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ANNUAL REPORT ON THE FINANCES

DEepaArRTMENT OF THE TREASURY,
Washington, November 24, 1971.

Sirs : This annual report on the finances of the Federal Government
for fiscal 1971 has been prepared in accordance with 31 U.S.C. 1027.
The introduction gives an overview of major economic and financial
developments during fiscal 1971. The main text of the report and its
supporting data provide detailed information on the operations and
administrative activities of the Department of the Treasury. The
supporting tabular data follow in the separate Statistical Appendix.

The Overview
The National Economy

Economic expansion resumed in fiscal 1971. By the beginning of the -
fiscal year, fiscal and monetary policies had successfully eliminated
excess demand inflation, and moved the level of total spending toward
a more appropriate relationship with the economy’s productive po-
tential. This task was complicated by the continued adjustment from
a wartime to a peacetime economy. The reduction in our armed forces
substantially increased the civilian labor force. Furthermore, expendi-
tures for national defense, on a national income accounts basis, fell
during the fiscal year from more than $75 billion to about $72 billion.
The return to a full employment level of income without inflation was
further complicated by cost-push pressures in many sectors of the
economy. '

The Nation’s Gross National Product measured in constant dollars
grew almost two and one-half percent over the fiscal year. The rate of
unemployment rose during this period, but by the end showed distinet
signs of levelling off. Inflation slowed significantly. The implicit price
deflator for GNP, the broadest measure of prices in the economy, slowed
to a 4.7 percent annual rate of increase in the second half of the fiscal
year from 5.7 percent in the first. '

Fiscal and monetary policies were designed to encourage growth
while continuing to reduce the rate of inflation: The budget for fiscal
1971 shifted into a less restrictive position in order to promote an
orderly economic expansion. Full employment revenues were esti-
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mated to be slightly more than projected expenditures, producing a
balanced budget were the economy operating at full employment. The
actual budget deficit was estimated at $18.6 billion in the January
1971 budget document.

In January 1971, the President announced liberalized depreciation
in the form of the asset depreciation range (ADR) system. The tax
change was designed. both to reform the existing system of deprecia-
tion of productive machinery and equipment for tax purposes and to
‘stimulate private investment.

The actual budget. deficit for fiscal 1971 was $23.0 billion, reflecting
total receipts of $188.4 billion and total outlays of $211.4 billion. The
chief cause of the deficit increase over earlier estimates was a decline
in corporate tax receipts reflecting a fall-off in corporate profits below
projected levels.

‘The problems of financing the budget deficit were complicated some-
what by the concentration of the public debt in short-term issues. Out of

- a total of $232.6 billion of marketable public debt outstanding at the
beginning of the year, $105.5 billion was scheduled to mature—and
required refunding—within the next 12 months. The required financ-
ing operations were ‘conducted successfully and without disruptive
effect on the credit. markets.

An important development in fiscal 1971 was the legislation provid-
ing long-sought relief from the 41j-percent interest rate ceiling on
Treasury bonds. In March 1971 the Congress authorized the Treasury
to issue up to $10 billion of Treasury bonds without regard to the 41/-
percent limitation.

Monetary policy also became stimulative. The money supply during
the second half of the year expanded at a rate more than twice that
of the first. Interest rates declined markedly across the board, and by

" the end of the fiscal year stood fifty to three hundred basis points
below their levels at the beginning. Declines were particularly im-
pressive among short-term securities. For example, 3-month Treas-
ury bill rates fell below 4 percent in early 1971, after having been above
7 percent during most of fiscal 1970.

The amount of loanable funds raised and supplied directly in the
financial markets grew sharply during the year, particularly in the
final quarter. The year was relatively free of the disorderly financial
market conditions which characterized some previous years. Thrift
institutions experienced heavy inflows of individual savings, a welcome
trend.
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