, it is misleading to assert that any
budget outlay is wholly uncontrollable, since the
Congress may change any item in the budget

by legislative action. However, because income
security programs have generally been estab-
lished to meet long-run needs and are often
financed by specifically earmarked taxes, any
major changes in the scope of these programs
would entail prolonged legislative consid-
eration. It is true, of course, that the Congress
would also be subjected to substantial pressures
if it attempted to make substantial cuts in the
controllable sector of the budget.

Outlays in the sectors of the Federal budget
that do require annual appropriations have, of
course, been greatly inflated over the past dec-
ade by the general advance in prices. Although
benefit payments in Federal social programs are
typically legislated in nominal dollars, they too
have been strongly affected by inflation, since
Congress generally responds to the pinch of
higher prices by liberalizing benefit payments.
Moreover, in recent years, the Congress has
turned increasingly to indexation as a means of
keeping benefit payments more current with
rising prices. Federal retirement pay, social se-
curity, and several other types of income main-
tenance programs are now all tied to the move-
ment of the consumer price index.

One of the important implications of this
trend toward indexation of expenditures is that
it tends to blunt the restrictive effects of the
so-called “built-in stabilizers” in the Federal
budget. Government spending on unemploy-
ment benefits and other income maintenance
programs is generally expected to shrink during
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periods of expanding economic activity and
rising employment, and thus helps to temper
inflationary pressures. With indexation, how-
ever, spending in these areas tends to be main-
tained during periods of inflation, which creates
a problem when inflation is being stimulated by
a general overheating of the economy. Most
recently, however, with inflation and underuti-
lization of resources occurring simultaneously,
indexation in the various income transfer pro-
grams has tended to cushion the fall of purchas-
ing power, and thus to moderate declining eco-
nomic activity.

In any event, the recent combination of re-
cession and inflation has strongly accentuated
the growth in Federal outlays. As a result, in
the fiscal year just ended, outlays expanded by
nearly one-fifth, accounting in the process for
approximately two-fifths of the over-all growth
in Federal spending since the beginning of the
1970’s. A slowing in the growth of budget
outlays is now projected for the current fiscal
year, due both to an expected, further abatement
of inflation and to a projected moderation in
outlays for unemployment insurance as eco-
nomic activity improves. In addition, the Pres-
ident’s program calls for explicit curbs on
spending growth. Since, however, the bulk of
Federal outlays are now mandatory under exist-
ing laws, the possibilities for sizable short-range
cutbacks are quite limited.

IMPACT OF INFLATION
ON FEDERAL RECEIPTS

In addition to their impact on outlays, recent
trends in economic activity have also exerted
pervasive effects on the course of Federal re-
ceipts. Most importantly, inflation has tended
to increase tax receipts by more than the gain
in private incomes.

The experience of 1973-74 illustrates the
influence of inflation on receipts. In those years
effective tax rates on incomes of individuals rose
significantly (Table 2). This rise reflects two
factors. First, personal exemptions as well as
the legislated minimum and maximum standard
deductions are stated in fixed-dollar terms; when
nominal incomes are pushed higher in the course

TABLE 2

Effective income tax rates for individuals

Calendar year Individualsl

11.9
11.3
11.2
11.8
12.7

1Calculated on a cash-flow basis as the ratio of (tax receipts
net of refunds) to (personal income less transfer payments).
The 1970 rate has been adjusted to remove the effect of the
surtax, since its inclusion would overstate the impact of the
1971 Act. Also in 1972, an $8.0 billion adjustment was made
for overwithholding, since its inclusion would understate the
impact of the 1971 Act in 1972.

of inflation, these fixed-dollar allowances con-
stitute an increasingly smaller share of the total ;
thus an increasingly greater share of income
becomes subject to tax. Second, when inflation
causes nominal incomes to grow, the progres-
sive character of the income tax structure forces
taxpayers into higher marginal tax brackets; as
a result, tax liabilities rise faster than taxable
incomes.

This second influence affects taxpayers across
awide range of income levels, but the first factor
exerts its greatest percentage impact on individ-
uals in lower tax brackets. Low-income families
are most affected because tax allowances stated
in fixed-dollar terms bulk larger as a share of
their total incomes. In addition, individuals with
higher income levels are more likely to itemize
their deductions, the dollar value of which tends
to rise somewhat in response to inflation.

In the case of corporations, the impact of
inflation on effective tax rates is of a different
character. Because corporate accounting proce-
dures often do not allow adequately for rising
replacement costs, higher recorded corporate
profits frequently exaggerate available internal
funds during periods of inflation. Despite
mounting corporate cash needs in such periods,
tax liabilities remain at high levels.

A corporate cash squeeze due to high tax
liabilities can occur in two ways. First, since
deductions for depreciation are recorded on a
historical cost basis, the real cost of capital
consumption is underestimated. Second, when
prices are rising steeply, many corporations
show substantial “paper profits” on inventories
that are valued without adequate regard for
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replacement costs. Real corporate profits have
thus tended to be overstated because of depre-
ciation methods and the treatment of inventory
profits. It should be noted however, that infla-
tion introduces an additional, partially offsetting
influence. During periods of rising prices, con-
ventional accounting practices fail to reflect the
gains that accrue to debtors as a result of the
decline in the real value of outstanding, fixed-
dollar debt obligations. To the extent that the
corporate sector is in a net debtor position, this
fact may be significant.

The inventory effect has been important in
recent years because many firms use the “first-
in, first-out” (FIFO) accounting method for
measuring the cost of goods sold. Under the
FIFO approach, goods sold are valued at the
prices paid for the inventory acquired earliest.
During periods of rapid inflation, therefore,
goods sold are assigned a value well below their
replacement costs, leading to an overstatement
of profits relative to the funds that are available
to pay taxes on these profits. Table 3 indicates
the increased importance of inventory profits in
the 1973-74 period. Because of this distortion,
many firms have recently elected to switch to
a “last-in, first-out” (LIFO) method of inven-
tory valuation. Under this procedure, goods
sold are valued at the price paid for the most
recent additions to inventory.

Inflation has thus increased effective tax rates
considerably for both individuals and corpora-
tions, particularly during 1973 and 1974. Much
of the $20 billion shift toward a smaller defi-
cit—from $23 billion to $3 billion—that devel-
oped in the unified Federal budget between

TABLE 3

Inventory profits and taxes

Inventory Estimated tax due
Calendar profits/ on inventory
year total corporate profits
profitsl (in billions of dollars)
1970 6.5 1.9
1971 5.8 1.9
1972 7.1 2.6
1973 14.3 6.2
1974 25.0 12.3

Calculated as the ratio of inventory valuation adjustment
to total corporate profits before taxes.
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CHART 2
Surplus/deficit budget concepts

Billions of dollars

The full-employment budget is based on the series published
by the Federal Reserve Bank of St. Louis. Beginning in 1973,
adjustments were made to the St. Louis series to include the
impact of inflation on inventory profits. The projections of the
actual and full-employment budgets for fiscal year 1976 are
based on the First Concurrent Resolution on the Budget pre-
sented by Congress in May 1975.

fiscal 1972 and fiscal 1974 was attributable to
this influence.

The significance of inflation for effective tax
receipts is also suggested by the so-called
“full-employment” budget, shown in Chart 2.
This analytical measure attempts to focus on the
stance of discretionary Federal fiscal policy by
abstracting from the automatic effects on budget
totals of fluctuations in general economic activ-
ity. In other words, the full-employment budget
seeks to show what the position of the budget
would have been—given the same discretionary
fiscal policies—if the economy had followed a
steady growth path close to full employment.
As indicated in the chart, the full-employment
budget strongly suggests a shift toward a more
restrictive fiscal policy between 1972 and 1974.

Full-employment budget totals, however,
have to be interpreted with particular care during
periods of inflation. A sizable part of the marked
1974 shift to surplus in the full-employment
budget, for example, clearly did not result from
discretionary fiscal actions designed to achieve
greater restraint. The observed move toward
surplus simply reflected an uptrend in effective
tax rates caused by the inflation of nominal
incomes.
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Increases in revenues resulting from inflation
have traditionally been viewed as desirable,
automatic fiscal stabilizers. Unfortunately, re-
cent economic conditions do not fit neatly into
this traditional framework of fiscal analysis.
In 1974 rapid inflation occurred during a period
of economic stagnation, and the source of the
inflation was not excess demand. In these cir-
cumstances the tendency for the automatic sta-
bilizers to increase effective tax rates and to
dampen spending was counterproductive in that
it reinforced the weakening of the economy.

RECENT
BUDGET DEVELOPMENTS

Since 1974 the full-employment budget has
shifted substantially toward deficit, as Chart 2
shows. For all of fiscal 1975 the actual budget
deficit moved up sharply to about $45 billion,
and for the current fiscal year it is now forecast
to rise further, possibly to $70 billion.

The latter figure would represent the largest
absolute dollar deficit in U.S. history. As a share
of GNP, it has been exceeded only by the
deficits incurred during the full mobilization
period of World War Il. To a considerable
extent the record proportions of this prospective
deficit simply reflect the impact of deep reces-
sion on the automatic budget stabilizers. As
employment and incomes have fallen, outlays
for unemployment compensation and other en-
titlement programs have risen, while tax receipts
have weakened.

In addition, however, the marked recent shift
toward fiscal stimulus reflects new fiscal policy
initiatives. In the Federal budget presented in
February, the administration requested (1) tem-
porary tax reductions to help stimulate economic
recovery, (2) cutbacks in certain types of Fed-
eral spending to help curb inflation over the
longer run, and (3) a system of excise taxes
and import fees on petroleum and natural gas
to help promote self-sufficiency in energy.
Among these proposals, those designed to stim-
ulate the economy received prompt congres-
sional attention, but legislative action on the
energy program has been deferred. Moreover,
the Congress has shown little inclination to

support the administration’s proposed reduc-
tions in spending.

In his budget message for the fiscal year 1976
the President requested temporary tax reductions
of $16 billion, with three-fourths of the amount
going to individuals and one-fourth to busi-
nesses—roughly the shares of total Federal in-
come tax receipts already accounted for by each
of these sectors. The recommended tax reduc-
tions consisted of a rebate of up to 12 per cent
on 1974 personal tax liabilities and a temporary
increase in the investment tax credit to 12 per
cent.

These provisions were modified and supple-
mented by the Congress in the Tax Reduction
Act of 1975, which was passed in April of this
year. This Act provided for approximately $20
billion in net tax relief with about $17 billion
going to individuals.

A part of this legislation took the form of
an $8.1 billion tax rebate on 1974 personal
taxes. Other provisions applied to taxes for the
calendar year 1975. To ameliorate the effects
of inflation on taxpayers in the low- and mid-
dle-income tax brackets, the Act increased both
the standard deduction and the low-income al-
lowance. A $30 tax credit for each exemption
was also introduced, and a refundable tax credit
of 10 per cent, with a maximum of $400, was
provided to alleviate the burden of growing
social insurance taxes on low-income families.
Finally, to stimulate the housing industry, a 5
per cent tax credit, with a maxium of $2,000,
was provided on the purchase of a new home.

To stimulate business investment, the invest-
ment tax credit was increased to 10 per cent,
and smaller businesses were assisted by a re-
duction in tax rates on corporate profits of less
than $50,000. Some of this tax relief to business
was offset by the repeal of most depletion al-
lowances on petroleum and natural gas and by
increased limitations on the use of foreign tax
credits.

Current discussion regarding future tax policy
revolves chiefly around the question of whether
cuts in tax liabilities provided in the Tax Re-
duction Act should be extended into 1976. Other
fiscal policy debate centers on the level of ag-
gregate spending thought to be appropriate for
promoting an extended noninflationary recov-
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ery. The manner in which these issues are
ultimately settled will be influenced strongly by
the extent to which the new machinery estab-
lished by the Congressional Budget and Im-
poundment Control Act is successfully imple-
mented.

PREVIOUS EXPENDITURE-
CONTROL ACTIONS

The need for improved congressional control
over the Federal budget has long been recog-
nized. Impetus for reform of the budget-making
process, however, came from the executive,
rather than the legislative, branch when, during
the early years of the 1970’s, the President made
a growing practice of impounding funds appro-
priated by the Congress.

Presidential impoundment of appropriated
funds was not a creation of the 1970’s. Legisla-
tive authority for this practice was provided at
least in a limited way by the Anti-Deficiency
Act of 1950. That Act permitted the President
to establish budgetary reserves in order to pro-
vide for contingencies and to allow savings in
congressionally appropriated funds. Impound-
ments of this type were for the purpose of
enhancing managerial efficiency, since it was
recognized that funds appropriated under some
programs might exceed the actual level of ex-
penditures needed to complete them. However,
the Act does not permit impoundment for the
purpose of program curtailment or cancellation.
During the 1960’s most executive impound-
ments involved withholding of funds from high-
way trust funds or for defense-related projects.

During the early years of the current decade,
the character of presidential impoundments un-
derwent a quantitative and qualitative change.
In this period impoundments were justified by
the administration not only for purposes of
managerial efficiency but also as a means of
implementing an anti-inflation policy. It was
argued that impoundment for this purpose was
sanctioned by the Employment Act of 1946 as
well as by the Economic Stabilization Act of
1971.

The expanded use of impoundments during
the 1970’s, and a growing congressional con-
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cern that the administration was becoming
overly selective in its impoundment choices,
provoked a congressional response in the form
of anti-impoundment legislation. It soon became
evident, however, that if such legislation were
to be effective, it would have to be accompanied
by new procedures that would reorganize the
congressional budget process itself. An impor-
tant related development that promoted this rec-
ognition was the rapid growth in uncontrollable
budget outlays discussed earlier.

Prior to enactment of the new budget law,
the ability of the Congress to view the budget
as a whole was severely limited. Since no single
committee was charged with responsibility for
reviewing the entire budget, spending totals in
any given year were largely the result of un-
coordinated actions by a number of separate
committees and subcommittees. This fragmen-
tation of budget decisions made it virtually
impossible for the Congress to establish a con-
sistent set of spending priorities. Hence it was
most difficult to achieve an over-all budget pos-
ture consistent with economic policy needs.

HIGHLIGHTS
OF THE NEW LEGISLATION

The Congressional Budget and Impoundment
Control Act significantly improves the budget-
making process. It establishes standing budget
committees in each House of Congress em-
powered to study and to recommend changes
in the budget submitted by the President. In
effect, these committees are charged with the
task of formulating a congressional budget ap-
propriate to the requirements of economic sta-
bilization. To help implement this new respon-
sibility, the Act creates the Congressional
Budget Office, paralleling the Office of Man-
agement and Budget in the Executive Office of
the President.

In order both to lengthen the time period over
which the President’s January budget proposal
can be considered by the Congress and to assure
that actions on appropriations are completed
before the start of the fiscal year, the Act also
changes the start of the fiscal year from July
1 to October 1. The Act is scheduled for full
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Congressional Budget Timetable

On or Action to be completed

before

Nov. 10 Presidential submission of “current services
budget” that includes expectations for next
fiscal year—given current economic fore-
casts and an assumption of no further leg-
islative action on spending programs.

15th day President submits his budget proposal

after for the next fiscal year.

Congress

convenes

Mar. 15 Congressional committees and joint com-
mittees report to the budget committees
on the President’s budget and the
economic outlook.

Apr. 1 Congressional Budget Office submits report
to budget committees recommending
requisite budget totals.

Apr. 15 Budget committees report to their respec-
tive Houses the first concurrent resolu-
tion on the budget establishing key budget
totals.

May 15 Committees report bills and resolutions au-
thorizing new budget authority, and
Congress passes the first concurrent
budget resolution.

7th day Congress completes action on all bills and

after resolutions from legislative and appropri-

Labor Day ations committees providing new budget and
spending authority.

Sept. 15 Congress completes action on a second con-
current resolution of the budget.

Sept. 25 Congress completes action on a reconcil-
iation bill or resolution implementing the
second concurrent resolution on the budget.

Oct. 1 Fiscal year begins.

implementation when the Congress considers its
budget for fiscal 1977.

As shown in the accompanying timetable, the
Act establishes a tight schedule for congres-
sional budget actions within a new fiscal year.
A brief review of the major steps involved in
meeting this demanding timetable will help to
explain its essentials. Basically, the process falls
into four stages.

In the first stage, the Congress considers the
President’s “current services budget,” which
is submitted in November, 3 months before the
regular administration budget. The current
services budget is a projection of receipts and
outlays for the coming fiscal year, assuming
continuation of Federal benefits, services, pur-
chases, and taxes as provided under existing
law. This forecast is based on economic as-
sumptions provided by the latest projections of

the Council of Economic Advisers. The “no-
program change” assumption of the current
services budget provides a convenient base for
use by the Congress in evaluating the Pres-
ident’s February budget proposal, since the
February budget is both a forecast of ongoing
programs and a statement incorporating pro-
posed new spending and tax initiatives.

The second stage in the new budget process
involves the formulation of an initial congres-
sional budget—or as it is termed in the Act,
the first concurrent resolution on the budget.
This resolution is a preliminary working budget
that is intended to serve as a set of guidelines
for the appropriations committees. The initial
budget resolution, as adopted, sets target figures
for total outlays, tax revenues, appropriations,
changes in outstanding debt, and the budget
surplus or deficit. The formulation of the first
concurrent resolution is a key stage in the new
budget-making process. At this point the Con-
gress will, for the first time, explicitly consider
the Federal budget as a whole and relate its
budgetary decisions to the goals of full employ-
ment and price stability. This focus on the
over-all thrust of fiscal policy is a radical change
from past budgetary practice.

After passage of this initial budget resolution,
the budget process enters its third stage. In this
stage, the Congress acts on appropriations
measures through its usual procedures: moving
from subcommittees to the full committee, to
action by the House and Senate, and to a final
conference resolution. Final passage of these
appropriation measures is held up, however,
until all appropriations bills have been reported
and a summary has been prepared. Once this
is done, final approval of the appropriations bills
must be provided in quick succession, since all
appropriations actions must be cleared by the
Congress no later than the seventh day after
Labor Day.

The fourth and final stage of the new budget
process begins in mid-September. Having com-
pleted action on all appropriations measures, the
Congress must then review the budget as a
whole. At this point, and in view of possible
changes in economic conditions, the targets of
the initial budget resolution prepared in May are
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reviewed and are either revised or reaffirmed.
If the separate appropriations actions exceed the
targets of the initial budget resolution (or fail
to reach them), the Congress may then decide
to alter targets for appropriations, revenues, or
the debt ceiling. The budget process for the
fiscal year is concluded with enactment of a
reconciliation bill. This bill adjusts separate
committee actions on outlays and receipts to the
over-all budget targets affirmed by the Congress.
Once the final concurrent budget resolution is
enacted, all new budget authority must be within
the limits established by that resolution.

Thus, the final stage of the new budget
process is especially important. At this stage the
Congress is expected to exercise the greatest
amount of self-discipline and, if necessary, to
challenge the traditional and established pre-
rogatives of regular committees.

Impoundments

A special section of the Act establishes new
procedures for monitoring presidential with-
holdings of appropriated funds. Impoundments
are to be classified by the executive as either
a deferral of spending to a later period or a
recommended cancellation of budget authority,
defined as a rescission. To override a presiden-
tial deferral, a simple majority vote in either
the House or the Senate is required. In the case
of a rescission, however, the new law requires
passage of an enabling bill within 45 days of
the presidential request. Without such a bill, the
President is required to disburse the funds pre-
viously appropriated.

Regardless of whether a given action is a
deferral or a rescission, the President is required
to report the action to the Congress. Ultimately,
suit may be brought in the courts by the Comp-
troller General if the President fails to comply
with an override of an impoundment decision.

While the provisions of the new law clearly
represent a significant effort to regulate the im-
poundment process, some potential problem
areas remain. As mentioned earlier, a large
number of impoundments are routinely initiated
under the Anti-Deficiency Act of 1950. The
Congress probably does not intend to restrict
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the President’s authority in this area. The new
law makes no distinction, however, between
routine and nonroutine impoundments. Since
the executive branch is now required to report
all impoundments, the Congress may find that
the task of monitoring funds that have been
withheld and of ascertaining the validity of each
separate action is more difficult under the new
law. Moreover, while the Act distinguishes be-
tween a deferral and a rescission of spending,
the distinction between the two actions may not
be so clear in practice as its definition would
imply. Budget authority for most programs has
a fixed expiration date. If spending for such a
program is deferred, it is possible that the funds
cannot be fully or efficiently obligated in the
time remaining. Furthermore, during a period
of price inflation, deferral of a spending program
may effectively curtail the scope of the program
when funds are ultimately released.

Since a rescission requires an approval by
both Houses of Congress, whereas a deferral
is valid in the absence of a veto from either
House, it would seem that, as a matter of
strategy, the executive branch would make rel-
atively greater use of the deferral provision if
it is intent on controlling spending by means
of the impoundment mechanism.

Prospects

for the New Procedures

At this juncture it is difficult to evaluate the
likely impact of the new congressional budget
procedures, since the enabling statute will not
be fully implemented until the Congress con-
siders its budget for the fiscal year 1977. As
noted earlier, however, the Congress is partially
implementing the new approach in formulating
its budget for fiscal 1976. The Congressional
Budget Office has been established and is al-
ready engaged in reviewing many aspects of
Federal fiscal policy. Moreover, the budget
committees in both Houses of Congress have
formulated their first concurrent resolution on
the budget for the current fiscal year. As passed
by Congress, this resolution provides for a uni-
fied budget deficit of nearly $69 billion, ap-
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proximately $9 billion in excess of the Pres-
ident’s recommended deficit but significantly
less than many forecasters had anticipated.

To some extent, the deviation from the Pres-
ident’s estimates reflects alternative assumptions
regarding the likely strength of the economic
recovery. But the congressional program also
differs in important respects as to recom-
mendations for spending, including the ceilings
that the administration has proposed on some
programs.

Congressional implementation of the new

Budget Act to date represents an impressive
beginning. A more significant test of the new
machinery will, of course, come in the fall when
the Congress is forced to reconcile its various
spending and tax decisions with the targets that
it has affirmed in the concurrent resolution. If
the Congress continues to implement success-
fully the provisions of the Act, this new ap-
proach promises to produce a more flexible
fiscal policy—one that is capable of responding
more effectively to the often difficult require-
ments of economic stabilization. O
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APPENDIX TABLES

APPENDIX TABLE 1

Unified budget totals

Fiscal year data, in billions of dollars

Budget item 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975* 1976™
Receipts ... 116.8 130.9 149.6 153.7 187.8 193.7 188.4  208.6 232.2 264.9 281.0 299.0
outlays .. 118.4 134.7 158.3 178.8 184.5 196.6 211.4 2319 246.5 268.4 323.6 358.9

Surplus, or

deficit (—) -1.6 -3.8 -8.7 -25.2 3.2 -2.8 -23.0 -23.2  -14.3 -3.5 -42.6 -59.9

eEstimates from Mid-Season Review of the 1976 Budget, released May 30, 1975.
Source.— Office of Management and Budget.

APPENDIX TABLE 2

Major revenue actions since 19691

Date Date
Measure recommended enacted Nature of change

Tax Reform Act Jan. 1969 Dec. 1969 Increased the personal exemption from $600 to $625 in 1970;

of 1969 to $650 in 1971, to $700 in 1972; and to $750 in 1973
and thereafter. The standard deduction was increased from
10 to 15 per cent over a 3-year period, beginning in 1971.
Introduced a maximum marginal rate of 50 per cent on earned
income; the maximum rate on unearned income remained
at 70 per cent. Extended the surtax from Jan. 1, 1970, to
June 30, 1970, at a 5 per cent rate. Postponed scheduled
reductions in the excise tax rates on automobiles and tele-
phone services until Jan. 1, 1971. Generally repealed the
investment tax credit for property constructed, reconstructed,
or acquired after Apr. 18, 1969.

Excise, Estate and May 1970 Dec. 1970 Extended the excise tax rates on automobiles and telephone
Gift Tax Adjustment services, previously scheduled for repeal, at their respective
Act of 1970 7 and 10 per cent levels until Jan. 1972. Sped up collections

of estate and gift taxes.

Treasury’s Asset Jan. 1971 June 19712  Gave firms the option of raising or lowering the “guideline
Depreciation lives” of depreciable assets by up to 20 per cent. The reserve
Range Guidelines ratio test was abandoned.

Revenue Act of Aug. 1971 Dec. 1971 Accelerated by 1 year scheduled increases in personal ex-
1971 emptions and the standard deduction. Repealed 7 per cent

automobile excise tax retroactive to Aug. 15, 1971, and the
excise tax on small trucks and transit buses retroactive to
Sept. 22, 1971. Reinstated the 7 per cent investment tax
credit.

Defined and granted the Domestic International Sales Cor-
porations the option of indefinite deferral of the Federal tax
due on “export related operations.”

Tax Reduction Feb. 1975 Mar. 1975 Provided for a 10 per cent rebate on 1974 taxes up to a
Act of 1975 maximum of $200 for individuals. Provided tax cuts retroac-

tively to Jan. 1975 for both individuals and corporations.
Individual cuts were in the form of increased standard de-
ductions, a $30 exemption credit, a 5 per cent housing credit,
an earned income credit for certain low-income families, and
an increase to 10 per cent in the investment tax credit for
corporations and public utilities. In addition to the increased
investment credit for corporations, a higher surtax exemption
and normal tax rate decrease provided some relief that was
partially offset by the phaseout of percentage depletion on
011 and natural gas and increased limitations on the use of
foreign tax credits in connection with income derived from
foreign oil and gas operations.

1Excludes changes in social security tax rates shown in Appendix Table 3.
2This administrative action was, in large part, incorporated in legislation when the Revenue Act of 1971 was enacted.
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APPENDIX TABLE 3

Major changes in benefit schedules of, and tax rates for, social security trust funds

January 1970 to January 1976

. . Billions of
Effective Increased benefits Increased tax rates dollarsi
Apr. 1970 15 per cent OASDI benefit increase and other
liberalization ... 4.4
July 1970 Voluntary supplementary medicare insurance
premiums increased to $5.30 per month ... .3
Jan. 1971 Combined tax rate increased to 10.40 per cent 3.3
June 1971 10 per cent OASDI benefit increase *3.6
July 1971 Supplementary medicare premiums increased to
$5.60 per month 1
Jan. 1972 Amount of earnings subject to tax increased to
$9,000 it 3.0
July 1972 Supplementary medicare insurance premiums
increased to $5.80 monthly ... 1
Oct. 1972 20 per cent OASDI benefit increase ... 8.5
Jan. 1973 Substantial liberalization of social security ben-
efits, especially for widows and widowers 2.3
Jan. 1973 Maximum earnings subject to tax increased to
$10,800 and combined rate increased to 11.70
PEI CENT o 11.1
July 1973 Medicare benefits increased, including liberali-
zation of benefits 2.0
Aug. 1973 Supplementary medicare insurance premiums
increased to $6.30 monthly ... ... 1
Jan. 1974 Maximum earnings subject to tax increased to
13,200 oo 4.0
Apr. 1974 7 per cent OASDI benefit increase 3.7
June 1974 4 per cent OASDI benefit increase 2.1
July 1974 Supplementary medicare insurance premiums
increased to $6.70 monthly ... .3
Jan. 19754 Maximum earnings subject to tax increased to
$14,100 i 1.5
July 1975 8 per cent scheduled OASDI benefit increase 5.0
Oct. 1975 Supplementary medicare insurance premiums
scheduled to increase to $7.00 monthly 2
Jan. 1976 Maximum earnings subject to tax scheduled to
increase to $ 15,000 . 1.5

1First full year of operation.

2This amount shows the increase in OASDI benefits pay-
ments beginning Apr. 1 at an annual rate. In addition, in late
Apr. a lump-sum retroactive payment was disbursed in the
amount of $0.7 billion.
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ning June 1 at an annual rate. In addition, in late June a
lump-sum retroactive payment was disbursed in the amount
of $1.1 billion.

4Automatic cost-of-living benefit and tax rate increases were
effective Jan. 1, 1975.
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Quarterly Survey of

Bank Policies with Respect to Credit Use

In order to determine how banks have adapted
their lending policies in light of a statement
issued by the Federal Advisory Council in mid-
September 1974, the Board of Governors of the
Federal Reserve System has conducted two sur-
veys of bank lending policies—one covering
December 1974 and one covering March 1975.
The results of the first survey were published

TABLE 1
Bank responses to credit allocation questions,

in the BULLETIN for March 1975, and results
of the second are included here. In light of
experience with the initial survey and because
of changes in economic and financial conditions
since late 1974, some modifications were made
in the questionnaire for March.

In the fall of 1974, when the Federal Advi-
sory Council published its statement, monetary

March 1975 compared with same month in preceding years

Number of banks; Figures in parentheses indicate percentage distribution of total banks reporting

ltem Total number | Significantly | Essentially | Significantly None None
¢ of banks larger unchanged smaller received approved
Urgency of credit allocation
as compared with
mid-Sept. 1974 ... ... ... ... 117 (100.0) 3 (2.6 47 (40.2) 67 (57.3) ...
Purpose and nature of loans:
To meet basic credit needs for
normal operations—
Applications received 117 (100.0) 3 (2.6) 63 (53.8) 51 (43.6)
Proportion approved 117 (100.0) 5 (4.3 107 91.4) 5 (4.3)
To finance capital investment—
Applications received ............. 117  (100.0) 2 1.7 44 (37.6) 71 (60.7) ... ..
Proportion approved............... 117 (100.0) 2 (1.7) 98 (83.8) 17 (145 ... ...
To businesses suffering
temporary illiquidity—
Applications received ............. 117 (100.0) 30 (25.6) 65 (55.6) 17 (14.5) 5 4.3 .
Proportion approved............... 117 (100.0) 10 ( 8.5) 98 (83.8) 4 (34 ... 5 4.3)
To finance construction loans
for residential purposes—
Applications received 117 (100.0) 0 (0.0 24 (20.5) 93 (79.5) ... L.
Proportion approved............... 117  (100.0) 2 7 69 (59.0) 46 (39.3) ... Ll
For permanent mortgage financing
for residential property—
Applications received ............. 117 (100.0) 8 (6.8) 38 (32.5) 71 (60.7) ... L
Proportion approved............... 117 (100.0) 9 (17D 76 (65.0) 32 (27.3) ...
For basic consumer
credit requirements—
Applications received ............. 117 (100.0) 4 3.4 36 (30.8) 77 (65.8)  ......... ...
Proportion approved............... 117 (100.0) 2 (1D 82 (70.1) 33 (28.2) ... ..
For purely financial activities—
Applications received ............. 117  (100.0) 3 (2.6) 21 (17.9) 59 (50.4) 34 (29.1) ...
Proportion approved............... 117 (100.0) 2 (LD 15 (12.8) 35 (29.9)  ......... 65 (55.6)
For speculative purposes—
Applications received ............. 117 (100.0) 0 (0.0) 22 (18.8) 7t (60.7) 24 (20.5) ...
Proportion approved............... 117 (100.0) 0 (0.0 13 (11.1) 42 (359  ......... 62 (53.0)
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policy was restrictive, and credit availability at
banks was still quite restrictive in December of
that year. Since then, however, the situation has
cased considerably. In the initial survey two-
thirds of the respondent banks indicated that the
urgency of credit allocation problems in De-
cember was essentially unchanged from the sit-
uation in mid-September, but at the time of the
March survey three-fifths of the banks reported
that credit allocation had become a significantly
less urgent problem.

Bank responses to a series of qualitative
questions on the trend in numbers of loan appli-
cations and the proportion of such requests
approved in March, as compared with the nor-
mal March loan experience, are summarized in
Table 1. The results suggest a weakening of loan
demand in all the categories covered in the
survey, particularly in loans to businesses for
basic credit needs and for capital investment.
Whereas 13 per cent of the banks had reported
a significantly smaller-than-normal number of
applications for loans to meet basic credit needs
of businesses in December 1974, about 44 per
cent of the banks reported a decline in this
category in March. Three-fifths of the banks
indicated that demand for loans to finance pro-
ductive capital investment was significantly
smaller in March, in contrast to 24 per cent in
December 1974. Temporary liquidity problems
appeared to be less pressing in March, however,
since only one-quarter of the banks reported a
substantially larger-than-usual demand for such
loans, as compared with 51 per cent in De-
cember. About 90 per cent of the banks ap-
proved at least as many, or significantly more
than usual, business loan applications for these
purposes.

Applications for loans to finance homebuild-
ing and consumer needs were again significantly
lower than normal for March at a majority of
the banks. In order to focus more clearly on
the problems of the housing sector, the second
survey included separate questions on con-
struction loans and on permanent mortgage fi-
nancing. In both areas loan demand was weak,
but banks were apparently somewhat more
willing to approve mortgage loans than con-
struction loans—a situation that undoubtedly
reflects the banks’ assessment of the risk of
financing firms in the housing industry.

TABLE 2
Loans outstanding: Changes in selected
categories (January 15, 1975-April 16, 1975)

Amounts in millions of dollars

Change in—
Loan category
Amount | Per cent
Commercia!l and industrial loans
adjusted" ... —2,615.6 —2.60
Real estate loans secured primarily by
residential properties plus residen-
tial construction loans included in
commercial and industrial loans 86.0 .28
Loans to nonbank financial institutions|—1,324.1 —4.61
Finance companies .................. -186.9 —2.09
Other ... ... —1,137.2 —-5.76
Loans to individuals ................... —93.8 —.34
Net change in claims on foreigners ...| —952.5 -5.84
MEMO:
Loans to foreigners? ................ —635.9 -—5.56
Due to foreigners® .................. 316.6 1.14

"Excluding residential construction loans and loans to
foreign businesses (data partly estimated).

?Loans to foreign businesses plus loans to foreign commer-
cial banks, foreign governments, and foreign official institu-
tions.

“Demand and time deposits due to foreign banks, foreign
governments, foreign official institutions, and foreign individ-
uals, partnerships, and corporations (data partly estimated),
plus gross liabilities to their own foreign branches.

Loans for purely financial or for speculative
purposes are normally an insignificant portion
of the loan portfolio, and between 20 and 30
per cent of the banks had no such loan applica-
tions in March. As in the previous survey,
almost 90 per cent of the banks surveyed ap-
proved a significantly smaller-than-usual
proportion of such loans or none at all.

Changes in amounts outstanding of selected
loan categories from mid-January to mid-March
are given in Table 2.! Loans outstanding de-
clined over the 3-month period in all categories
except real estate loans, which remained vir-
tually unchanged. Loans to foreigners continued
to contract, while funds obtained from abroad
rose somewhat, resulting in an increase in fund
inflows to the United States. U

! The time period covered was intended to be con-
sistent with the intended quarterly timing of this and
the previous survey. It should be noted that the changes
in outstandings reflect loan repayments and takedowns
of loan commitments that may have been made prior
to the survey period, as well as new loans for which
applications were received or processed during the pe-
riod covered by the questionnaire.
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Membership of the Board of Governors
of the Federal Reserve System, 1913-75

APPOINTIVE MEMBERS'

Name

Charles S. Hamlin

Paul M. Warburg
Frederic A. Delano
W. P. G. Harding
Adolph C. Miller

Albert Strauss
Henry A. Moehlenpah
Edmund Platt

David C. Wills

John R. Mitchell
Milo D. Campbell
Daniel R. Crissinger
George R. James

Edward H. Cunningham ..
Roy A. Young
Eugene Meyer
Wayland W. Magee
Eugene R. Black
M. S. Szymczak

J. J. Thomas

Marriner S. Eccles

Joseph A. Broderick
John K. McKee

Ronald Ransom

Ralph W. Morrison
Chester C. Davis

Ernest G. Draper

Rudolph M. Evans .......
James K. Vardaman, Jr. ..
Lawrence Clayton
Thomas B. McCabe
Edward L. Norton
Oliver S. Powell

For notes see p. 408.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

Federal Reserve

district
Boston ......... Aug
New York ...........
Chicago ..............
Atlanta ...............
San Francisco .. ......
New York ..... Oct.
..Chicago ........ Nov
New York ..... June
Cleveland ...... Sept
Minneapolis .... May
Chicago ........ Mar
Cleveland ...... May
St. Louis ....... May
Chicago ..............
Minneapolis .... Oct.
New York ..... Sept
Kansas City .... May
Atlanta ......... May
Chicago ........ June
Kansas City ..........
San Francisco .. Nov
New York ..... Feb.
Cleveland ............
Atlanta ...............
Dallas .......... Feb.
Richmond ...... June
New York ..... Mar.
Richmond ...... Mar
St. Louis ....... Apr.
Boston ......... Feb.
Philadeiphia Apr.
Atlanta ......... Sept
Minneapolis ..........

. 10,

26,

. 10,

8,

. 29,

12,

. 14,

14,

Date of initial
oath of office

1914

Other dates and information relating
to membership?

Reappointed in 1916 and 1926. Served
until Feb. 3, 1936, when his succes-
sor took office.

Term expired Aug. 9, 1918.

Resigned July 21, 1918.

Term expired Aug. 9, 1922.

Reappointed in 1924. Reappointed in
1934 from the Richmond District.
Served until Feb. 3, 1936, when his
successor took office.

Resigned Mar. 15, 1920.

Term expired Aug. 9, 1920.

Reappointed in 1928. Resigned Sept.
14, 1930.

Term expired Mar. 4, 1921.

Resigned May 12, 1923.

Died Mar. 22, 1923.

Resigned Sept. 15, 1927.

Reappointed in 1931. Served until Feb.
3, 1936, when his successor took
office.

Died Nov. 28, 1930.

Resigned Aug. 31, 1930.

Resigned May 10, 1933.

Term expired Jan. 24, 1933.

Resigned Aug. 15, 1934.

Reappointed in 1936 and 1948. Re-
signed May 31, 1961.

Served until Feb. 10, 1936, when his
successor took office.

Reappointed in 1936, 1940, and 1944.
Resigned July 14, 1951.

Resigned Sept. 30, 1937.

Served until Apr. 4, 1946, when his
successor took office.

Reappointedin 1942. Died Dec. 2,
1947.

Resigned July 9, 1936.

Reappointed in 1940. Resigned Apr.
15, 1941.

Served until Sept. 1, 1950, when his
successor took office.

Served until Aug. 13, 1954, when his
successor took office.

Resigned Nov. 30, 1958.

Died Dec. 4, 1949.

Resigned Mar. 31, 1951.

Resigned Jan. 31, 1952.

Resigned June 30, 1952.
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Federal Reserve

Name district
Wm. McC. Martin, Jr. ... New York ..... Apr
A. L. Mills, Jr. .......... San Francisco .. Feb.
J. L. Robertson ........... Kansas City ..........
Paul E. Miller ............ Minneapolis .... Aug
C. Canby Balderston ..... Philadelphia .... Aug
Chas. N. Shepardson ..... Dallas .......... Mar
G. H. King, Jr. .......... Atlanta ......... Mar.
George W. Mitchell ...... Chicago ........ Aug
J. Dewey Daane .......... Richmond ...... Nov
Sherman J. Maisel ....... San Francisco .. Apr.
Andrew F. Brimmer ...... Philadelphia .... Mar.
William W. Sherrill ...... Dallas .......... May
Arthur F. Burns .......... New York ..... Jan.
John E. Sheehan ......... St. Louis ....... Jan
Jeffrey M. Bucher ........ San Francisco .. June
Robert C. Holland ........ Kansas City .... June
Henry C. Wallich ........ Boston ......... Mar
Philip E. Coldwell ....... Dallas .......... Oct.
Philip C. Jackson, Jr. ....Atlanta ......... July
CHAIRMEN?
Charles S. Hamlin ...Aug. 10, 1914-Aug. 9,1916.
W. P. G. Harding ... Aug. 10, 1916-Aug. 9,1922.
Daniel R. Crissinger May 1, 1923-Sept. 15,1927.
Roy A. Young ...... Oct. 4, 1927-Aug. 31, 1930.
Eugene Meyer ....... Sept. 16, 1930-May 10, 1933.
Eugene R. Black ....May 19, 1933-Aug. 15, 1934.
Marriner S. Eccles ..Nov. 15, 1934-Jan. 31,1948
Thomas B. McCabe .. Apr. 15, 1948-Mar. 31, 1951.
Wm. McC. Martin, Jr. Apr. 2, 1951-Jan. 31, 1970.
Arthur F. Burns ..... Feb. 1, 1970-
EX-OFFICIO MEMBERS'
SECRETARIES OF THE TREASURY
W. G. McAdoo ...... Dec. 23, 1913-Dec. 15, 1918
Carter Glass ......... Dec. 16, 1918-Feb. 1, 1920
David F. Houston ...Feb. 2, 1920-Mar. 3, 1921
Andrew W. Mellon . .Mar. 4, 1921-Feb. 12, 1932
Ogden L. Mills ...... Feb. 12, 1932-Mar. 4, 1933
William H. Woodin Mar. 4, 1933-Dec. 31, 1933
Henry Morgenthau, Jr.Jan. 1, 1934-Feb. 1, 1936

Date of initial
oath of office

Other dates and information relating
to membership?®

2, 1951 Reappointed for term beginning Feb. 1,
1956. Term expired Jan. 31, 1970.
18, 1952 Reappointed in 1958. Resigned Feb. 28,
1965.
do......... Reappointed for term beginning Feb. 1,
1964. Resigned Apr. 30, 1973.
. 13, 1954 Died Oct. 21, 1954.
. 12, 1954 Served through Feb. 28, 1966.
. 17, 1955 Retired Apr. 30, 1967.
25, 1959 Reappointed in 1960. Resigned Sept.
18, 1963.
. 31, 1961 Reappointed for term beginning Feb. 1,
1962.
29, 1963 Served until Mar. 8, 1974, when his
successor took office.
30, 1965 Served through May 31, 1972.
9, 1966 Resigned Aug. 31, 1974.
I, 1967 Reappointed for term beginning Feb. 1,
1968. Resigned Nov. 15, 1971.
31, 1970 Term began Feb. 1, 1970.
4, 1972 Resigned June 1, 1975.
5, 1972
11, 1973
8, 1974
29, 1974
14, 1975
VICE CHAIRMEN?
Frederic A. Delano...Aug. 10, 1914-Aug. 9, 1916
Paul M. Warburg..... Aug. 10, 1916-Aug. 9, 1918
Albert Strauss ....... Oct. 26, 1918-Mar. 15, 1920
Edmund Platt ........ July 23, 1920-Sept. 14, 1930
J. J. Thomas ........ Aug. 21, 1934-Feb. 10, 1936
Ronald Ransom ...... Aug. 6, 1936-Dec. 2, 1947
C. Canby Balderston Mar. 11, 1955-Feb. 28, 1966
J. L. Robertson ...... Mar. 1, 1966-Apr. 30, 1973
George W. Mitchell ..May 1, 1973-
COMPTROLLERS OF THE CURRENCY
John Skelton Williams Feb. 2, 1914-Mar. 2, 1921
Daniel R. Crissinger Mar. 17, 1921-Apr. 30, 1923
Henry M. Dawes ....May 1, 1923-Dec. 17, 1924
Joseph W. Mclntosh Dec. 20, 1924-Nov. 20, 1928
J.W.Pole ........... Nov. 21, 1928-Sept. 20, 1932
J.F. T. OConnor ..May 11, 1933-Feb. 1, 1936

! Under the provisions of the original Federal Reserve Act the
Federal Reserve Board was composed of seven members, in-
cluding five appointive members, the Secretary of the Treasury,
who was ex-officio chairman of the Board, and the Comptroller
of the Currency. The original term of office was 10 years, and
the five original appointive members had terms of 2, 4, 6, 8,
and 10 years, respectively. In 1922 the number of appointive
members was increased to six, and in 1933 the term of office
was increased to 12 years. The Banking Act of 1935, approved
Aug. 23, 1935, changed the name of the Federal Reserve Board
to the Board of Governors of the Federal Reserve System and
provided that the Board should be composed of seven appointive

members; that the Secretary of the Treasury and the Comptroller
of the Currency should continue to serve as members until Feb.
1, 1936; that the appointive members in office on the date of
that Act should continue to serve until Feb. 1, 1936, or until
their successors were appointed and had qualified; and that
thereafter the terms of members should be 14 years and that the
designation of Chairman and Vice Chairman of the Board should
be for a term of 4 years.

2Date after words ‘‘Resigned™ and ‘‘Retired’" denotes final
day of service.

3Chairman and Vice Chairman were designated Governor and
Vice Governor before Aug. 23, 1935.
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Statements to Congress

Statement by George W. Mitchell, Vice Chair-
man, Board of Governors of the Federal Re-
serve System before the Subcommittee on Com-
merce, Consumer and Monetary Affairs of the
Committee on Government Operations, U.S.
House of Representatives, June 25, 1975.

I am pleased to appear before you today to
present the Board’s views as to the use of
Federal Reserve credit facilities in providing
emergency assistance to financially troubled
cities. I want to state at the outset that we
interpret the System’s present powers to engage
in such lending operations, except as member
banks are involved, to be quite narrowly cir-
cumscribed by law.

The recent financing difficulties of New York
City provide a case in point. These difficulties
cumulated rapidly during this past winter and
spring and reflected the growing reluctance of
private investors to purchase the City’s short-
term note issues. Since the City already had a
very large amount of short-term debt outstand-
ing and was incurring a substantial current
operating deficit as well, any inability to issue
new debt raised immediate problems in finding
the cash to pay off maturing obligations and to
meet the City’s current bills. In searching for
alternative means of resolving the developing
financial crisis, there were at times suggestions
that the Federal Reserve might be a possible
source of credit in its role as an ultimate source
of liquidity to the economy. However, no ap-
plication for credit was received from the City,
either at the Federal Reserve Bank of New York
or at the offices of the Board of Governors.

If a formal request had been received by the
Federal Reserve for the emergency credit ac-
commodation of New York City under the cir-
cumstances that had prevailed, however, I am
obliged to state that, in my judgment, the Fed-

eral Reserve would have had to turn it down.
The City had not fully exhausted possibilities
for State assistance, and its basic need for credit
did not appear to be of a temporary character
since no near-term means of repayment—while
continuing to provide the City’s basic ser-
vices—appeared to be at hand.

Direct extensions of emergency credit to in-
stitutions that are not members of the Federal
Reserve System can be provided under either
paragraph 3 or paragraph 13 of Section 13 of
the Federal Reserve Act. Paragraph 13 provides
that any Federal Reserve Bank, subject to such
regulations as the Board may prescribe, may
lend to any individual, partnership, or corpora-
tion on promissory notes secured by direct obli-
gations of the U.S. Government or an agency
thereof. Loans under this paragraph are limited
to 90-day maturities. Unless an entity in need
of assistance possesses large amounts of direct
Government obligations, the ability of a Reserve
Bank to provide credit assistance under this
paragraph is very limited.

Paragraph 3 of the Act empowers the Board
of Governors, in ‘‘unusual and exigent circum-
stances’’ and by an affirmative vote of at least
five members of the Board, to authorize the
Federal Reserve Banks to make certain types
of direct loans to individuals, partnerships, or
corporations. Paper discounted by Federal Re-
serve Banks under this paragraph must be of
the ‘‘kinds and maturities made eligible for
discount for member banks under other provi-
sions’’ of the Federal Reserve Act. This means,
among other things, that the paper may not have
a maturity of more than 90 days at the time
of discount. The paragraph further provides that
the paper shall be ‘‘endorsed or otherwise se-
cured to the satisfaction of the Federal Reserve
Bank,”” which the Board has construed to mean
that a Reserve Bank should ascertain that the
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security offered is adequate to protect the Re-
serve Bank against the risk of loss.

In light of these restrictions in the law and
the background as to the intent of the law, the
Board has concluded that in considering the
extension of emergency credit to particular bor-
rowers the following conditions must be met:

1. Unusual and exigent circumstances exist;

2. Potential borrowers have exhausted other
sources of funds;

3. Borrower is solvent and has adequate col-
lateral;

4. Borrower’s need is for short-term accom-
modation and its basic financial position will
permit early repayment; and

5. Failure to obtain Reserve Bank credit
would have a significant detrimental economic
and financial impact on the surrounding area,
the region, or the Nation.

These criteria highlight the essentially low-
risk and temporary character of System emer-
gency lending, as well as the general economic
purpose behind it. Such lending is intended
primarily to provide liquidity. Though short-
term needs of this type can develop among
either large governmental units or business en-
terprises, in most cases the need can be accom-
modated without relying directly on the Federal
Reserve simply by turning to commercial
banks—who will rely on their own or Federal
Reserve resources—to extend the needed credit.
When this is not possible, as seemed to be the
case with New York City, it is likely that the
difficulties encountered in the private credit
markets reflect more fundamental credit-risk
problems and that temporary credit accommo-
dation will not be sufficient to correct the situa-
tion.

In addition to the emergency lending powers
contained in Section 13 of the Federal Reserve
Act, Section 14(b) authorizes the individual
Federal Reserve Banks to purchase and sell
obligations *0f State and local governmental
bodies. The Act requires that these govern-
mental obligations mature in no more than 6
months from the date of purchase and that they
be issued in anticipation of the collection of
taxes or in anticipation of the receipt of assured
revenues.

The 14(b) authority had its origin in the

original 1913 version of the Federal Reserve
Act. The House of Representatives report on
the Act indicated that the provision was de-
signed to open an outlet through which idle
funds of Federal Reserve Banks could be profi-
tably channeled and to provide a means to
enable Federal Reserve Banks to make their
discount rate effective in the market at those
times when member bank borrowing was slack.
There is nothing in the Act or its legislative
history to indicate that this authority was in-
tended to be used as a channel for financial
assistance to public bodies. Moreover, such
authority has not been used since 1933 because
enactment of Section 10(b) permitted the Fed-
eral Reserve to advance credit to member banks
on the strength of their own promissory notes,
as well as through the discount of eligible paper.
Given this background, the Board does not
believe that Section 14(b) contemplates the pur-
chase of municipal obligations as a means of
aiding financially distressed communities.

In view of these existing constraints on Sys-
tem emergency lending, it may be asked
whether it would be desirable to legislate
broader powers that would permit Federal Re-
serve accommodation of financially distressed
communities. While the Board has not consid-
ered any specific proposals toward this end, I
would strongly caution against any proposals
that would provide direct access to central bank
credit by hard-pressed governmental units. My
reasons for reaching this judgment are as fol-
lows:

First, the critical issue for particular munici-
palities is how governmental functions and
sources of revenues are dispersed between it and
the State government. Prospective sources of
funds must be commensurate with the projected
costs and expenditure programs in order to bal-
ance out over the longer run. Access to a source
of temporary credit will not help to achieve such
abalance, and it may tend to defer or to prevent
the remedial actions that are necessary, difficult
as they may be.

Second, central bank involvement in provid-
ing temporary credit accommodation to State
and local governmental bodies will necessarily
require that standards be set determining which
localities will be eligible or ineligible for credit
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accommodation. This would involve the System
in making credit judgments on the finances of
numbers of State and municipal governments,
thus subjecting the Federal Reserve to intense
political pressure to make exceptions for this
city or that because of special circumstances.
Moreover, the need to exercise administrative
discipline over borrowers in order to assure
timely repayment would tend to draw the Sys-
tem into political issues of local budgetary pol-
icy. A central bank, in our judgment, should
leave this issue to other agencies of the govern-
ment.

Third, increased access to central bank credit
by municipalities suffering some degree of fi-
nancial distress could lead to similar urgent
demands for credit by other kinds of borrowers.
If central bank credit is extended to our cities,
for example, why not for a host of other pur-
poses, such as the immense investment that will
be required to achieve energy independence? A
proliferation of demands for credit from the
central bank would drastically change the char-
acter of the assets of the Federal Reserve System
from prime paper of highest quality to an as-
sortment of soft loans and, in the process,
severely damage the Government’s access to
financing. It could undermine our ability to
control the volume of bank reserves and hence
the supply of money. In the extreme, the result
could be a debasement of the Nation’s money
and ruinous domestic inflation.

For these reasons, if your committee should
conclude that the financial pressures on key
municipalities require the provision of special
Federal financing assistance in the period ahead,
the Board would strongly urge that this be done

through a separate facility rather than through
the Federal Reserve. Federal monies or credits
would still be expended in any such venture,
but it would not involve the use of high-powered
central bank funds. Such a separation would
thus leave the Federal Reserve free to pursue
its other responsibilities for monetary and bank
regulatory policies, which are difficult enough
in themselves.

I would urge caution, however, even in pro-
posing the establishment of a special Federal
financing facility to assist with the financing
needs of our State and local governmental
bodies. Such a facility must have sufficient
oversight powers to permit it to play an effective
role in correcting the fundamental financial
problems of client communities, if the Federal
assistance is to be productive. This would be
bound to create a Federal presence in local
issues of taxation and spending, a varied and
shifting political and social terrain indeed.

In the spirit of our traditional system of sepa-
ration of powers, it may well be better to leave
local problems to local solutions. The special
program of financial assistance that was devel-
oped for New York City at the State level
through the formation of a new agency—the
Municipal Assistance Corporation—is an illus-
tration of State-local resourcefulness. The cor-
poration is authorized to provide up to $3 billion
in credit to the City and, as it does so, valuable
time will be gained in which the City can take
the steps needed to restore its credit standing
with the private investment community. I hope
that the City’s actions will soon make it possible
to carry on needed refinancing and other debt
operations in the normal manner. O

Statement by Henry C. Wallich, Member,
Board of Governors of the Federal Reserve
System, before the Committee on Ways and
Means, U.S. House of Representatives, June
25, 1975.

It is a great pleasure to address this distinguished
committee on the subject of taxes and capital

formation. I do so purely in my personal capac-
ity.

There is widespread concern that the United
States is approaching a period of capital short-
age. More capital for investment will be needed
in the future than has been needed in the past.
Savings to finance this investment, on the other
hand, have been diminishing.
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Fortunately, the demand for capital is likely
to increase by only a small margin. Business
investment, which in the past had averaged
approximately 10.5 per cent of gross national
product, probably will have to average 11.5 per
cent in order to provide needed jobs, protect
the environment, assure the health and safety
of the labor force, and meet energy needs.
Meanwhile the capital requirements of home-
owners and of various types of urban con-
struction may diminish thanks to declining pop-
ulation growth, and less investment in inventory
may be needed as inventory control methods
improve.

The supply side of capital, on the other hand,
presents more serious difficulties. The continued
ability of the individual 'saver to supply capital
equal to a historic 4 to 5 per cent share of GNP,
to be sure, does not call for serious questioning.
The ability of corporate business, however, to
contribute to the flow of savings has been hurt
by the diminishing share of corporate profits in
the GNP and by the deteriorating quality of
these profits. Taking demand for and supply of
capital for the private sector as a whole, a deficit
very probably is ahead. To this private capital
deficit there may well have to be added a deficit
in the accounts of State and local authorities.

The Federal Government therefore will play
a decisive role in balancing the demand for and
the supply of capital. If the Federal budget
produces a sufficient surplus, this will offset
private plus State and local deficits. An over-all
capital shortage will have been forestalled. If
the surplus is too small or if, as has happened
before, the Federal budget is in deficit, we shall
confront a shortage.

The corporate sector suffers, in addition to
its weakened earnings, from serious financing
constraints that may impede financing of invest-
ment even if adequate savings are available.
Corporate liquidity has been drained. The capi-
tal structure of corporations has deteriorated,
with debt rising relative to equity, and short-
term debt rising relative to long-term debt. Both
conditions could be remedied by a variety of
measures that would improve corporate cash
flows and enable corporations to improve their
capital structure. Among them are such familiar
proposals as an enlarged investment tax credit,

depreciation facilities more realistically recog-
nizing inflation, an outright cut in the corporate
tax rate, and, at the individual taxpayer level,
adjustment of capital gains taxes for inflation
and a reduction in the capital gains rate for
longer holding periods. All these techniques
have advantages. They mostly share the disad-
vantage, however, of reducing the Treasury’s
revenue and of shifting the distribution of in-
come in the direction of greater inequality, or
at least of partly reversing a move toward
greater equality that may have occurred. A loss
of Treasury revenue, besides, means more
Treasury borrowing and to that extent does not
help resolve the capital shortage.

If we want to avoid a loss of revenue and
a shift in the income distribution, it would still
be possible to improve the capital structure of
corporations and facilitate financing. This could
be done by removing or reducing the bias in
favor of debt against equity that is a familiar
feature of the corporate tax system. Two
methods are available:

1. To eliminate the deductibility of interest
payments by nonfinancial corporations and so
to tax net operating income (income after de-
preciation but before interest) instead of, as
now, net income (income after depreciation and
interest). The tax rate then could be lowered
substantially without losing revenue.

2. To make dividends deductible, the same
as interest, and therefore to tax only retained
income, at a rate substantially higher than the
present rate.

Of these two approaches, I regard the first—
taxation of net operating income—as preferable,
because the second is essentially a tax on un-
distributed profits, which would require a num-
ber of complex provisions to keep it from be-
coming detrimental to capital accumulation and
growth. For the implementation of the tax on
net operating income, two methods are available
in order to avoid the severe impact on corpora-
tions with above-average debt that would result
from sudden nondeductibility of interest, even
at a moderate rate. These are:

1. To phase in the change over a number of
years—a growing fraction of interest paid be-
coming nondeductible over time and a growing
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fraction of dividends being taxed at the reduced
rate.

2. Application of the tax change only to debt
and equity issued after enactment.

Method 1 (phasing in gradually) exerts only
limited pressure toward more equity financing
in the early years and for that reason seems less
desirable, even though it has administrative ad-
vantages. Method 2 would immediately end the
existing bias in favor of debt financing. It poses
administrative difficulties because in effect there
would be two tax rates, one on old debt and
equity and another on new. Regulations would
have to be written with a view toward closing
the obvious loopholes that such a situation
presents.

Financial intermediaries, whose principal
business consists in receiving and paying inter-
est, could be covered by either alternative only
by means of complex arrangements and it seems
preferable to give them entirely separate treat-
ment. This would seem appropriate also in view
of the lack of uniformity of the present taxation
of financial intermediaries.

The foregoing tax changes would improve the
structure of corporate capitalization and thereby
ease corporate financing. They would not, by
and of themselves, increase the supply of sav-
ing. The number of devices that have been
suggested to increase saving is large, and most
of them have been so thoroughly discussed that

there is no need here to pass them in review. As
noted already, they share for the most part the
defect of making the distribution of income
more unequal. Among those that would have the
desirable effect of pushing the economy in the
direction of greater equality is the type of plan
that tries to convert employees into stock-
holders. Here again, a wide variety of models
have been presented. In my judgment, such
plans are desirable if they meet the following
criteria, in addition to giving the individual em-
ployee a share in the flow of corporate profits:

1. An increasing flow of equity funds for the
firm;

2. A tax arrangement that allows firms to treat
contributions made on behalf of its labor force
as part of tax-deductible wages, even though
these contributions were made in the form of
stocks;

3. Diversification of holdings for the benefit
of the stock-owning employees, to reduce the
risks of particular stock investments;

4. Protection against excessive concentration
of voting power in the hands of any particular
group; and

S. Ability of the stock-owning employee to
sell his stock, subject to some minimum holding
period.

I believe that plans of this kind deserve ex-
amination as part of the effort to increase the
supply of capital. O

Statement by Jeffrey M. Bucher, Member,
Board of Governors of the Federal Reserve
System, before the Subcommittee on Consumer
Affairs of the Committee on Banking, Currency
and Housing, U.S. House of Representatives,
July 8, 1975.

Mr. Chairman and members of the committee,
it is indeed a pleasure to have the opportunity
of appearing before this Subcommittee on Con-
sumer Affairs to present the Board’s views on
the Consumer Leasing Act of 1975, H.R. 4657.
The Board is particularly pleased to see legisla-
tive action beginning in this area because the

need for consumer leasing disclosures has been
of some concern to us over the last 2 years.
In its Annual Report to Congress on Truth in
Lending for 1973, the Board pointed out several
disclosure problems in the area of consumer
leasing and suggested that the Congress might
wish to examine this rapidly expanding field.
The additional step of recommending legislative
provisions was taken by the Board in its Truth
in Lending Report for 1974, and I was gratified
to note that many of the provisions of the
Board’s proposal have been incorporated into
H.R. 4657.

I would like to state at the outset that the
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Board believes that consumer leasing is an ap-
propriate method of utilizing and, in some
cases, of purchasing consumer durables. Con-
sumer leasing has experienced rapid growth
within the last decade. This growing popularity
suggests that the public is increasingly coming
to view leasing as a viable alternative to credit
purchases for some products.

Available statistics on the growth of con-
sumer leasing indicate that the so-called *‘big-
ticket durables’’—such as automobiles, color
television sets, and homefurnishings—are the
most common goods leased by consumers. Au-
tomobiles presently constitute the most popular
leased goods, and this aspect of consumer leas-
ing will no doubt absorb much of the subcom-
mittee’s attention during its deliberations on this
legislation.

Automobile leasing has experienced rapid
growth over the past decade. According to sta-
tistics from the National Automobile Dealers
Association, in 1965 more than 1.5 million
automobiles, some 14 per cent of the total
number produced, were leased, and one-fifth of
this total was leased to individuals. By 1970
the percentage of automobile production that
was leased had grown to 24 per cent (2.6
million), more than a quarter of which repre-
sented leases to individuals. As of 1974, 2.8
million, about 26 per cent of the total number
of cars made, were leased, and 36 per cent of
this total was leased to individuals. Thus, over
almost a decade, the percentage of total auto-
mobile production leased to individuals has tri-
pled in size—from less than 3 per cent in 1965
to 9.2 per cent in 1974. Projections from auto
makers in Detroit, moreover, estimate that 80
per cent of the growth in leasing through 1980
will be seen in leases to individuals.

The Board’s concern with consumer leasing
is that presently, except for provisions made in
afew State statutes, there is no requirement that
a standardized aggregate cost disclosure be
given the consumer when he leases goods under
a long-term contract. The major purpose of the
Truth in Lending Act has been to facilitate
meaningful consumer shopping of the credit
market by providing standardized disclosures of
credit costs. Without comparable disclosures on
consumer leasing, it is difficult, if not impossi-

ble, for consumers to shop in the expanding
leasing market. Our hope is that the passage
of this type of legislation will help consumers
not only to compare leasing alternatives but also
to compare lease transactions with conventional
credit sales.

The need for comparability in disclosure be-
tween lease and credit transactions is particu-
larly important because many consumer leasing
arrangements now prevalent in the market are
essentially the equivalent of credit sales. The
terminology of the trade, for example, refers
to certain lease agreements as ‘‘financing
leases.’” The fact that many of these leases are
essentially equivalent to credit sales is not coin-
cidental. For example, both the Comptroller of
the Currency as to national banks and the Board
in its rules governing bank holding company
activities require that leases entered into by
these institutions be the functional equivalent of
a credit transaction and have thus limited the
asset risk that banks and bank-related lessors
may take in engaging in leasing operations.
These rules, designed to protect the safety and
soundness of banks in which the public deposits
its funds, have the effect of placing the risk of
any unforeseen deterioration or depreciation of
the product leased on the lessee. Thus, legisla-
tion to protect the consumer by requiring proper
disclosure of the consumer lessee’s risks be-
comes all the more important. Otherwise, the
lessee may unknowingly undertake nearly all the
burdens of ownership without the benefit of title
or adequate cost disclosures.

It is presently not possible as a practical
matter to require adequate cost disclosures on
leases under the Truth in Lending Act. The
Truth in Lending Act brings certain leases
within its disclosure requirements through the
definition of a credit sale contained in Section
103(g). However, these requirements apply only
with respect to those leases that contain provi-
sions permitting the lessee to become the owner
of the goods leased ‘‘for no other or a nominal
consideration.”” The Board might conceivably
expand this provision by adopting a broad defi-
nition of what constitutes nominal consid-
eration. However, this would still not accom-
plish the purpose of assuring that adequate cost
disclosures are given in all consumer leases,
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such as those in which there is no option to
purchase. In addition, we believe that the num-
ber of leases with nominal purchase options is
quite small.

The focal point of the Board’s concern is thus
those long-term leases of personal property to
be used for personal, family, or household pur-
poses, which typically have a maturity ap-
proaching that of a credit-sale agreement, and
potentially bind the lessee to the payment of
an aggregate sum substantially equivalent to the
value of the goods leased. This does not include
the short-term convenience leasing such as
‘‘rent-a-car’’ arrangements.

We feel that standardized disclosures, com-
parable to those set forth under the Truth in
Lending Act, should be required for lease ad-
vertisements as well as for consumer lease
transactions. However, we do not believe that
rate disclosures, analogous to the annual per-
centage rate under the Truth in Lending Act,
are practical. The development of lease rate
disclosures is impractical, we feel, because of
the difficulty of determining what common costs
should be isolated in the computation of such
rates.

I would now like to comment on two sections
of H.R. 4657 that we regard as highly impor-
tant. The first is Section 183, which sets a
limitation on a consumer lessee’s liability. This
provision of the bill addresses the liability that
the lease may impose on a consumer lessee at
the end of the lease term. It is not uncommon
for consumer leases to provide that upon the
expiration of the lease the product will have a
stipulated depreciated value and will either be
purchased by the lessee or sold to an inde-
pendent party. Under the terms of such an
agreement, if the product is sold and brings less
than the depreciated value stipulated in the con-
tract, the lessee is liable for the difference; if
it brings more, the lessee is entitled to the
surplus.

For example, a typical 2-year auto lease on
a $5,400 car might call for 24 $100 instalment
payments and set an end-term depreciated value
of $3,000 on the car. Under such an agreement,
the lessee may have no understanding of how
much the lease may cost unless he can accu-
rately predict the second-hand market value of

the product. For example, in this case, the
depreciated value of the car might be $2,500,
which under the lease contract would leave the
lessee liable for an additional $500 ‘‘balloon”’
payment. Thus, if the contract sets an unrealis-
tically high depreciated value on the leased
goods, the contingent liability of the lessee will
increase accordingly, and the lessor can offer
deceptively low monthly rental payments to an
unwary public.

Under Section 183 the lessee’s contingent
liability would be limited to twice the average
monthly rental payment, except for additional
charges imposed for lessee default or for dam-
age to the leased goods in excess of normal wear
and tear. The section is thus designed to protect
the consumer lessee in two ways. First, it is
designed to notify the consumer of his maxi-
mum contract liability under the lease. Sec-
ondly, by incorporating a monthly payment
factor into the computation of the maximum
end-term. liability figure, the section seeks to
assure that the lessor will price the rental instal-
ments of the goods leased sufficiently high to
cover expected depreciation and thus avoid
leaving the consumer lessee with an unduly
large balloon payment at the end of the lease
term.

Let me reiterate at this point what the Board
stated in its 1974 Annual Report: We are not
committed to a 2-month formula. Another for-
mula, such as 3 months or 15 per cent of rental
payments over the life of the lease, may work
as well or better. The Board would hope that
whatever formula may be chosen will reflect
industry experience in accurately setting depre-
ciated values. However, we believe that some
limitation tied to instalment payments is highly
desirable. Such a limitation reflects the fact that
typically the lessor is better able to predict
residual values than is the lessee. In addition,
this limiting factor reduces the possibility of a
large contingent liability on the part of the lessee
and gives the lessee a ‘‘bottom line’’ price tag
that may facilitate comparative shopping.

The second provision on which I would like
to comment is Section 105 of H.R. 4657. This
section-places an effective date for this legisla-
tion as the first day of the second full calendar
month after the date of enactment. As we have
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mentioned before, we believe the time that the
Congress grants to an agency to implement a
given statute has a direct bearing on the quality
and effectiveness of the agency’s regulations.
We believe the 2-month period accorded under
H.R. 4657 is far too short to develop well-con-
sidered implementing regulations that are fair
to the lessee and lessor alike. Time for consul-
tation with both business and consumer groups
is needed. Time is also needed to comply with
the Administrative Procedure Act, which re-
quires publication of proposed rules for com-
ment. Responding comments must be carefully
analyzed. Finally, if the regulations are to be
properly complied with, industry must have
some time to study them and to change business

procedures. Therefore, the Board would re-
spectfully urge that a minimum of 12 months
be provided before this Act is to become effec-
tive.

In closing, I would like to commend this
committee for the action taken in this area. This
new and expanding alternative to credit pur-
chases, we feel, merits careful attention, and
we are confident that the Congress will provide
a statutory basis to assure that the consuming
public will have the necessary information to
make intelligent shopping decisions in lease
transactions. The Board, of course, stands ready
to assist in the implementation of such legisla-
tion, and I would be pleased to respond to any
of your questions. U

Statement by Philip E. Coldwell, Member,
Board of Governors of the Federal Reserve
System, before the Committee on Banking,
Housing and Urban Affairs, U.S. Senate, July
16, 1975.

I am pleased to appear before you today to
present the views of the Board of Governors
on the important question of disclosure of data
for investor analysis of banks and bank holding
companies. We approach this subject with full
appreciation of the need, as expressed in our
securities laws, for providing the investor with
sufficient public information to reach informed
opinions on the current and prospective financial
conditions of individual institutions.

The Board recognizes the primary role of the
Securities and Exchange Commission (SEC) in
matters of disclosure for investor purposes.
Since 1964 when the Board was given respon-
sibility for certain disclosure provisions of the
Securities Exchange Act of 1934 as they apply
to State member banks, our requirements have
followed substantially the counterpart regula-
tions imposed by the SEC on other corporations.
With respect to other banks, very similar dis-
closures have been imposed by the reporting
requirements of the other Federal bank supervi-
sory agencies. A great many banks are not
subject to the disclosure requirements of the
1934 Act because they have less than 500

stockholders; however, they are required by the
bank supervisory agencies to file similarly de-
tailed income and balance sheet data subject to
disclosure.

In recent years, the bank supervisory agencies
have acted on several occasions to expand the
amount of individual bank financial data col-
lected and released to the public. We believe
that still more disclosure is needed at the present
time, and our reporting requirements will be
revised accordingly. Banking practices have
undergone rapid modification in recent years as
banks have accommodated to changes in the
““‘state of the art’’ and to the economic environ-
ment, and further substantial changes are un-
doubtedly in store over the years to come.
Accordingly, I can assure you that the question
of disclosure will remain under continuing re-
view by the Board of Governors of the Federal
Reserve System and we stand ready to make
further adaptations in reporting as conditions
warrant.

While fully recognizing the need for disclo-
sure, we also have been aware that, as with all
worthy objectives of public policy, provision for
meeting the informational needs of the investor
involves certain costs. In extreme cases, those
costs could far outweigh possible benefits to the
investor that the additional information would
provide. For banks and other depositary institu-
tions with liabilities withdrawable on demand
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or on short notice, disclosure requirements need
to guard against triggering unwarranted rumors
that could impel large outflows of funds. Thus,
the Board has approached the disclosure prob-
lem mindful of its statutory responsibilities as
a bank regulator and supervisor to maintain an
environment in which the banking system can
adequately serve the public interest.

In providing for investor informational needs,
the Board believes that the public interest will
be served most effectively if essential disclosure
is achieved as fully as possible through regular
reporting requirements imposed by Federal bank
supervisory agencies and the SEC. Only with
comprehensive, standardized, periodic reporting
can the necessary time series of financial infor-
mation be provided that will enable the investor
to discern significant trends in individual bank
performance and make an adequate assessment
of future prospects. Moreover, with such a
factual base, substantial changes or differences
in the performance of individual banks can be
examined in the broad context of contemporary
developments at comparable banks. More im-
portantly, a requirement of meaningful regular
reporting should help to minimize the need for
ad hoc disclosure at the time of proposed fi-
nancings. Such disclosure carries a risk that
individual banks issuing securities will be re-
quired to release types of information not avail-
able for other banks that might be misleading
or misinterpreted by the market.

The Board also believes that the major focus,
in constructing a disclosure framework for
banks and bank holding companies, should be
on earnings performance as reflected in the
income statement. Fundamentally, what the in-
vestor in any enterprise is purchasing is man-
agement ability and market opportunities. Over
time these are effectively reflected, in distilled
form, by earnings performance. In recent years
the undue attention that often has been focused,
by investors as well as management, on size
or ‘‘footings’’ rather than on operating results
sometimes has led to misinterpretation of the
true picture of financial strengths or weaknesses
of banks and bank holding companies.

To effectively serve its informational func-
tion, the income statement should portray not
only what the bank or company has done but
also should reveal enough of the institution’s

sensitive vital signs so that the investor can
make an informed estimate of the prospective
income flows. The present income statement
required to be filed by all Federally supervised
banks provides extensive detail directed toward
meeting these needs. Included in such state-
ments are refined breakdowns of income and
expenses, loan loss and recovery experience,
provision of reserves against future losses on
loans and securities, and segregations of income
earned in certain specialized activities such as
foreign branch and trading account operations.

But even more income-statement detail now
seems desirable in order to enable the investor
to make an adequate assessment of future earn-
ings possibilities and to forecast an institution’s
ability to adjust to the more fluid market envi-
ronment that has been emerging. In particular,
we are contemplating additional reporting to
provide for:

1. A more comprehensive measure of the
cost to the banks of interest-sensitive funds,

2. A breakdown of loan charge-offs and re-
coveries, and

3. A measure of the effect on bank income
of loans that are past due or have otherwise been
subject to reduction or deferral of interest or
principal because of problems associated with
the borrower.

Detailed information regarding the composi-
tion of assets and liabilities of banks and bank
holding companies is also an important ingre-
dient for adequate investor analysis. Such data
are needed to aid in the interpretation of the
income statement, to determine trends and cur-
rent status of the bank’s operations, and to
appraise the bank’s liquidity, capital adequacy,
and general financial condition. The present
supervisory ‘‘Call Report,’” which includes over
100 separate asset and liability items, already
provides the bulk of the information needed for
these purposes.

Nevertheless, some additional balance sheet
reporting may now be advisable to reflect recent
changes in banking activity and in the environ-
ment in which banks operate. We have been
discussing possible major additions to regular
reporting subject to disclosure by at least the
larger banking organizations. These might in-
clude:
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1. A maturity breakdown for major cate-
gories of investments,

2. A classification of loans according to
whether the rate charged is fixed or floating,

3. A breakdown of the outstanding amount
of time deposits in denominations of $100,000
or more, and

4. Information on the amount of outstanding
loan commitments and the amount of outstand-
ing credit under those commitments.

More frequent reporting of income and bal-
ance sheet information also seems desirable for
adequate investment analysis in a rapidly
changing economic environment. Accordingly,
we are considering a requirement that reporting
of income, now required annually, be set on
a quarterly basis for large banks and semian-
nually for smaller banks. In addition, the spring
and fall Call Reports, which currently are less
detailed than those for June 30 and December
31, may be expanded to include the greater
detail.

As the committee is aware, the bank supervi-
sory agencies, at the request of the SEC, have
been participating in intensive interagency con-
sultations over the past 3 months for the purpose
of seeking a common understanding regarding
questions of appropriate financial disclosure for
banks and bank holding companies. I think the
group has made important progress toward that
goal. Substantial agreement has been reached
regarding the areas in which additional disclo-
sure is needed and most of the specific types
of information that would best meet investor
needs. All the agencies involved have shown
a keen awareness of the need to obtain increased
disclosures in ways that will minimize the risk
of misinterpretation or unjustified disturbance to
confidence.

The interagency coordinating group has been
grappling with highly complex issues, and some
further discussions will be necessary. We are
pressing forward as rapidly as possible, and
there is every reason to expect, on the basis
of progress to date, that we will soon be in a
position to publish both the new disclosure
guidelines and the revised bank reporting re-
quirements.

Many suggestions for increased bank and
bank holding company disclosures are being
offered in the course of these congressional

hearings. 1 would caution that, in evaluating
these suggestions, it is vital to take into account
a variety of considerations that bear on the
extent to which disclosure serves the public
interest. Certainly the investing public must
have access to all material information needed
for intelligent investment decision-making. But
unreasonable or excessively detailed demands
for information or requirements for disclosure
of information that might be misleading could
be counterproductive. Such demands could fail
to serve the interests of the investor, who is
the intended beneficiary. More importantly, they
might injure a bank’s depositors and borrowers,
and thus the general welfare of the community
that it serves. Finally, they could create an
unjustifiable and costly burden on the reporting
institution.

It is most important that the type and form
of disclosure imposed on banks be carefully
weighed so as to avoid undermining the will-
ingness of banks to assume risk or to avoid
eroding the confidence of depositors—a critical
determinant of banks’ ability to attract the funds
needed to finance lending activities. The evalu-
ation and assumption of risk are basic attributes
of commercial banking. Only if a bank is willing
to assume reasonable risks will it be able to help
its local community to grow and prosper. This
can be done prudently if the institution main-
tains adequate diversification, so losses are rel-
atively predictable, and if the bank’s charges
are commensurate with its costs, including the
risk of losses that may be incurred on its port-
folio of loans and investments.

We must keep in mind that some loan losses
are to be expected when a bank is fully serving
the