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INVESTIGATION OF THE FINANCIAL CONDITION OF
THE UNITED STATES

TUESDAY, APRIL 1, 1058

UNrrep Srares SENATE,
Commrreer oN FINANCE,
Washington, D. O,

Tho committes met, pursuant to notice, at 10: 30 u, m,, in the caucus
room, Senate Offlce Building, Senator Harry Flood Byrd (chairman)
presiding, )

Presont: Senntors Byvd, Kerr, Smathers, Anderson, Gore, Martin,
Willinms, Flanders, Malone, Carlson, and Bennett, _

Also present: Jiliznboth B, Springer, chief clerk; and Samuel 1D,
Mecllwnin, special counsel,

The Cuamsman, The committes will come to order.,

The Chair hns beon requested to announce that Senator Kerr and
Soenator Giore have been detained in another meeting, and will he about
15 minutes Into,

Tho Chair now recognizes Senator Smathers,

Senator Sararnens. Mr. Chairman, it is with much repret that I
ask to boe excused this morning as you know I am the Ctuirumn of
the Subcommittes on Surface Transportation of the Interstate and
Foroign Commerce Committeo, ‘This morning we are having railroad
hearings which our very esteemed witness knows a great deal about
and I have to serve as chairman of that meeting.

There is no man for whom I have a greater respect ng nn economist,
n statesmun, and ag o great patriot, than Mr. Baruch, and as T say, I
exceedingly regret 1 will have to leave, but. U will be back tomorrow
at which time % hope we will have a chanee (o hear more of hig testi-
mony.,

The Cuamaan. Senntor Martin has requested the Chair to an-
nounce hoe also hag been detained and will be 10 or 15 minutes late.

Tho Senate Finance Committes today reopens its investigation into
the financial position of the United States.

"The first witness is the Honorable Bernard Bavuch, a man whose
wisdom in public affairs is universally recognized, ITis great and
varied patriotic service dates back to World War I, Since that time
he has served his country with devotion and distinction in war and
peace, in many different pogitions,

Tle made grent contributions to our mobilization in both world wars.
At the end of World War I he was connceted with the American Com-
mission to Negotiate Pcace and at the end of World War IT he worked

2

with postwar n(l%usfnvent policies,
Wo all remeinber his service as the United States Representative to

the United Nations Atomic Energy Commission and his plan for con-
trol of atomic energy.
1033
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But. pm'lm‘)s his grontest sevvico has boon rondorad in hin unofileinl
position nx ndvisor and eloso friend to Prosidonts of the United States,

Tu this eapaeity, T think ho han gorved overy Presidont sinco Wood-
row Wilkon, With Mr. Barnel’s exporience in finanee and Gov-

crnmant, his koon intelloet nnd his groat ru]pn(utinn for construetive

contvibutions to the public welfare, wo conld have no hottor witnoss
on this oceasion whon wo faeo 8o many probloms and porvils at. home
and abroad.

T am proud to suy that Mr. Baruch has boon my porsonal friond for
n long time, 1 admive him fromondously,  Personally and as chair-
man of thix committeo, T wolcome him hore and with plonsure T jwe-
sont him to the committee ns the fivst. witness in the reopening of tfwau

henvings,
Mu, Barueh, the committon will he pleased if yon would proced in

yourown way.
Mv, Barven, Thank you very much, Senator, for your more than

gonevous appraisal of my offorts,
STATEMENT OF BERNARD M. BARUCH

Mv, Bavverwr, Me, Chairman and gentlemen of the committoeo, it is
an honor to ho asked to testify hefore this distingnished committeo
of the Senate.  Although you ave studying the financinl condition
of the United States, you know that our problems oxtend far heyond
any narrow definition of finance, Tax policy, debt manngement,
maonetary controls affect nov only onr solvency nnd economic henlth,
but our security against aggression,

Despite the symptoms of distress in our economic systom, there is
no cause for panie if wo use experienco and common senso, But. if wo
seek recovery through get-woll-quick preseriptions, we will surely
faco a far more dificult situntion,

The principal thing we have to fear is our own folly.

In our concern over the present recession we must not forget that
it is only one aspeet. of the basie problem before us.  The challenge we
face is to organize and employ our resources effoctively, first, for tho
defense of our country and our liberties, and second, to provide our
citizens with a vising standard of living freo from the economig perils
of inflation and unemployment,

So that those who run may read, let me give in eapsule form what
T think our present circumstances require,

1. We must strengthen our defenses and make certain of our su-
premaey in the science and technology of modern arms.

2. Wemust prevent further deterioration of the credit of the United
States and encourage sound economic growth,

3. These goals demand that we reject all tax-reduction and pump-
priming proposals which require deficit financing,

4. New Federal works programs should be placed on a self-liqui-
dating basis, It is better that new works programs be sponsored at

the local level.
5. We must end the price-wage spiral and curtail excessive profit

margins.
6. Wo must restrain the abuse of credit—private and Government.

7. We must ameliorate the suffering of unemployment.
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"Thero is danger that our prosont economic difliculties may distract
us from the requivements of national security and our responsibilitios
us londor of the free world, This could be fatal, ‘

No economioe program, no social plans, no so-called {n'(m ority can
have menning W}I“O Amorien’, usronses are Inggard and doficiont,  In
this nge of nuclonr war and missiles, the price of unpreparedness may
bo sudden donth, (hnwidm'in{; all that 18 at stake, lof us do more in
building our defenses, rathor than less.

1 disngreo entirely with those who clnim that the American economy
in not strong onongh to meot the threat to our security, It met the
demunds of totnl war without seriously impairving the highest stand-
ard of living the world has ever known,” Can we halieve that it cannot,
support the defense program, our safety demands?

To bo sure, offective defonse vequires high taxes, T like tuxes no
more than the next man, but there nre worss burdens, It is infinitely
chonpor to preserve pence than to ﬂ;iht o war, We ean meet all our
defonso requirements and still provide all our needs, although mayhe
not nll our wants.

While we can spond whatever is necessary for defense, prudent
manngoemoent c¢an provide important savings, We must lenrn to
manago our dofense program move efliciently,  We should eliminate
tho piocemonl appronch-—the costly starts and stops--which disorgan-
izo production and disrupt the economy.

In military expenditures, in fact, for all spending, Congress should
have the services of an expert, stafl, gsimilar to the one the tax com-
mittees have., This stafl could muke a continning running study of
budgots and spending to ensure that we get full value for every dollar
spent, This 18 something that should have been done long ago.

But, above all else, once and for all, we must relieve our defense
program and our entire economy of the toll paid to inflation. Think
of the planes wo could have bought, the research we could have con-
ducted, the extra benefits we could have provided our Armed Forees
with the billions lost through inflation.

Inflation, gentlemen, is the most important economic fact of our
time—the single greatest peril to our economic health. Its mogt im-
portant eause has been the tremendous expenditures for war-—for non-
productive goods and services—which were financed too largely
through borrowing and too little through taxes,

Inflation is primarily responsible for our mountainous national
debt, for our high tax rates, }or our record high level of expenditures
in what is called a time of peace. It has put our price structure on
stilts and whittled down the purchasing power of the dollar.

As the Government and our citizens stumble under its burden, con-
tinuity of confidence is broken, and a growing concern serves as an
nddeJy drag on our economic activity,

We are now suffering a hangover after a long inflationary binge.
As is always the case with lmngbvem, we have onﬁ' ourselves to blame.
More of the “hair of the dog” is no remedy. It only increases suf-
fering and delays recovery.

The inflation of our time flows from the selfish struggle for special
advantage among pressure groups. Fach seeks tax cuts or price
increases, or wage raises for itself while urging the others to make the
sacrifice, and with little regard for the national interest.
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This was true in World War II and in the Korean war., In both
wars, wo ignored the lesson of experience which taught that the way
to curb inflation and profitcoring was to pay for war as nenrly as
possible out of taxes; to control prices, wages, profits, money, and
crodit, and, thus, provide a common standard folr to ol

Instead we invited inflation by controls to little and too late, and
by concessions too much and too soon, to special intorest groups, We
mortgaged future generations by inadequate tax programs,

This was truo after World War II when, instend of maintaining
our strength until ponce was assured, we prematurely disbanded our
" forces and abandoned necessary tax and other economic mensures.
And, after Korven, at tho first Bifm of the inevitable post inflationary
readjustmont, wo injected e fresh doso of inflation inio our system by
reducing taxes,

Now that wo face the painful process of rendjustment again, the
snmno recourso to inflation is being urged. Tho samo strugglo for ad-
vantago is being repeated.  Fauch group wants to shift the burden of
dislocation to someonae else.  Kach wants special consideration, argu-
ing that its wages or prices or profits must be kept up to avoid
depression,

1t ery for tax reduction, deficit financing, pump priming—running
to mothor Government. to “do something so we won'’t have to pay for
the mess we've made.”

Nothing is more dangerous than this notion that economic sulvation
lies through Government intercession. Government did not keep us
from getting into our present condition, How can we rely upon 1t to
ﬁ“t usoutofit? Lot usnot turn alwaysto the Government for succor,

ut remember rather that a free government depends always upon the

eoplo for sustenance. When I hear people demanding Government
go tﬁ)\is or that T wonder why those voices were so silent when inflation
could have been controlled.

Government does have a resi)onsibility and « role to perform in the

resent circumstances, particularly in regard to those who are victim-
1zed by unemployment. But its actions must be in harmony with
sound economic principles. Government cannot repeal economic

laws.
In the face of a tremendous national debt and expenditure, it is

folly to talk of tax reductions.

I am dubious abovrt the purchasing power a tax cut will generate.
The value of any conjectured purchasing power is outweighed, how-
ever, by the jeopardy in which a tax cut will place all the programs
supported by taxes—from national defense to welfars assistance,

A tax eut will increase the deficit, add to the debt, and further
weaken the Government’s credit. To reduce ravenues before our de-
fenses ave secure and our debt manageable is uneconomic and immoral.

Nor is this the time to embark on vasi Federal works or other pump-
})riming programs requiring deficit financing. If we want dams and
righways and new schoolhouses and other projects, we should be
prepared to pay for them.  Any new publie-works program should
be placed on a self-liquidating basis in the same manner as the present
highway program——that is, it should be accompanied by a tax to pay
for interest and amortization.

More effective than Federal action in this sphere, I believe, would
be local action. ILocal governments can best survey their own situa-
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tions, glatrsrmind the idle resources of mun‘powor, materialg, and other
fucilities availnble, and balance them against the degree of need and
their budgetary requirements. Such locally conceived and sponsored

works programs should also be self-supporting,

Self-help is tho best help.
A nation, no less than an individual, must keep its financial house

in order, Tts financial strength, no less than an individualy, will de-
tormine its capneity to withstand economic adversity. The credit of
the United States Government is the foundation upon which our
solvency and sccurity rest. The strained condition of our credit
handicaps our efforts to cope with the recession, ' We must prevent any
further weakening of it by tax cuts or deficit spending or lifting the
horrowing ceiling every time the debt presses against it.

We are not likely to enjoy surplus revenues soon. Yet thero is no
greater thing Congress could do to strengthen confidence and create
jobs than to adopt now a long-range fiscal program designed to re-
duce our national debt,

Not until the Government puts its honse in order will the people
know how to bring order to their own affairs,

Debt manngement also has been made move difficult and expensive
b())r the shortening of maturities, Now, more than $80 billion, almost
30 percent of the debt outstanding, are on a short-term basis, I can-
not understand why thoso in authority did not move earlier to refund
the deht when the money market was easy. If private corporations
could refund and borrow at rates as low as 235, why couldn’t the

Government ?

We must face, however reluctantly, the truth that Government
nction is no nostrum for economic henlth. Nor it is a substitute for
individual responsibility. 'The adjustment must be made by each of
us, in our business, our job, on our farm. We must work harder, cut
costs, save more,

Nothing would be more effective in turning the tide than to halt
the never-ending spiral of wages and prices. The best stimulant
to our economy would come from price reductions, The consumer,
who has no lobby or bargaining ngent, is belatedly rebelling against
having every wage and cost increase passed on to him.  If industry and
labor continue to push up wage, price, and profit levels, they will price
themselves out of the market.” Consumer resistance will grow, further
depressing economic activity and adding to unemployment. Foreign
goods will enter our markets in increasing quantities, with unsettlin
effects on our domestic economy, our tariff policies and our allies anc
friends.

No one wishes to see a return to cut throat competition with its
price wars and wage cuts. No one is more concerned to see labor pre-
serve its gains than I am. But we must halt the wild, unmerry
chase of prices, wages, and profits.

We prefer not to compel this by legislative fiat or executive order.
We rely upon individual action, self-discipline, and enlightened self-
ishness of labor and industrial leaders. If they cannot recognize that
solf-interest requires concern for the national inferest, then they and
the nation as a whole will be made to suffer. If they will not adjust

98688—58—pt. 5——2
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voluntarily and in time to the law of supply and demand, the adjust-
ment eventually forced on them will be much more ninful,

It would be an inspiring and salutary thing if the lenders of our
ront labor unions and businesses woulc jointfy pledge to the Presi-
ont that for 1 year thero will be no increase in wages or prices or

profit margins, .

Individunl self-restraint should be exercised, too, in the aren of
private credit. Itsoxcessive growth has been one of ti}e major factors
in our present difliculties and 19 one of the wenk links in our economic
chain,  When individual indebtedness alone rises above $200 billion,
we have reason to be concorned.

I have often been shocked by the lengths to which banks, merchants,
and advertisors go to press credit upon the consumer with which to
buy things they can be persuaded to want, but do not need. The sus-
coptibility of the American public to these blandishments troubles
mo, The opportunity to vacntion in IFlorida, California, or Latin
America; to tour the éuriblmun ; or even visit the Taj Mahal for littlo
or nothing down and a few dollars a week may not be ensy to resist.
But is it a proper use of credit {

In the last analysis, wo face a test of character and commonsense.
Have we so deluded ourselves that we take seriously the Alice in
Wonderland notion that the cure for indebtedness lies in more debt;
and that thrift is antisocial? Or do we have suflicient economic
sonso—and cournge—to face the facts of our situation, recognizo the
mistakes wo have made and correct them in time, without incurring
the heavier penalties which delay and evasion will exact ?

In summation, gentlomen, let me say :

First, that this recession is the inevitable aftermath of a period of
inflation that could at least have been mitigated, if not prevented;

Sccond, that there is no cause for alarm if we will learn from our
mistakes and call a halt to the practices which are responsible for this

sitnation;
Third, that we can restors “onfidence along with economic health by

sound mensures which include: .
(@) Determining the requirements of national security and doing

all that is needed to meet them.

(6) Barring new inflationary adventures. Forgoing tax reduc-
tions, Avoiding deficit spending,.

(e) Strengthening the credit of Government by refunding the debt
on a long-term basis and planning definite amortization.

d) Stopping the price-wage spiral and the abuse of credit.

Gentlemen, ours is a country of boundless natural and human re-
sources, of scientific and technological skills that defy obstacles and
frontiers. The future holds promise if only -we have the wit and
discipline to use them properly. And let us not complain about
our surpluses of food, fiber, and metals. If we do not add to them
but manage them intelligently, they will give us a reserve against
:}t)y emergency of war or naturas more precious than the gold of Fort
nox.

In closing I offer for your meditation a thought expressed by one
of the wisest Americans, Benjamin Franklin, who said—and I quote:

The taxes are indeed very heavy, and if those laid by the Government were
the only ones we had to pay, we might more easily discharge them ; but we have
many others, and more grievous to some of us.
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Wo are taxed twice as much by our ldleness, 8 times as much hy our pride,
and 4 tlmes aw much by our folly; and from these taxes the comnussloners

cannot ease or deltver us by allowing an abntement,

Thank you, gentlemen, for hearing me,

I will be glad to submit to questions, Senator. T am quite deaf and
it would be better to relny them to me in writing or through my
nssocinte here, Mr, Inrold Epstein,

The Cuamaan. I have o few questions here but I do not know
whether all of the Senators have their questions in writing but I

would suggest—can you hear me?

Mr. Barvorr. 1 ean hear you now, : )
The Cramaan, I want to first thank you, sir, for the very able

and congtructive contribution yon have made to the difliculties that
confront, ug, and I would like to announce at this time that Mr,
Baruch will bo before the committes tomorrow morning, and the
Senators will all have a chance to interrogate him,

I have quite a few questions but. I will only sk o few of them this
morning so that the other Senators will have an opportunity.

Mvr. Baruch, in your statement you sny that inflation is the most
important economic fuct ot our time,

Vould you give the committee your definition of inflation ?

Mr, Barvcn, Inflation is an abnormal and disproportionate in-
creaso of money and credit in relation to the production of goods and
services. In simple terms it is a process of too many dollars corn-
peting for too few things, The result is rising prices, increased costs
of living, and devalued dollars. ,

Inflation always accompanies war because of the huge expendi-
tures for nonproductive goods and services financed largely through
borrowing, ar expenditures do not produce wealth, Ihistorically
it may also come us a result of increased business activity based on

oxtensive credit expansion throngh banks.
It may also come as a result of Government deficit financing in

time of financinl difficulty. .
The Ciramraan. Do you regard Federal deficit financing as one of

the main factors in creating inflation ?

Mr, Baruen. Yes, sir. T think the main cause of inflation today
was the deficit fiiancing of war—the enormous borrowing in World
War IT and Korea, The war expenditures should have been accom-
panied by sufficient taxes to pay for them as nearly as possible and by
controls on prices, profits and wages. A sound tax and control pro-
gram has demanded not only by good economic sense but by a sense
of justice. No one should be permitted to profiteer oi* gain special
advantage while our young men are being sent off to war.

The Cramaan. I estimate, Mr. Baruch, that the Treasury has
overestimated the revenue for this next fiscal year, I think to the
extent of about $3 billion. I think next year expenditures will ex-
ceed the estimate by $6 billion and with reduction in revenue under
present rates a deficit of $8 billion or $9 billion is likely.

Now, if there is a general tax reduction, that tax foss will be cer-
tainly around $8 billion. This would result in a deficit next year of
approximately $15 billion.

ould you care to make an expression as to the evil results from
such a deficit from a long-range standpoint? Of course, if we have
a deficit of that magnitude, it will not stop at 1 year.” It will be
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continued for many years to come; and I would like some expression
if you please, as to the disastrous results that would occur should
we have a deficit of as much as $18 billion in this next fiscnl year
by ndditional spending plus reduction of taxes.

Mr, Barvon. Your inquiry, as I understand it is, What will be the
offect of further deficit financing ¢

The Criamraran. My inquiry was along those lines,

Mr. Barvowr. Accompnnied by ndditional borrowing?

The Ciramrman, Yes, if wo had—-

Mr. Barucn, Senator, from whom are we going to borrow thiy
money? I mean who is going to buy the Government’s bonds, if
you reducoe the Government’s income and wenken its credit If I
recall correctly, our income was reduced by a tax cut after World War
IT—and over the veto of the President—by about $614 billion or
more. Recently—that is, in the lnst 4 years—we cut taxes by another
$61% billion. Now, when you have to borrow and people see thet
your income is less rather than more, thoy are going to look dubiously
upon the securities which you are offering to them,

Dofleit financing will only increnso inflation and it won’t cure the
situation wo are now facing. I do not know whether that answors
your question,

The Crarman, Well, the question is, Should we have by a
combination of im-.rousoci spending and tax reduction n deficit of $15
billion in tho next fiscal year to be followed by other deficits, what

would bo the results?
Mr. Baruci. I think it would start a spiral of destruction, Sena-

tor.
The Cmairman. Yes, sir. That is about the same as another

spiral of inflation, T shonld think,

Mr. Barven. Yes, sir.

The Crramryan. T have just a couple of more questions.

You say, Mr. Baruch, in your statement that wo must halt the
chase of prices, wages, and profit, but we prefer not to do this by
legislative fiat or Executive order.

What action by the Federal Government do you believe current
economic conditions require{

Mr. Barvon. As T understand your question, it is what action is
required to stop the rise in prices. Is that you question, sir?

he Cimatryan. That is one part of it.

Mr. Barvci. Let's get one at a time, Senator. I have got to do
it that way because my hearing is so bad. I am sorry.

The Cuamryan. That is all right,

Well, you said in your statement that the chase of prices, wages,
and profit should be halted. I was just wondering if you thought
the Federal Government could and should do anything in that
direction,

Mr. Barvcr. Well, the Federal Government has refused to do
anvthing, has it not? If the Federal Government does not do any-
thing, and if the producers and labor won’t do anything to halt
the chase of prices, wages, and profits, then the law of supply and
demand will attend to it. And in the end we will have suffering
greater than ever. Moreover, if we don’t begin to bring prices down,
we will see more and more steel and copper and lead and zine and



" FINANCIAL OONDYITION OF THE UNITED 2TATES 1641

automobiles and other manufactured goods come in from abroad.
They will offer more and more competition to our own industries and
set off demands for tariff revisions and other measures of that kind.
The Cramrman, Another question: Since the end of World War 11
there have been two major reductions in Federal taxes, one in 1948

and another in 19564, L
Do you think we should have cut tuxes us we did in view of the

gize of our national debt? i

Mvr. Barvon, Emphatically no.  We should not have cut taxes until
we got our Government debt in manageable shape and until we had
pence. Until we have peace we can never know what may be re-
quired of the Government. When we cut our taxes and brought our
troops home after World War II-—when we scuttled and ran as I
culled it-—we lost the opportunity to make peace, the kind of peace

we should h..ve.
The Cuamrman, Thank you, Mr. Baruch, I will have some fur-

ther questions tomorrow, .
Senator Kerr does not desire to nsk any questions at this time and

the Chair recognizes Senator Martin, ,

Senator Marrin. Mr. Chairman, I apologize for not being here at
the opening, but we had a conference. 1 wanted to make just this
little statement of apprecintion of the presence of this very dis-
tinguished American.

r. Baruch, you are very kind to come before our committee.

When we started this investigation last summer our attention was

directed at a continuing and persistent inflation, coupled with mount-
ing public and private debt and the growing problem of debt manage-
ment,
Since then the dramatic launching of the Russian sputnik and a
degree of economic recession have occurred, thereby compounding the
difficulty and complexity of our original tasks. ‘The need for a clearer
understanding of our economic and defense problems is greater now
than it was then.

Since last summer the economy-in-government mood seems to have
completely disappeared. All kinds of programs are being pressed for
legislative action. Some are new. Others are dusted off and dressed
up to come to our economic, social, or spiritual rescue.

Spending and taxing proposals come from every quarter and legis-
lation is being rushed through the Congress at wartime speed. I% is
timely, Mr. Chairman, that this committee under your leadershi
should now look carefully and calmly at the possibﬁ; economic an
social consequences of our actions.

We should beware of J])axlaceas and cure-alls that promise economic
utopia but which may g e up even greater problems after their drug-
like effects have worn off.

In short, as a people we cannot afford the luxury of easy and pain-
less temporary solutions. These only postpone, enlarge, and intensify
the problems we would presently escape.

e need now to determine our true economic bearings as well as
our direction and the speed we are traveling.

In this we need the best advice and counsel we can get to map our
course. I am pleased that we have had this opportunity to hear from
Mr: Baruch. For over 40 years he has availed himself to serve his
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country during and after both world wars and at other timos as well.
From Yxis broad experience in business and banking he has learned
much of how our economic system works; its dependence on initiative
incentives, and rewards; on savings and investment; on improved
technology and productivity ; on sound governmental fiscal and mone-
tary policy, and very importantly on an honest and stable currency.

1o has todny warned of the dangers inherent in govermental tinker-
;ptg in broad economic areas as well as in the details of our everydny

ife.

Mr. Baruch, I congratulate you on the splendid, clear, and down-to-
onrth statement which you have given us.

In contrast to the preponderant economic proposals that are con-
stantly drummed at us from every angle here 1n Washington, you are
an unorthodox economist, indeed,

I am greatly enconraged by your views,

Mvr. Baruch, on page 4 of the statement which I very carefully read
cstorday afternoon, you stated that inflation is primarily responsible
or our mountuinous national debt, our high taxes, and our record high

level of expenditures. Is it not, rather, that debt, tuxes, and expend-
itures contributed to inflationary pressures?

Mr. Barven, Well, I think I stated—and I will restate agnin—that
I think that our present inflation came as a result of the huge expend-
itures in World War II and our failure to promptly put on controls
over prices, farm prices included, credit, wages, and everything else,
with a tax suflicient to keep the credit of the Government strong.

Certainly debt, taxes, and expenditures contribute to inflation, In-
flation is both cause and effect. It leads to higher prices and debt and
they, in turn, feed inflation. It is a little like “Which came first, the
egy or the chicken ?”

genutor MarriN. Mr. Chairman, as I understand, our distinguished
American would favor, as far as possible, s enough to take care of
governmental expenses, rather than deficit financing,

Mr. Barvcn. 1 certainly do, Senator.

Senator MarTiN., Mr. Chairman—
Mr. Barucu. That does not prevent the issuing of bonds for proper

purposes if accompanied by taxes that will pay the interest and amor-
tization on them,

Senator MArTIN. Mr. Chairman, I think the distinguished witness
has made his position very clear, I would like to ask, on page 5, the
third paragraph of your statement, you state that we made a mistake
in the 1954 tax reduction. I am not disagreeing with you, but, being
a member of the committee at that time when we made that reduction,
I would like a little further explanation, if you would care to make it.

Mr. BarucH. Your question refers to reduction of taxes after Ko-
rea; is that it? :

Senator MARTIN. Yes, in 1954 ; that is right.

Mr. Barvcn. I would not have reduced taxes until we had a sound
and certain peace. Not until we have such a peace can we be sure of
our security, and not until then should we relax our guard and lower
our taxes. There should not have been a tax cut in 1948 or one in 1954,

Senator MArRTIN. Mr. Chairman, Mr, Baruch, on page 7, the second
garagmph of your statement, you suﬁgest that it would be better for

tate and local governments to do the greater part of public-works
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programs. Isn’t it true that the United States takes the lion’s share of
tho taxes, which makes it impossible for the States and local govern-
ments to do some of the things that we ought to have done during this
period ¢

Mr. Barvon, I think that some study and consideration hag got to
be given to the taxing powers of the localities vis-n-vis the Federal
Government. I don’t think that hos been studied carefully yet, but
something has to be done in order that each will know what are the
proper areas of taxation.

Senator Marrin. I think, Mr, Chairman, the distinguished witness
is absgolutely correct. There ought to be a very careful study made.
1 had also thought, and 1 know, Mr, Chairman, you have felt the
same, and I think Senator Kerr, a former governor has had the same
feeling, that there should be a proper allocation of taxes, and then an
allocation of functions of government, and one level not encroach
upon the other.

Mr. Baruch, on api'e 8, you refer to debt management as having
beon made more diflicult and expensive by the shortening of maturities.
Is not the constant threat of future inflation, because of fiscal and
monetary policies, the reason that investors do not wish to tie up their
funds in long-term investments ?

Mr: Barvon, Yes, sir; that has o very great effect. But, also, the
fear of war or the doubt over when we are going to have peace. The

ublic would like to see the Government go in some specific direction,

definitely, and then they will follow.
Senator Marrin, Mr. Chairman, I would like to ask Mr. Baruch

how can we ever expect a leveling off in prices or any reduction in
them with annual wage increases, escalator clauses, and similar ar-
rangements between industry and labor.

r. Baruon. The escalator clauses, I think, are inflationary. They
help to hold up the price level. But business is; if I may say so, just as
responsible as labor in this. Business doesn’t much mind the esca-
lator clause, because they just pass on the added cost, plus a little extra
to the consumer. And I must say that I think labor s impelled, and 1
think justly so, to meet higher costs of living by asking for more
wages.

-Senator MArTIN. Mr. Chairman, probably some of the other mem-
bers of the committee would like to ask questions before the Senate
foes into session, and I would like the privilege, probably, of asking

urther questions of him. o

The CuairmaN. That opportunity will be given.

The Chair recognizes Senator Anderson. ,
Senator ANpersoN. Mr. Baruch, I want to start on page 3, at the

bottom of the page. You suggest that, in military expenditures, in
fact, all spending, Congress should have the services of an expert staff
similar to the one the tax authorities have. We do have a National
Security Council. Have you any comments to make on the need of
having a National Economic Council ¢ A

Mr. BarucH. Senator, I heard with a great deal of interest your
suggestion at one of the previous meetings of this committee, and in
that I concur, sir.

Senator ANpersoN. Well, thank you. It does seem to me, when we
have these economic problems, we might spend time with them. Now,
to go back to page 2, your third point is that these goals demand that
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we rejoot all tax-reduction and pump-priming proposnls which re-
quire defleit financing. There is o story on the news tickers that this
yoar’s deficit will be between $2 billion and $8 billion. My own guess
%g {) gﬁ;tld make one, is that it will be on the other side, the upper side of
$8 billion,

On that basis, sinco wo are already in a deficit position, would your
statoment not. bar all tax reductions and all pump-priming#

Mr. Barvont. Yes, sir, In the present circumstances, when we have
such a tight fit, when there is tho possibility, as I understand the
chairman, of & doficit of $15 billion, it would be unwise to issue bonds
for new programs without providing tho revenue to pay for the interest
and amortization, T'o resort to deficit financing will only impede
progress and only incrense unomg}loyment in the long run.

Does that answer your question, Senator {

Senator AnpERsoN. Yes. But from the standpoint of the Congress
now, we face a deficit noxt year of §$8 or $9 billion ns we now see it.

How would you meet that {

Mr. Barveon. The next year{

Sonator ANpersoN. Yes,

Mr. Barovorn. Well, we have got to cut our cloth nccordin({glg. I
want to know where yon aroe going to get the money for added ex-
senditures. If you are going to issue all these bonds, and you have a

eficit, are you going to }'rint money {

How are you going to meet these expenditures? Who is going to
bug your bonds{

onator ANDERSON. Iwastrying to ask you. -

Mr. Baruon. I say people will buy your bonds if you make pro-
vision for their interest and amortization. The people will have
confidence in them and in the Government’s credit. Otherwise you
will have difficulty in getting the money.

Senator AnprrsoN. But if the deficit is to run next Keur to $8
billion or $9 billion, you say you favor taxes rather than deficit

financing,
Surely tﬁou could not hope to raise $9 billion more by taxes in the

time like this, could you?

Mr. Barucn. Ididn’t understand it.

Senator AnpersoN. Well, I mean, it would be impossible for us
to try to increase the tax burden $9 billion, ‘

Mr. BarucH. Let me go over there. I am sorry to have to incon-
venience you people. . '

Senator ANpERSON. We are the ones inconveniencing you. But if

we say to you the deficit is likely to be $9 billion—
Mx; BarucH., You say that is going to be the deficit for next
ear
y Senator AnpersoN. Fiscal 1959, which is right close on us, you could
not raise that by taxes. You would not favor raising the corporate
tax above 52 percent, would you ! ’

Mr. Barucn. Why shouldn’t you if you have to. What is there so
sacred about that. Some individuals pay up to 90 percent. I do not
want to seein to be in favor of urging that corporations pay vp to
90 percent, but I don’t see anything sacred about any taxes. szever,
there is really something very sacred about our defense and about

doing something to relieve unemployment. :
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Senator Anpexson. I only ask that question because I did want to

find out which direction you would go.

Mr. Banvon, Yes,

Senator AnbersoN. Now you have suggested in here that wo must
ameliorate the uYHm'go of unemployment,

How can you do that except by pump-priming ¢ ' .

Mr. Barvon. Well, I think one way you can help relieve thoe situa-
tion is by extending unemployment, benefits,  But T heliove this should
bo done by localities rather than by Federal Government. )

Senator AnprrsoN. But if the local communitics won’t pay this
oxtra money for unemgloymont, it. comes right back to the Federal
Government.; docs it not ¢

Mr, Barvon, Why shouldit? These communities have heen ndvan-
taged—have prospered as a result of the growth and of the increased

opulation which have come out of the farming districts and other
districts. Why shouldn’t the local communities meot their own diffi-
culties that now confront them? Why should they ask another com-
munity to pay forit?

Senator Anperson. But, Mr, Baruch, many of those communities
think they have been burdened by this expansion. They have had new
problems for schools and many other things. I grant you there aro
advantages, but there are great difliculties, too, facing these growin
towns, They will say, “Vge can’t take care of unemployment,” anc
we have established n pattern, perhaps unwisely, but nonetheless estab-
l.isll)led it, that the Federal (Government then’ tries to help to create
jobs.
Isn’t the creation of jobs about the only solution to unemployment?

Mr. Barucn. Well, Senator, that is the generally held belief but I
am just wondering how much the communities have really tried to do
for themselves before asking the rest of the country to do something,

I am anxious to help the unem&)loyed and I would favor anything
that would really help them. But I do not favor action which would in
the end increase unemployment and perhaps destroy the Government
itself, and that is what can happen if we keep issuing bonds which
wenken our credit, make it more difficult to borrow money except at
higher rates of interest, and puts up the whole interest structure, I
think we will have to find some other method of meeting the problem.

Senator AnpersoN, You have suggested we ought to end the price-
wage spiral and curtail the excessive profit margins. How would you
curtail this price-wage spiral if we should have a $9 billion deficit, and
hence inflation that comes along with it? _

Mr. Baruon. Well, of course, those high prices have helped make
the deficit. The Government has to pay more for everything it buys.

I wonder if anybody has ever figured how much more the Govern-
ment has had to pay when these prices go up, in steel, aluminum, and
copper. :

enator ANDERSON. Yes, sir; there have been studies and they reveal

it is a terriffic amount,
Mr. BaruoH. And as a result the Government spends more all the

time and gets less for its money.
Senator ANDERsoN. The second part was to curtail excessive profit
margins. You would not advocate governmental control of profits;

would you {
Mr. Baruon. Certainly I would in wartime.

88688-~88—pt, §—38
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Sonator AxpersoN, In wartimed )

Mr, Barven, Yes,sir,  Wo didn’t control profits in war and that is
tho basic cause of our trouble.  And, Senator, underlying so many of
the matters we nre discussing hero is this one question: Are we ut war
or peace now ) )

Senator AnpersoN. I ngreo with you, Mr, Baruch, I sit by the
Senator from ‘l'ennesseo, My, Gore, wf;o introduced in World War 11,
intho Iouse of Represontatives——

My, Baruen, 1o was one of the men who stood up.

Senator ANpeuson. I stood up with him.

My, Banrucu. Yes, sir,

Sonator AxpersoN. ‘U'he only troublo is, Senator Gore and 1 found
that, since wo didn’t have a rolleall, there are now so many who admit
that they stood with him the measure should have passed. ~ I just don’t
know how'it didn’t pass.

My, Banuci. Yes; Senntor Gore was one of the men with a voice. 1
think wo mustered 61 or 04 votes at that time,  But thatis pnst.  Now
wo have a problem to deal with, and therve is procrastination ; we don’t
want to faco the fucts.

Wo have i,;ot, to fuco these fucls‘ gentlemen, and we just can'’t go on
having all that we had before.  Weo have all got to do with n little less,
and I don’t expect that the corporations are going to have sacred or
privileged positions.

Wo have to pay for our mistakes. We can get out of this thing if
wo do that.

Senator AxpersoN. On page 8, Mr. Baruch, you mentioned debt
management, and you suggest that—this is page 8. '

Now more than $S0 hilllon, aimost 30 percent of the debt outstanding, are on n
short-term basls, ’

If wo have a Government that has an $8 billion or $9 billion deficit
next year, won't it bo extremely hard to handle anything but short-
term financing?

My, Baruceit. Yes, sirg T think tho present Secretary of the Treas-
ury is a very unfortunate young man. I think he has inherited the
most difticult situation that any Secretary has ever faced. I don’t
know him. Ineversaw him. -

Senator AxpersoN. He is a very fine man.

Mr. Barucn. But if interest rates come down, the Government
ought to be able to borrow money. I don’t know why we didn’t
borrow it when money was 234 percent.

We ought to do everything we can to lengthen the maturities and
reduce our short-time obligation.

Senator Anperson. I would say the only way to borrow money
when you are in a very bad deficit situation is on & short-term basis.
Your recommendation, then, is to economize so that you won't have
to have the extra money. You want to economize so that you don’t
have to make these extra borrowings and sustain an $8 billion deficit. .

Mr. Baruch. I think we can maintain the present deficit, and if we
wére certain it was not going to be increaseg, I think we would not
have too much difficulty in financing it. ‘ -

Senator ANpersoN. I want to just go back to page 2 and your second
point for a minute, because I know there are others who wish to ask
questions. : :
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“We must provent further deteriorntion of the credit of the United
States, and encourage sound economic growth.”

Can we, in your opinion, Mr. Baruch, have sound economic growth
with either inflation or with $9 billion deficits?

Mur. Baruen, No,sir,

Senator ANpERSON, Yes,

Mr, Banruvcin. Senator, 1 want you to understand 1 up})rcciate the
difliculties of this Government, and 1 realize the difficulty that the

rentlemen of this committee have to encounter in meeting the problem,
“know that, probably nothing concerns yon more then seeing & man
out.of a job who wants to work.

But if wo are to get out, of this diflicult, situation, all of us have got
to give up something. 1 apprecinte all of the problems you have
hofore you. I don’t want to go into what caused them any further.
'I'he only renson 1 go into their causes is because I don’t want to repeat
the mistakes which led usg into the situation that we find ourselves in,

Senator Anperson, But this man who is out of work, who is unem-
ployed, ho ean’t eat u bulanced budget. That is the trouble,

Mr. Banvon. A tax eut won’t do him any good either.

Senator ANperson. Thank you very much.

"T'he Crramrsman. Senator Flandors 18 recognized.

Senator Frannirs, Well, we will see, Mr. Baruch, whether you can
understand me. Do you?

Mr. Barvoin I can understand you if I can hear you, sir, It isa
{errible handicap for me, I didn’t want to come here and appear very
stupid. T am stupid, but not as I appear here, sir. [Laughter.]

Sonator Franvirs, I thought that was a compliment when you said
if you could hear me you could understand me.

r. Barvon. It ismeant as a compliment.

Senator Franprrs. Thank you, sir, and I also would like to pay you
the sume compliment and say that when you can hear we get some-
thing from your replies.

Now the situation, Mr, Baruch, which meets us here in the finance
committee is that we have got to decide whether to do something about
asituation and if so, what to do.

In other words, we are faced with the necessity for deciding on
action or inaction, So that it gets down to a very practical question.

Now if we are faced in-the next fiscal year with a deficit of $9 bil-
lion with which we seem to be threatened, what shall we do about it?

Some of that $9 billion presumabl will come from expenditures to
meet the unemployment situation. I take it that your advice on that

is not to do anything about it.
" Isthat right?

Mr. BarucH. No,sir, L
Senator FLanpers. So far as money expenditure is concerned ¢

Mr. BarucH. Now, first of all, I am not in a position to know but
I do not accept cther peoples’ judgment until I have all the facts.

For instance, are we really faced with $9 billion ¢

Cannot we make it less than that, that is the first question ?

Sénator FLaANDERS. Yes.

Mr. Barucu. And that, of course, Senator, goes into a t many
questions on defense, foreign relations, unemployment relief, tariffs,
monetary controls, the price we have to pay for money, and so on.
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You have a bottor opportunity to see those things than I do but I am
not satisfied that we must have a $9 billion deficit. I believe—and I
huve had some experience with expenditures—that there are ways of
cutting down those expenditures in peacetime as well as in war.

Senator Franpers. Mr. Baruch, you are o step ahead of me. I was
goin% to inquire whether we must accept these defonse expenditures
greatly increased, whether we must accept all the elements of foreign
aid, whether we must accept other expenditures for the maintenance
of agricultural prices, whether we must accept these major expenses
as being necessary or whether it is proper for us to examine each of
them critically.

Mr, Baruci, Yes; I would go into them very critically to find out
if they were necessary, and if savings could be made, You mentioned
agricultural support and I would like to say that I have been inter-
ested in the farm problem since 1919 when Mr, Mohler, the Secreta
of the Kansas Board of Agriculture, invited mg views on the farmer’s
problems. The surplus has always been o pro lem, but I believe that
we are wringing our hands too much about them,

Now we are stockpilin ethhin —lead, zinc, copper, rubber,
machine tools, and so forth, h{( should we not take these farm
surpluses out of the market by stockpiling them in the same manner.
In this way you remove the pressure they exert on the market. Farm
prices would then improve and you could reduce the prop, so to spenk,
on agriculture, and in that way you would require & good deal less
money.

I do not believe in going around wringing our hands and begging
everybody to take those agricultural products off our hands.

They are too valuable to us. We may need them in a war or be-
cause of the vicissitudes of nature.

You see each one of these things, I think, has to be examined
separately.

Senator Franpers., I think you and I, Mr. Baruch, might have a
very sympathetic discussion of agricultural price supports but that
is not, of course, in our terms of reference.

Mr. Baruon, No, but ¥ou brought it up.

‘Senator FrAnpers. I have to apologize to everybody in the room
for brmlging it up? '

‘Mr. Baruon, You don’t have to apologize, It just shows how
difficult it is unless we determine what we are talking about.
Senator Franpers. But you do feel there is nothing sacred even in
defense expenditures against careful analysis?
Mr. Baruon. Yes, sir. Eat when in doubt with defense, when in
doubt, I would spenti.
Senator FLaNDERs. Yes.
Mr. Baruca. That is the only thing that I would say that about.
. - Seuator Franpers. Now, if careful analysis seems to require greatly
increased expenditures and some considerable portion of this threat-
ened $9 billion deficit seems to face us, do I understand that you
}:guld in that situation say that we should increase our tazes to meet
1

‘Mr. Barycs. I certainly would not decrease them. I am sug-
gesting that if you borrow money to uridertake any additional ex-
penditures for new projects that you Eoovide the revenuse to pay for
the interest and amortization for these borrowings, ‘

t ; )
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The increased taxes I would agree to or at least that I would sug-
gest would be to pay for the cost of borrowing for new projects.

Senator Franbers, Yes,

Mr, Barvon. In other words in the manner of the road program.

Sonator Fr.anpens, We supposedly handled the road program, and
some of us tried to keep it within the pay as you go limits,

However, there is a hole in the dike now and no one has yet stuck
his finger into it

Mr, Barvon., Well, aren’t you going to get that money anyhow ?

Senator Franpers, We are going to get it anyhow.

Mr. Barvon. In other words, you provided the money in the future
m};yh(:}v. If you do the same with these other things there will be no
objection,

enator Franorrs, Well, now, I think I have my answers to this
first sories of questions, except i might inquire of you if it became
necessary to raise taxes on account of new eclements of increased
necessary expenditure would you want at this time to say just what
kind of taxes you would raise?

Mr. Barvon, No, sir; I cannot fix all the problems, I would have to
study that. I don’t know enough about it, You have got this com-
mittee to decide that, And then I would like to join with those who
criticize. [I{,aughter.]

Senator Franpers. I think you have placed yourself, gir, in a very
enviable position which we cannot occupy.

Mr. Barucs, We cannot what ¢ 4

Senator Franpers, That we cannot occupy that position in which
you place yourself,

Mr. Baruc. Well, I am turning to the results of my experience and
perhaps if we do these things that we are talking about, this thing
will resolve itself. Because this is still a great country and the Amer-
ican people are still a great people. If they will try to work them-
selves out of it, and if we give them a chance and do not try to work -
them into any more inflationary measures, perhaps this might work
out. : :

Senator Franpers, Well, you and I, and I hope everyone in this
room, have confidence in the future of this country.

Mr. Baruon. I have got confidence if we just use half the sense that
God gave us. . '

Senator Franpers. Yes. ‘ )
Now there is one other line of guestions which I wish to touch on, I

hope briefly : the wage-price-profit spiral seems to be the machinery of
inflation, «

Mr. BarucH. It certainly isthe result of it.

Senator FLANDERS. Does it cause it ?

Mr. Baruca, Well, it is like the chicken and the egg, Senator.

Senator FrLanpers. All right. I just wanted to know whether it
was cause as well as result. It looks to me more like cause than result,
but I may be wrong.

Mr. BarucH. It certainly keeps up the aftermath of inflation.

Senator FLaNDERS, Yes. The result of the wage-price-profit spiral
is increased cost of things which again requires—again starts a new
price-wage-profit spiral,

Now what can wo do about it?
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Mr. Barvon, The individual can do something.

Senator FraNpers. Yes.

Mr. Barvon., He does not need to buy another automobile or some-
thing olse. But tho Governmont unfortunately cunnot do anything
beeause it did not do anything to stop it in the beginning,

The Government has to go on with its expendituves doesn’t it#  But
the individual does not.  And the indivi(hmll is taking his stand now,

Ho is just going to put off buying things and sooner or Inter the Inw
of supply will work out.

Sonator Franvers, There nover was any government in the world
that was strong enough finally to overcomo the lnw of supply and
demand.

Senator I'ranorrs, Well, you take it, then, that the present. sad
stato of tho automobile market is o remedinl measure on the part of
Amorican buyors

Mr. Baruen. Yes; that is, the consumer says he will not buy a car
now or ho will buy n foreign car; it is easier {0 operate; it costs less,
I am not recommending it, beenuse 1 would like to see people buy
American products. But I know you cannot exhort pe()])lo to go and
spend money for things they do not need, especially when they can
got it cheaper elsowhere,

Senator Fnanvrrs. Putting 8 lights on the front end and 8 lights
on the back ond and a half ton of clhirome does not answor the problem,

does it ¢ .
Mr. Barven, Idid not got that. .
Sonator Franpers, Trying to make sales up;l)oul by putting 8 lights

on tho front end of the car and 8 lights on the back end of the car
and an immense nmount of chrome on the sides is not the answer?

Mur. Barvon. Welly I do not exactly know that, but 1 know a man
is going to buy a car that costs less yet does the work, even if it is not
so pretty:. )

Senator Franpers. Yes. Well, now, would you say that this is
fn‘oper use of the increased returns from increased productivity? I
wve said & number of times, publicly, that incrensed productivity, the
benefits from it should be shared 3 ways—1 share in higher wages, 1
share in higher profits, and 1 share in lower prices.

Does that sound reasonable to you?
Mr. Barvcn. It sounds reasonable. Increased profits are sound,

though only when they come from increased production and from a
spreading of the benefits of increased production. That increnses
the standard of living which is the important thing.

Senator Franpers. Yes. Now, that Increased profit goes, also, to
the benefit of the wage earner because it makes it possi%le to install
still more labor-saving machinery, and so that again——

Mr. Barucx. You mean that goes to the corporation, the installa-
tion of the machinery ? It goes to the corporation, and not labor.

Senator FrLanpers. So, the corporation spends it, again increasin
the production of labor per hour, and then we would get a new roun
of a spiral which would result in lower prices instead of our present
round which results in higher prices.

Mr. Barucn. Hold on; let’s see where we are going.

Senator Franpers. All right; let’s see where we are going.

Mr. Baruch. Are you claiming that the corporations or the produc-
ers ought to get more money to put into production in order to in-

crease the production ¢
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Sonntor Franpers, Not increase the production, but decrense the
cost of production,

M, hmcuon. Yes, but in the recent years we did not get lower
prices;they gave us higher prices all the time,

Sonator Iranpens, That is just why I am objecting to the wage
curner and the manufucturer, between them, tuking all of the benefits
of increased hourly production,

Mr. Barven, Isecond that motion, sir,

Sonutor TFranoers, And not. putting part of it into lower prices,
1f they put part of it into lower prices, we could have o decrensing
spiral instend of an incrensing one,

Mr. Barven, T am agrecing with you, Senator, on that pomnt.

Senator Franoews, Thank you, But do you know how to do it
by lnw? ]

Mr, Barvorn, T know how to stop it from starting by law, and it
gtarted in World War 1T, In World War I we got the experience.

Senator I'Lanpens, Yes,

Mr., Banvven, After World War I, the Federal Reserve Bank of
New York and the Bank of England under Mr. Norman made an
agreoment to incerense eredit, That started an inflation. Then it went
on from one thing to another, But always the prices went up against
the consumer.  And you know the consumer has no lobby,

Sonator Franoeis, Ile has no lobby. Now, Mr, Baruch, I think
that if we agree that a part of the increased product, production per
labor, onght to go into lower prices, that is as far ag you and T can go
this morning and, frankly, I don’t know what (iovernment can do
about that,

Mr. Barvcon, Well, I do not think that legislation can cure the fol-
lies of mankind. 1t is only in war that we can control our economy.
Now I have nlways questioned taking off controls after World War I1,
because it was evident, at Potsdam and after, that we had no peace
but, rather, a new kind of a war, the cold war. I do not think it is
necessary to put on controls now, because some prices have come down,
and those prices which have not will come c{own, too; it is only a
question of time, ,

Senator Franpers. Thank you. That will be all, Mr. Chairman.

The Cramaan. Senator Carlson, would you prefer to wait until
tomorrow morning?

Senator CarrsoN, Whichever you wish, Mr. Chairman.

The Crramryan. Senator Carlson is recognized.

Senator Carrson. Mr. Baruch, I want to state that I appreciate
very much your appearance here this morning. You have made an
oxcellent statement, and I have been looking f%rward to this appear-
ance of yours for some time when it was first announced.

Mr. Barucn. Thank you very much, Senator.

Senator CArrsoN. You have for many years demonstrated your in-
terest in our economic problems, and the future welfare of our great
Nation, and in prepavation for your coming I began to check some
of your past speeches, and I noticed in 1954, as a matter of fact, on
May 11, you made a somewhat similar speech or an address rather
at the Bernard M. Baruch School of Business and Public Adminis-

tration in the City College.
Mr. BaruoH. Yes, sir.
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Senator CanLaon, In Now York City; it is o very splendid state-
mont and, Mr, ()'lmirmnni I do not boliove it would encumber the

rocord to have this included nt the sumo timo, '
Tho Cnamman, Without objection, the speech will bo included.

('Tho rmatorial roforred to follows:)

MAKING KCONOMIO WEATIXER

(Becond of sorles of three loctures givon by My, Bornurd M, Baruch at tho Bornard
M. Baruch School of Businvss and Publie Administration, Olty OCullege on

May 11, 1004)

Last week the question was asked why man ts able to perform such sclentifie
and technologienl wondors as spmun? tho atom or conquoring dlseaso, and yot
finds it 80 difleult to mannge his own human aftalrs,

Whoen it comes to selences ko medlelno, astronomy, or physicy wo seom liko
superiien,  But with governmont and cceonomles our fumblings are moro lke
those of childeen, _

Partly it Is because wo have not advanced as far in undoratanding the hmman
relonces,  In reading history one s struck by how certain pattorns keep ro-
peating themselves—--such an the abuses that como from any man bolng glven
too much power, or how tinkering with the value of monoy always ends \p a8
fallure, or those curious mudnossos which sweep ovor a whole poeople, ko John
Law's Mississippl Bubble, ox, in our own day, the 1020 stock mnrkoet crazo,

Ag we learn to distill the snlt of wisdom from the vast ocenn of man's ox-
pertence, I belleve we will discover that these pattorns were clues to the natural

laws that govarn human affalrs,
NOT IN OUR BTARS

But more unfortunate than the gaps in our knowledge are our own short-
comings. Even whore we have known of these natural laws and how the
operate we still have fatled to work in harmony wlith them, Often we gra
greedily what we can for the day, letting tho morrow bring what it will, We
put off doing what wo know is necessary because it scems unpleasant or un-
popular. Yet, parttcularly In these times when our whole civilization is under
constant attack, neglect Is one thing that never scems to go down in price.

We saw that in China and now {n Indochina. I hope we and our allles will
learn the lesson in time to bring the European Defense Treaty Into existence,
instead of repeating there the cycle of tragedy through failing to act in time.

A CASE HISTORY

In this talk today, I want to concentrate upon economic problems, on booms
and busts. This subject could be approached from many different angles. My
approach will be by reexamining something we are all familiar with—the law

of supply and demand. .

This is the most basic of all economic laws. It holds the key to the threat

of another depression. Yet how well understood is it? And why, when so much

is at; smkfe, dg we find it so difficult to discipline ourselves to what this law

uires of us

begin with, just how does supply and demand really work? Any number

of you students here may be itching to rattle off an answer to that question.
Your reply probably would run like this:

When demand rises, prices go up. This stimulates production. With good
profits being earned, new producers enter into competition, adding to the supply.
Substitutes come onto the market. As prices rise, consumers also buy less.
In time, as demand lessens and supply increases, a balance is struck and prices

start coming down.
OHAIN OF REACTIONS

With this fall in prices, the processes of adjustment reverse themselves. The
newest or highest cost producers are forced out of production or they lower their
output. As prices fall, substitutes disappear from the market. Lower prices
also stimulate demand. People go out to buy that automobile or house or new
clothes which they put off buying when prices were high. Again, in time, as
demand expands and supply shrinks, a new balance is found and prices start

up again.
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‘ All“ot this is true but it skips over two crucinl factors which are easily
orgotton, .

l’lrnt, tho workings of uu})ply and demnnd nover stop. They form gn endless
procoss of adjustmont which (v always going on, This means that the workings
of supply and demand must always be seen as part of a whole and not as plece-
tonl, spasmodic happenings, It I lnrgely bocause this truth is neglected, as
weo shall seo later on, that so many attempts to influence the workings of supply

and demand fall,
TRAGEDY OF OUR AOK

Becond, theso ndjustmonts take time, Supply and demand cannot he brought
into balunco with n presto push of the button, Often a whole year must pass
hofore tho ground can bo clonred of one harvest and planted to another,

And what If we do not have enough time for these slow workings of supply

and demand, ns is the cuse during wat?
Here wo como to the most tragle, singlo faflure of economie understanding in

our Hfetimes,

Nothing—may I repent—nothing has cost this country and the rest of tho
world more, except the losses and maimings of war ituclf, than the faflure to
grusr the onormous difforence in the workings of supply and demand under
conditions of war and under conditions of peace,

WIHAT I8 NOHMAL?

Since 1014 we have either been going into a war or coming out of one, Twlce—
and thls does not include tho lesser ordeal of Korea—we have had to turn our
economy Inslde out to mect the needs of war, and, when the shooting was over,
to turn the economy outside in to meot the needs of peace.

In that entire perfod, which more than covers your own lifetimes, hardly
f yenr could be considered free of the pressures or shadow of war or postwar
adjustment. Yet through this perfod most economlic thinking assumed that
weo wore dealing with peacetime problems,

There are two main differences between the economics of peace and those of
war. First, in war thore is no time. What is needed—guns and equipment for
the men called to the front—must be furnished with the least possible delay.
Time means lives. Time can mean the difference between victory and defeat.

War also requires a drastic redirection of the uses of a nation's resources,
Instead of producing to improve Hving conditions, we must shift our emphasis

to produce what {8 needed for survival,
WHAT WAR TAUGHT

To try to meet the requirements of survival through the peacetime working
of supply and demand would lose us the war.

That was one lesson impressed upon me by my experience during the First
World War, as Chairman of the War Industries Board. Never before had the
United States been mobilized for a modern war. We had to feel our way
though trial and error. We quickly learned that, if the economy were left
alone as in peacetime, defense production would be obstructed. While some
profiteered, our goldiers and their families would suffer.

It was not always easy to make that clear to all of the leaders of American
industry, many of whom believed the Government had no right to interfere
with how they ran their businesses. I remember how Judge Gary of United
States Steel balked over the price we set for steel; also how some anto manu-
facturers raged when we told them that three-fourths of their capacity would
have to go for war. But we held irm. Only by curtailing civilian demand
could military demand be met,

After that war was over, when I looked back upon our experiences, I realized
that for wartime mobilization to be effective, supply and demand as it operates
under peacetime conditions, must be suspended. But that does not mean the
principles of supply and demand can be ignored. Quite to the contrary.

FIBST THINGS FIRST

A sound mobilization requires that every aspect of the law of supply and
demand be reproduced and adapted to the needs of war. Where during peace-
time we look to the free workings of buying and selling to bring the economy into
balance, in wartime the balance must be achieved through conscious direction.

08688—88—pt. 5—=_
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Fverything wo tried to do In mobllizing Amerlen for Wovld War I was really
Just that—a seareh for the wartlime equivatent of supply and demand.

Instead of letting prices declde what was to be produced, the Govermnent
safid where tho Natlon'’s resources were to go so that fivst things would conto first.
This necessitated not only increasing the production of all scarce resources, but
lexsening thie demnnd for these resources by curtailing less essentinl uses, halt-
ing construction and other activitles that could be postponed, encouraging the
use of substitutes, We saved precious resources of materinl and lnbor by stand.
ardizlng the number of models and thirough conservation—by making old things

do.

Hadt the lessons that we tearned in World War I been applled in World War
11, the second war could have been shortened by a full year or more, with all
the =aving in llves and treasure. But lnstead of starting with a fully worked
out mobilization, we proceeded In faltering steps, repenting the old trinls and
cerrors of ndvigory commlissions aud competing boards until we flnally ended
up where wo ghoitld have begun,

PRICK WFE BTILL PAY

This neglect has been particularly evident in efforts to control inflation. kEx-
perience has shown that the fafrest and most effective way of preventing infta-
tion and profiteering is to couple, along with taxntlon to the limit and other
woney controls, n general celling across the entire enocomy, over all wages, all
prices and all other costs.  This should be done at the very outset of the emer-
geney, before the cconomy has gotten out of hand, With the economy kept In
balance, then all the necessary adjustments can be made to meet wnr needs,

Yet in Loth of the last two war emergencles—World War Il and Koren—nl-
though what needed to be done was clear—actlon was delayed until too Inte and
not before prices had jumped over the moon,

The faflure to Impose effectlve controls at the outset of World War 11 -
creased the cost of that war by perhaps $100 billion. 'The repetition of this
failure when the Korean war broke out has added at least $10 billion to defense
costs since then.  Taken together, in other words, more than half of our natlonal
debt, which burdens us so heavity today, represents the needless tribute exncted
by intlatlons which could have been largely prevented.

WALKING ON STILTS

As a result of these inflatlong, millions of persons with low or fixed incomes
have been cruelly squeezed. The budgets of nll our governmental units. colleges,
hospitals and other fustitutions have been deranged. Here in New York City
the subway fare I8 increased but the additional revenue is swallowed almost in
one gulp by higher operating costs. ‘Teachers, firemen and others, whose in-
comes lagged in the Inflationary race, clamor for rellef and justiflably so.

The inflation of the war and afterwar years also pushed our whole price
structure up onto stilts, far above levels that can be maintained under ord'narlly
competitive conditions. Now we face the painful process of readjusting those
prices and costs, wages and rents.

As these adjustments take place people worry whether the whole structure
will collapse unto another depression. There Is much agitation over the Gov-
crnment’s responsibility to forestall or prevent such a depression. But bhardly
anyone explains how is the Government {o discharge such a responsibility unless
it first has learned to prevent the inflatlonary booms which cause the busts?

Can we just inflate, inflate and inflate and then, having run the whole gamut
of economic sing, turn around and like a penitent child, say, “We want to
beh&u'e now. Do something so we won't have to pay for the mess we have
made.”

WHEN THE LIGHT8 WENT OUT

When I read or hear of someone demanding that the Government take this
or that action, I ask myself why were those volces so silent when we were fight
ing the battle to halt inflation before it had rocketed out of hand? :

The inflation of recent years was caused largely by a selfish struggle for
special advantages among various pressure groups. Instead of accepting a
common standard fair to all and which would have kept down all costs and
prices, each grong trled to keep its prices or wages or profits free, even while
arguing, “control fhe other fellow.”
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This same contost for specinl advantage I8 belng repented now in the process
of rendjustment, Ilnch group seems bent upon having the burden of dislocation
borne by someone else, Ineh wants tax rellef for {tself but not for others.
Iuch argues that “to avold a depresslon” Ity wages or 1ts prices or its profity
must be kept up, and that it Is the other fellow's income which should comeo

down flrst,
WH OAN PREVENT COLLAYSE

Now, 1 do not helleve that the rendfustment of costs and prices currently
underway must. bring on n collnpse,  Cortninly, under no condition is there
nny reason for golng through what happened after 10290,  8till, we will have to
puy some price of adjustment for the inflntionary neglects of the past. How
henvy that price may bo will depend malnly on two things, on our success in
subordinnting to the higher natlonal interest this battle for selflsh advantage
now raging nmong the varfous segments of our economy and upon our skill in
ndjusting to the changed conditions of supply and demand all over the world.

The postwar sellers market Is gone. New competitive conditions confront us
overywhere, ‘I'he adjustinents to these new conditions cannot be made by the
Government, They must be made by individuals—by each of us In our busi-
nesses, on our jobs, on our farms. We must cut costs, work harder, sell harder.
If we lose one murket, we must find another. If what we produce has been
outstripped technologleally by some new developiment we must find new uses
for our product or shift to what Is in demand.

NO KING CANUTES

I'he sooner these ndjustments are made the better.

At the snme thne we cannot—and need not—Ilet these adjustments go too far.
Adjust, yes. Bust, no,

I have long maintafned that in our complex, urbanized soclety a floor had to be
kopt under onr economy at all thmes, But that Is quite different from contend-
ing, a8 some do today, that there should be no downward adjustment from
sky-high cellings,

Tho simple reality we face is that even If it wished to do so, the Government
could not keep prices at levels which reflected the shortage conditions of war and
of the immediate postwar years. The adjustments to the changed conditions
o‘f suplply and demand cannot be stopped, no more than King Canute could halt
the tide.

Tho renl cholce before us is shall we ease these adjustments by working in
harmony with them or shall we make things worse by fighting them?

EQUALITY FOR FARMERS

I have never belleved in abandoning our economy to the ruthless workings of
the market place, regardless of the human suffering that might be caused. Dur-
ing the 1020's 1 joined with George N. Peek and others in the fight to give
farmers economic equality. As it turned out, when the last war came we needed
all the food that could be raised, including tile output of the millions of farmers
who might have been forced out of production had they not been helped.

Nor am I alarmed at the so-called surpluses we now have. These surpluses
are genuine wealth whose real value eludes us only because we have not learned
how to manage them to raise consumption and living levels.

In the present farm situation I do feel that all of us should be content to pay
something as insurance against poor crop years. But the incentives to greater
production which might have been necessary in wartime should not be retained.
During the war the habitual sources of food for many peoples were cut off. Our
production had to be expanded to make up the difference. With most of these
sources of supply restored to production—and this holds true for many other
things besides food—price supports must be made more fiexible.

NO TAX CUT8

Many farmers fear that their costs will not decline while farm prices do go
down. We should strive to keep the various segments of the economy in balance.
This really means approaching the problem in termns of what is good for the
whole country and not in terms of any specific pressure group.

I have opposed all tax reductions until first, the needs of national security are
fully met and, second, the budget is brought into balance. To reduce taxes with I
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an unbalanced budget and so swollen a nationat debt is both uneconomtie and
immoral, It puts a premium on efforts to escape bearing a falr sharve of the
heavy cost of the cold war,

Nor is this the thne for Government to embark on vast publle works programs
or to pump more money Into the econvmie system, as somo demand. Before wo
nuk the cook In the White House to banke us up a new infintionary ple, lot us try
to digest the inflatton alrendy looso In our system and to restore the value of
earnings aud savings, I think tho time has come to stop the lending by govoern.
thents to governmonts and to glve privato invostmont the opportunity to show
what it can do. It I8 also thne that the currencles of tho world wore freed.
Until they are it ia futlle to talk of reducling tariffs,

LIKR THN WEATHER

What {s needed, in short, is for each of us to rediscover and roapply the law
of supply and domand, making it our ally, not eneny, in the adjustments that e
ahead, Thoe workings of supply and demand, ns we havo seen, are those of a
never-ending chain reaction of adjustments, Whatevor 1s donoe in one direction
inspires some counterbalnneing, componsatory action by other parts of the
economy,  Many ncts of Governmont Intorventton in the fleld of economics fafl
for Just this reason, that they are taken as isolnted, plecomenl moves fnstead of
belug fitted into the whole economy,

Supply and demand are really Hke the weather, alwnys with us, inescapable.
Doeapite the efforts of ratnmakers, we cannot declde when the sun will shine or
the skies will cloud over. But thnt does not mean, despite what Mark 1'wain
anfd, that we can do nothing about the weather. 'The clothes we wear and the
houses which rhelter us are examples of our adjustients to the weathor, so are
umbreling, alr-condittoning, electrle blankets, refrigerntors. By studying the
experience and records of the past, we can predict in advance what kind of
woal\’th(‘\r we are likely to have and how best to prepare for the weather, fair
or foul,

And go it must bhe with our efforts to improve upon the economic wenther.
We cannot etiwiunte the workings of supply and domand. We cun only adjust
its workings to our needs and ourselves to its prinelples,  If we want to prevent
depressionsg we must first learn how to prevent infiation and how to adjust to
the chnnged workings of supply and demand under conditions of war and pence,

Even as we must have sense enough to know when to come i{n out of the rain,
we must learn when it 18 wise for the Government to step into things-—and
when it should step out.

TIIE MORE THINGS OHANGE

In concluston, as we glance around us today, all of us must be struck by the
extent to which the old philosophy of “leave things alone” has been replaced by
Government intervention,

It we look abroad we find more restrictlons against the free flow of trade
than ever before—quotas and tariffs, export subsidies, and currency controls.

Washington is full of regulatory commissions—the Federal Reserve, the Inter-
state Commerce Commission, the Federnl Trade Commission, the Securities and

sxchange Commission, and others. We have antitrust laws to stimulate com-
petition and fair-trade laws to restrict competition, In almost no fleld are sup-
ply and demand being permitted to work without interference.

It would be tragle if all this benevolent intervention led anyone to believe
that we have freed ourselves from the basic economic laws that govern human
behavior. If anything, the more deeply the Government intervenes in economic
affairs, the more important these laws become,

Not only in economics but in every phase of life, the revolutionary trans-
formation in the role ¢of government that has taken place in recent vears has
only sharpened our need to discipline ourselves to the basic truths and laws of
human experience. How and why that is so is something I would like to

develop more fully in next week's talk.

Senator CarvLsoN. It was a very timely statement at that time and
if I remember correctly in 1954 we were also having some problems,

Mr. BarucH. Yes,sir.
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Senator Cantson, And here you appear again today in 1958, and
with somewhat similar situations as far as unemployment is concerned,
o8 far as the problems of industry, labor, and agriculture,

And I would like to refor back to at least ono statement. I am not
going to keep you very long, I assure you, But you were kind
enough to mention—in interrogation by Senator Flanders—Mr, Juke
Mohler of Kansas who was one of the great agriculturists and great
Socretaries of Agriculture of our State,

Mr. Barvon. A very clenarhended man, too,

Senator Carrson. And I know of some of the work that you did in
connection with hii{pro ramg and his work, and I was interested
in your comment to Mr. Flanders.

ou said you would take, a8 I got your answer, the agricultural
products out of the market.

Now, do I understand by that that you are suggesting that we
might freeze some of these surpluses? :

W g Barvon, Yes, sir. Do you want me to comment further upon
that
Senator CantsoN. Yes; I wondered if you would, Because we still
have an agricultural problem, I assure you,
Mr, Banvoir. Of course, we have an agricultural problem,
My thought was that if we are stockpi in% lead and zinc and cop-
per why can’t we stockpile farm commodities
Now King Tut put wheat away and it was good for 2,000 years.
Why can’t we, with modern methods, put some of our agricultural
roducts away instead of going around wringing our hands and tell-
ng everybody they ought to take them off our hands? I believe if
we stored these commodities away that people who wanted them for
nothing would soon find some way of buym‘g and paying for them.
Then you would relieve the pressure of these surpluses that are
hanging over the market. Then we would be doing something to end
the %overnment olicy which encourages the farmer to produce more
than he would otherwise ﬁ)roduce and sell profitably.
Senator Carrson. Well, I think—
Mr. Barvcw. I think that a policy of stockpiling farm commodi-
ties would help the present farm situation and would add to the
safety of this country.
Senator Carrson. Well, if I understand you correctly, you would
suggest that we freeze these surpluses we have and then Jet the farm
prices find their solution based on supply and demand ?
Mr. Barucn. I think I would gradually lower all the flexible sup-
ports until you set prices free entirely.
Now the original idea of men like Cap[ie)ar of your State and
Kenyon and McNary, and Ladd of North Dakota, and Peek and
Johnson—with all of whom I was associated—was not to ask the
Government to come in and do for agriculture which it is now doin
but to let agriculture help itself. For example, the central idea o
the McNary-Haugen plan was to permit farmers, on their own, to
take advantage of the tariff.
-Now, I would like to get the Government out of the position of sup-

porting farm prices as soon as we can. But it must be prepared to
rovide a floor under the farmers so that they do not sink into a con-
ition similar to the one we had in the 1920’sand 1930’s. -~ -
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Senator CArLson. I can assure you that the farmer, too, would like
to get out from under the present situation, but I think everyone
realizes that we just cannot drop price supports all at once because

it would be disastrous.

~Mr. Baruon. There is no reason to drop them all at once, but I
think you ought to lower them. I see a good deal of farming down
in the district where I live. Wae raise cotton, tobacco, and corn and
things like that, and they all seem to be better off this year than last

year. _ ‘
Senator CarrsoN. You would not mind then, I suppose, if I would

read what you said in your statement on May 11, 1954, about agri-

culture? .
~ Mr. Baruon. I don’t want to change a word of it.

Senatar CarLsoN. No, I think it is very good and I would like to
read it. You entitled it “Equality for Farmers”—

I have never belleved in abandoning our economy to the ruthless workings of
the market place regardless of the human suffering that might be caused.

During the 1020's I joined with George N. Peek and others in the fight to give
farmers economic equality. As it turned out, when the last war came we needed
all the food that could be raised including the output of millions of farmers
who might have been forced out of production had they not been helped.

Nor am I alarmed at the so-called surpluses we now have. These surpluses
are genuine wealth whose real value eludes us only because we have not learned
how to manage them to raise consumption and living level,

In the present farm situation, I do feel that all of us should bé content to
pay something as insurance against poor crop years, but the incentives to
grenitegd production which might have been necessary in wartime should not be
retained.

During the war the habitual sources of food for many people were cut off,

Our production had to be expanded to make up the difference.
With most of these sources of supply restored to production, and this holds

true for many other things besides food, price supports must be made more

flexible,
Many farmers fear that their costs will not decline while farm prices go

down. ,
We should strike to keep the various segments of the economy in balance,

This really means approaching the problem in the terms of what is good for
the whole country and not in terms of any specific pressure group.

Mr. Baruch, I think that is a very fine statement that was good in
1954. I think it is good today, and I am glad you made it.

Mr. Barucn. That is what I had in mind, Senator, in my opening
statement out I did not want to go into it too much. I wanted to
gmlée tl(;e statement short enough so that you gentlemen would not

e bored.

Senator Carison. Well, I can assure you that no one is going to
be bored when we discuss any one phase of our economy, and agri-
culture is an important one at this time, and one of the farm problems
is this cost-price squeeze that you mentioned.

Now I think the farmer can take care of himself if he is in position
to bargain in the open market places and secure a parity so to speak,

for the goods that he sells, at least that portion that is domestically

consumed.
I made a statement the other day that farm income is up $800 mil-

lion from 1947 to 1957 but farm costs are up $6 billion, and that is
the difficulty of the farm situation today, and if we could follow your
suggestion of keeping labor, industry, and agriculture on a balanced
basis, % think we would have less grief, at least less than we have at
present. . :

Epr
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Mr. Barucn. It would take a little time—time and patience and
courage.

Senator Carrson. I thank you, Mr. Baruch.

Myr. BarucH. It won’t be done overnight.

Senator CarLson. Thank you very kindly. .

The CuammaN. Senator Bennett, do you desire to continue today ?

Senator BenNerT. I think that should be entirely up to Mr. Baruch.

I will do whatever he likes.

The CrAIRMAN. It is about time to adjourn.

Mr. Baruch. Ican go another round, Senator.

The CrnairmMaN. The Senate is meeting very shortly.

So, Senator Bennett, I think we had better adjourn now and start
tomorrow morning at 10: 30.

The Senate is going to be in session at 12 o’clock,

The Ciramraman. Then the committee will recess until 10:30 to-

morrow morning. )
(Whereupon, at 12 noon, the committee was adjourned, to recon-

vene at 10: 30 a. m., Wednesday, April 2, 1958.)
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INVESTIGATION OF THE FINANCIAL CONDITION OF
THE UNITED STATES

WEDNESDAY, APRIL 2, 1068

UNTITED STATES SENATE,
ComMITTEE ON FINANCE
Washington, D. 0.

The committee met, pursuant to recess, at 10: 80 a, m., in the caucus
room, Senate Office Building, Senator Harry Flood Byrd (chairman)

presiding,

Present: Senators Byrd, Frear, Gore, Martin, Williams, Flanders,
Malone, Carlgon, and Bennett,

Also Eresent: Senator Symington,

Elizabeth B, Springer, chief clerk; and Samuel D, MecIlwain,
special counsel,

The Cmamman. The committee will come to order.

The CuarMAN, Senator Bennett ?

Senator Bennett had the floor when we recessed yesterday so the
Chair recognizes Senator Bennett,

Senator BenNerr, Thank you, Mr, Chairman,

I am happy that we can have such a distinguished economist and
statesman as Mr. Bernard M. Baruch appear first in this second series
* - and keynote the resumed hearings of the committee with regard to
the financial condition of the United States,

We can take a lesson from the return to basic fundamentals as out-
lined by Mr. Baruch yesterday.

His levelheaded view of our present situation and the potential
dangers of a panicked government deserve careful thought.

I especially appreciate his emphasis that government cannot repeal
economic laws. Nothing is more dangerous than the notion that
economic salvation lies through Government intersession.

Certainly I agree with him that self-help is the best help.

Mr. Baruch rightfully pointed out that overreaching ourselves in
Government make-work rggrnms can bring another round of infla-
tion that will without doubt do more harm than good.

Although our emphasis at this time is on recession cures, it is vital
that we recognize that excessive Government deficits will through the
resulting inflation eat away the very gains we might make. And I
believe that such a program will set up the next inflation and the next
recession. . *

It is interesting to observe, Mr. Chairman, that we have had a
recession every 4 years since the end of the war 1949, 1953, 1957, and
probably 1961 or 1962.

‘Who wants to buy Government bonds issued to finance these spend-
ing programs when in turn the very act for which the bonds were

1661



1662 FINANCIAL: CONDITION OF THE¥ UNITED BTATES

issm:d?toml to erodo nway tho valuo of tho bonds by the inflation they
creato

M, Chnirman, 1 have given My, Baruch a dozen questions, and in
order that ho may have the easiest. opportunity to understand and
answor them, ho ling n copy of them in his hunds, but. for the benelit
of the molplo in the andionee and tho record, 1 would like to read the
questions [ am arking of Mv, Baruch.

My fivat question, Mr. Baruely, is, Do you believe that the present
recession is heing fod ut, least. in part by n psychology nmong con-
suners of “wait und see,” perhaps prices will come down soon {

STATEMENT OF BERNARD M. BARUOH—Resumed

M. Barvom, T thought I answered that in my statement, but T will

ho ‘xlnd toropeat it.
Jolatedly the consunier who, as 1 said, hag no Tobhy or pressure
}n'oup working for him, has mado up his mind that prices arve too high.
To has decided that ho will wait beforve spending his money. I think
ih‘nt ho ;vill continue to wait until ho thinks prices have been properly
ndjusted.

émmtor Brxnpre. Question No, 2, which is reluted to No, 1: Do you
beliove that by lowering prices wo can curo tho present recession

I should like to put in tho vecord this intoresting observation: Inst
year consimer spending was $280 billion, A 2-percent reduction
1 tho consumer prico lavol would be equivalont to an increase of $5.0
billion in purchasing power, which incidentally is approximately
equal to the majority of tax-cut proposals that have been made.

Now to return to my question: Do you believe that at least ag part
of the cure for the prosent recession consumers—the lowering of prices
will bo helpful?

Mr. Barvou. Undoubtedly, Sonator. xtremoly high prices
reached a peak about a yenr ago. As always happens under tho
working of the law of supply and demand these prices, brought about
an increase in production and a decrease of purchasing power, Thoy
aro also bringing into the market substitutes, particularly in the field
of raw materials, which will inovitably result, no matter what Gov-
ernment may or may not do, in lowering prices. Ithink it is a healthy
thing for excessive prices to come down and in that way increase
pure Ssing power and therefore enable standards of living to be im-
proved.

Senator BexNETT. Incidentally, of course, I think you and I agree
that if there is evor so minor a general price reduction, we are also
moving against inflation.

If prices come down 2 percent, we will have wiped out much of the
inflationary force of the last 12 months.

. Barucit. And of course that is also an aftermath of inflation
and it is kind of a self-curative process.

Senator BENNETT. That is right. ,

Mr. Baruon. It is unpleasant to go through, but it is a natural

TOCeSS. : .
Senator BenNErT. Mr. Baruch, I have been in business, and I
realize that if you get to a point where your sales will not hold up,
your total revenue is going to come down either by a reduction in the

-
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prico por unit of what you have to soll or by n reduction in the number
of units yousell.

Mr. Bawrvou. Quite right, sir.

- Sonator Bennrrr. And you might just as woll be s statesman and
adjust your prices voluntarily to the situation as hang on and get the
saine offect anyway, .

Mr, Banvotr, That is quite right, sir,

Sonator BenNerr, At the {)resont.timo, do you sco any signs that we
ure coming out of the present recession §

My, Baruven, Well, 1 have no erystal ball or radar to look into the
future, but the sooner we adjust ourselves to natural forces the better
off wo will be. But I would not care to make my predictions,

I stuck my neck out after World War I1 when everybody thought
wo wore going to have 10 million unemployed; and I said no matter
what the Government. did or did not do, that we would have 5 to 7
ﬁmrs (if torrifle prospority. 1 was wrong; it lasted longer than that,

Aaughtor,

I donot }co.l ublo at this time to make any predictions that I would
caro to oxpress or have anybody base their future upon. A

Senntor BenNerr. Tet mo try you from another point of view then,
Mr. Baruch. .
~ Mr. Banuvon, T would like to say, Senator, as I said ‘yestorda y if
we just used half tho senso God gave us, we will get out of this without
m\g groat trouble, .

onator BenNerr. Woll, I hope we have the wit to use more than
hnlf of our wit. [Laughter.]
. My noxt question, which relates back to the preceding one: In your
JudFment, is this recession likely to deepen into a general depression
such as we had in the thirties; do you seo any signs of that?

Mur. Barvon, I will tell you, my answer to that is the same as to
your previous question. i

There is no reason for us getting into a panic. You cannot tell what
n mass delusion or madness will do, but I see no reason for it.

Senator BeNNETT. Yousee no necessity forit?

Mr. Banvucn, Certainly no necessity for it, nor reason either.

Sonator Bennerr. Thank you. ‘

Do you have any ideas of what we as a nation or as a fovemment
can do to attempt to prevent these recurring periods of boom and
bust ; in other words, i it possible to eliminate the cycle?

Mr. Barvort. Well, T dealt with that rather fully in the lecture
which Isent you call_e(i Makin ﬁEconomic Weather.

There are certain things that government can do and should do,
and it can do a good many things. ‘ ,

There is a very strong relationship between government and busi-
ness. But their functions ought to be kept apart as much as possible,
The Government is for the pu of preventing injustices, Business
is a system of profit and loss and individual effort. ‘ .

At times Government has to intervene. Sometimes it does it wisely
and sometimes unwisely. But we are dealing with imperfect beings
in ourselves. We have had e%reat delusions and crowd madnesses
which have sometimes unsettled the whole world. You are familiar,
of course, with the tulip cragze, the Mississippi bubble and the South_
Sea bubbie, and the Florida boom, and the 1929 bust. We are fearful
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that something like that may come ngain. We have endeavored to
try to build in, 8o to spenk, what wore called “thank-you-ma’ams” when
I was a boy, & little place to relieve the bumping of tho wagons when
coming downhill or going uphill. 'We have lenrned to control eco-
nomio weather to some oxtent. '

I think a good deal dopends upon the mood of the people, and I
might say something that is perhaps well known to you goentlemen,
that a good deal depends upon the nearness of political campaigns.

Sonator Bennerr, I think thore is no question about that, siv.

You have given us several historicnl exnmples of almost complete
hysteria, almost complote cconomio irresponsibility that first led to
a tm:)mondous boom and then to an automatic and necessary rendjust-
ment.

Isn't it fair to say that much of our economio difficulty essentially
arises out of our own personal weakness, our lack of judgmont, our
eagorness to ovorrench ourselves, and that part of this problom, maybe
most of it, is tho development of n kind of economic maturity in the
minds and hearts of the peoplo so that we won’t go so high in the first
;)lapadr'tlxd thus avold going so low in the necessary compoensating

rio

pcMr. Barvon, I could not have said it as well, Senator.

Senator Bennerr. Thank you very much.

I am coming to realize that more than ever we are trying to deal
hore essontinlly with the weaknesses of human beings, and then we
aro trying to use government to correct the results and effects of those
weaknesses.

Mr, Barvucn. You are quite right, Senator. I think that although
we are trying to make these changes all the time in order to get a more
stablo condition, we have first got to get stability within ourselves,
That is a pretty diflicult thing because ench one of us has grent trials
and tribu]‘ntions and has pressures brought upon us. Yet with all
our faults, I think we in this country have done pretty well. We are
not perfect and we have our ups and downs and we pay for them and
we go on and start all over again. But I hope that we will find some
way of avoiding these great booms and busts.

enator BENNETT, One of the things I got out of your statement
yestorday is the feeling that t})'ou realize, as I think I do, that, when
we do have these periods of boom, these periods of excess and over-
reaching events, usually they have to be paid for and we cannot escape

the consequences of our lack of wisdom.

Mr. Barucn. You are quite right, sir. . ) ‘
Senator Bennerr. Mr. Baruch, do you think that the inflation to

which you referred is ever valuable in stimulating.i)economic growth?

Mr. Barucn. Well, it stimulates speculation, but it carries with
it its own cure. 'When you have inflation you have got to pay the cost
of it. I do not believe in the inflation which comes from the too rapid
and imprudent increase of money over productive capacity and produc-
tive wealth.

Senator BENNETT. We are now in a period of recession. You would
not recommend a deliberate program of inflation in order to pull us
out of this program ¢ . '

"Mr. BarucH, I thought I made it clear yesterday that I do not
believe in lowering taxes. And if the Government must do some-
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H thing in the way of public works—which I would prefer to see done
on the local level—its borrowing should be accompanied by taxes to
pay for the interest and amortization on the bonds. That is sound

und safe,
Sonator Bunngrr, T am sure it is,

Mr. Barvon. I spoke about the necessity of relieviﬁg unemrlog(—a
ment. 'We must do something about it, but what we do should
sotind and sensible,

Senntor Bennerr, In the proceding question, T am about to repeat
mysolf in my list of questions: No you think we can, by adopting theso
built-in economic stabilizers, fill in the valleys of the cycle without
leveling out the penks? I sk that question because just about 8 weeks
ngo I met a group of business executives here in the Senate Offico
Building, nmﬁ among the questions nsked of me was “Senator, can’t
you fill in the valleys without leveling out the penks”

Mr. Barven. Well, I would answer them by telling them, “If you
would help us, or if you would furnish the tractor when we need the
filling in, then wo can do it.” But business cannot expect to go to

reat oxcessey, rnise these profits, and keep these enormous profits on
essoned units of production, without asking for a reckoning. I do
not object to profits, We must have the profit system. If we didn’t
have the profit motive, we would have to invent it.

But business has got to look nhead and realize that they cannot
push prices up forever. When they have to raise wages, for example,
they must realize that this added cost must come out of profits, to
some extent. In the end they can get that profit back by greater pro-
duction, T think labor has matured in its statesmanship and that
they will agree, too, that increased wages must be accompanied by
incrensed productivity.

Senator Bennwrr. I agree with you, I have watched them build
ronds in my country, out in the Far West where they are not more than
100 years old, For some, they went along the contour of the ground.
For others, they level off the penks to ﬁﬁ in the valleys, so it is you
cannot_have stability without paying as much attention to the peaks
as you do to the valleys.

Ir. Barucn. You are quite right, sir.

Senator BennerT. Yesterday, you made it very clear that you do
not feel that a program of deficit spending is a cure for a recession;
that you would not recommend at this time a program of public works
which would incrense the deficit and increase the debt burden of the
country,

Mr. Barucn. T do not object at all, Senator, to any public-works
program, like the road program, provided you will provide sufficient
taxes to pay for the interest and amortization of those activities.

Senator BEnNNETT. Yes; you made it clear that you are in favor of
ang:lprogmm that can pay its way as it goesalong.

r. Baruon. Yes,sir.
Senator BENNETT. Or approximately so.

Mr. BarucH. Yes,sir.
Senator BENNETT. But for quite a while in this country, almost a

full generation, we have come to accept the idea that when we get into

trouble we should borrow our way out of it. ‘
Mr. Baruon. Well, that is when we had a smaller debt.
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Senator Bennerr, But we are still trying to do that. As the chair-
man suggested yesterday, wo mu{obe facing doficits of $15 billion in
1089, Do you think that would be a high or a fair price to pay for
any benefit we could get in this present recession ?

r. Barvon. Are you asking me a question, sir?
Senator Bennwrr, Yes, Don't you think a deficit of $15 billion in 1
enr, which is equivalent to all the deficits piled up from 19038 to 1037
in attempting to solve the recession of the thirties, is a pretty high price
to pay for some current improvements?
r. Barvon. In addition to that, it will not bring it. 'We will be
puying for something we will not get, in my opinion.

Senator Bennerr. We would pay the price and would not get the
result. Mr. Baruch, do you have any comment on the relationship
between interest rates and prosperity ¢

Mr. Barven. Well, you have to consider all the time, Senator, in

discussing these questions, whether we are at war or at peace. Today
it would be diflicult to answer that question. We are surely not at
eace,
: Now, therefore, I think that, in peacetime, interest rates would havo
n very considerable effect. There are some very erudite and scholarly
Members of the Senate who believe that, in wartime, by putting up
money alone, you can keep prices down. But it will not. A woman
who has children to feed 1s going to go out and get that food at any
price. A businessman with a chance at a lucrative contract is not
going to balk at paying a little more for money. Therefore, I think
that you have to have other controls besides money controls. You
must control prices and wages and profits and so on. It is a question
of whether you do it in peace or whether you do it in war.

Senator Bennerr. Well, my question related specifically to interest.
Do you think it is a wise policy deliberately to ho{d interest rates down
at o time like this and even at the expense of eliminating, largely, a
free market for money ¢

Mr. Barucn, Well, of course, there is not the demand for money
now that there was. Supply and demand will take care of that,
whether the Government wants to do it or not. I think the interest
rates went up because everybody wanted money.

Senator BenNerr. That is right.

Mr. Baruch. And then there is another side of this question. What
becomes of all the people who save their money and put it into banks?
Should the Government punish them—cut the earnings on their sav-
ings by reducing the interest rates? I believe that the Federal Reserve
System, which has charge of this whole question, was a well-conceived
iden. Itis simply a question of the intelligence with which we use it.

In peacetime it can be much more effective than in times like this
when we are going in and out of war.

Senator BennNerr. I am tempted to ask you another question that
isnot on the list. -

Let’s turn to question 10 first.

How important are low interest rates as a stimulus to business
investment as compared to expected profits?

Mr. BarucH. Well, interest is a component part of the cost of

roduction, and the cheaper interest is the more inclined a man would
to borrow. .But he has 1§0t to see a profit. He adds up his labor
and his costs and he says, “Now am I going to sell that at a profit§”
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If he can sell it with a profit he will go in and borrow.

Senator Bennerr, But o low interest rate does not operate in the
nbsence of a prospect of n profit.

It ig not an incontive?

Mr. Barven. 1t never has with me. I do not know how it would
be with anybody else. '

Senator BenNerr, It never hag with mo either.

Do you think that lately labor has been paying less attention to
real wages and too much attention to money wages?

Mr. Barven., Well, as I said, T think that wfl’nt originally caused
the present inflation, was that we did not control things in thea war,
In addition we have this debt which has been more or less monetized.
Now the cost of living has naturally gone up. As it went up labor
naturally wanted to protect itself and at lenst maintain the purchasing
power for its services,

I do not know how much thought Inbor has given to the matter but
it is doubtful if wage increases have given them any really increased
purchasing power. Actually to the extent that wage increases with-
out accompanying increase in Broductivity contribute to inflation and
price increnses, Inbor is contributing to its own hardship. It is con-
tributinfg to the increase of foreign imports—automobiles and even raw
materinls, and textiles and things of that kind. Unless labor is
sensible and statesmanlike in its wage demands it may someday be
guilty of unionizing unem’plo ment,

I know that is not lInbor’s ogject. And I know v« tin order to meet
the rising cost of living they have had to press for more wages. DBut
neither labor nor business can have all it wants,

Senator Bennerr. Would not they be better off, would not all work-
ing men and women be better off in the end if they worked to develop
n stable price level and then attempted to get wage gains against that
stability rather than trying to get the wage gains first without regard
to its effect on the price level ?

Mr. Barvenr. Well, you are asking them to be something more than
huirlmn and you might put that up to our manufacturing friends as
well,

Senator BEnnerr. I think that is right.

Mr. Barvcn. I think it is a case of 50-50. The wage earner has a
more difficult time I think than the manufacturer has. ~But they both
ought to show a little, you might say, instead of statesmanship, en-
lightened selfishness.

Senator BENNErT. The result of the other program has been infla-
tion that has robbed both of them.

There is another angle to this effect of inflation on the net purchas-
in po(;ver of wage earners that I sometimes wonder if they have con-
sidered.

We have a graduated system of personal income taxes in this coun-
try, and inflation has actually increased the taxgs of everybody.

Talke the wage earner who has found his wages doubled over the last
20 years because of inflation. He still does not have the same pur-
chasing power assuming that his wages just kept balance with the

inflation. ,
He actually has less, because he has been moved up into a higher

tax bracket.
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Mr. Baruon, Well, yes, that is true. But at the same time let’s get
the facts. I like to be guided by Huxley’s maxim: “Gied give me the
strengtii to face a fact though it may slay me.”

This country is enjoying a better standard of living than it ever
has and it is more widely shared. That is something, I think, that
we are all agreed should be continued if it can be.

‘We must remember that the high cost of living reflects not only
increased prices but the higher cost of better living.

I think this whole country is living better, and I think that is one
of the things that has been worth paying for if we do not have to pay

too dearly for it.
Senator BENNETT. Do you think the inflation has contributed to

that betterment ¢
Mr. Baruvon. No, I do not think so. I think we would have been
even better off without it.

Senator Bennerr. Without it?
Mr. BarucH. And we are dealing now not so much with inflation

as with the results of inflation. But what we are trying to do is not

to make the same mistakes all over again,
Senator Bennerr. Well, Mr. Baruch, unfortunately it has not

stopped yet.
Mr. BAruon. What was that?
Senator BeEnNETT. Unfortunately the inflation has not stoped yet.

The price levels are still rising in spite of the recession.

Mr. Baruon. Well, that may be due partly to what I called the in-
creased price of better living conditions. But I am op]]i;osed to any-
thing that will result in inflation because I know we will have to pay

for it and %uy very dearly for it.
Senator BENNETT. I think that is the heart of the whole thing: in-

flation itself is never a benefit.
Whatever temporary benefits it seems to bring us must in the end

be paid for.

r. BarucH. Those prices which are too high, are going to come
down; I do not care whether the Government tries to keep them up
or not. Ihaveseen governments almost go broke trying to keep prices
up. I saw Brazil practically go broke trying to keep up the price of
coffee. They burned it and tried to do all sorts of things. But nature
and the law of supply and demand intervened.

Senator BENNETT. I think you said nothing more important yester-
day than the statement which I repeated earlier today that Congress
cannot repeal basic economic laws. We can postpone their effects
occasionally for a short time, but——

Mr. Barucu. Unfortunately it cannot repeal human nature,
Senator BenNert. No, that is right too. We cannot repeal that,

cither.

Mr. Chairman, I appreciate the opportunity for this colloquy with
Mr. Baruch. I think #here is no one in America whose influence for
sound economic thinking is more valuable, and I am delighted that
this committee is having the opportunity of his judgment, his wisdom,
and his sound advice, and I am grateful for the opportunity of visiting
with you for a minute or two, Mr. Baruch.

Mr. BarucH. You are very generous, Senator.

Senator BENNETT. Thank you.
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The CaAmrMAN. The Chair recognizes Senator Williams.

Senator Wirriams. Mr, Baruch, do you think the Federal Reserve
Board acted wisely a couple of years ago when they inaugurated a
higher interest policy to control inflationf .

r. BArRuoH. g’ou are referring to the action of the Federal Reserve

System {

Senator WiLLiams. Yes.

Mr. Barvon. In my opinion, they did not raise the interest rates;
they followed the interest rates.

S?;nator WiLLiams. Yes.

Mr. Baruci. Everybody wanted money. Everybody went into the

production of manufactured and raw materials.

People went all over the world searching for raw materials; natu-
rally this created a big demand for money. Interest rates had to gou
whether Government wanted it or not. It’s suppl(g' and demand.
Of course I was in hopes that the (Fovernment would get out of the
banks while money was cheap.

Senator WiLLiams, And you feel that the higher rates of a couple
of years ago or last year and the lower rates today are the result of
the law of suppl% and demand rather than any intended action ¢

Mr. BarucH. Yes,sir,

Senator WirLianms., Do you think under our free-enterprise system
it is possible for any Government in power to regulate our economy
in a manner to eliminate the so-culledp booms and depressions?

Mr. Barucn. Unfortunately Governments get carried away by the
same emotions as the populace. I mean we are all human beings.
The people who hold office, whether executive or legislative, are human
beings too, And they really have more pressure put on them than
anybod]y else by reason of their position. It is very hard to sit tight
g:)ld (}ilo d on when everybody is getting panicky and jumping over-

ard.

But this is a question of human nature, and of trying to learn from
the past, from which very few of us have learned.

Senator WiLriams. You feel that ofttimes the action of the Govern-
ment, itself, is more of a contributing factor than it is a deterrent in
either instance? ~

Mr. BarucH. It depends upon what action they take. I think that
the establishment of the Federal Reserve was a good thing. The
establishment of the various regulatory commissions have been well
thought out. But it is a question of administration. In these days
when things have become so entangled, it is hard to say what things
come first, You gentlemen have to decide that and in that decision
you have so many different contending influences. You have to deal
not alone with facts but you have human nature. Good government
and good statesmanship and good politics is trying to blend facts and
human nature together.

Senator WirLiams. Thank you.

Mr. BarucH. I think the Government can do things but it also can
do bad thingsas well as good things.

Senator WirLiaxs, Did I understand you correctly yesterday, that
you felt that both the 1948 tax reduction and also the post-Korean
tax reduction were unwise ¥

Mr. Baruon. Yes,sir.
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Sonator Winteams, What conditions would you suy should ho met
bofore it would bo sufe for, or desirablo to veduee tnxen?

Mr. Bavvon, Tt was porfectly apparent. in 148 that, onr hopes
about fmmm nnd good velationships with one former ally, Russia, were
not going to ho venlived, 1 folt. wo ought to keop ourselves in a strong
position and stand pat until we had poree and more orderly condi-

tions in the world, ' ‘
L folt when wo wore veducing onr taxes, wo wera unnecessaeily

wonkening ourselves, 3
Sonator Winniass, What conditions shonld thae be to reducs

txes?

Mu, Barvew, st of ally T think we st have an ond of the eold
war--which means peace,  ‘Chis will bring more orderly conditions
at home'and then wo can botter welgh the varionn fuetord nileeting us
unfavornbly, '

That ix N)Io. L, Tt was No. 1 in 1048 and in 1064 whon you had the
second reduetion,

Senuator Wirnaanme, 1064, yos,
Do you balieve our present income-tax senle s n tondeney to do-

stray initintive and thereby eurtnil & maximum offort. by mnany of
those most qualified to produce these fors of goods and services §

My, Barven, Waolly of course, all taxes huve a tondoney to affect
individual activitios, But wo seem to do quite well under thom, |
think the prime t.himi us 1 said before, 14 to got this comntry in o
strong physical and fincial condition. "That is more important.
than anything olse. T think that it is the most important thing that
our peoplo onght to consider,  "They have ot to venlize that wo hava
to have suflicient means to meet n theeat which is not. only military,
but political and economic as woll,

Senator Winntams, You would feol it would bo advisable eaven whon
wo have o surplus at times to start an ovderly roduetion of the debt
rather than pass it on in tax reductions

Mvr. Barvou. Yes, sir; nothing would bo so stimulating, And it
would be beneficial, too, if we did not go through that $280 billion
debit ceiling,

In other words, as soon as the Government gets its house in order
you are going to have a confidence that will thrill the whole world.

Senator Wirniams., I am not disagreeing with you, I am just ask-
ing these questions.

ow I would be interested to know, Mr. Baruch, in your many years
of interest and experience and travel around the world, have you ever
learned of any system of taxation that is more equitable as a whole
than that under which we are operating today #

Mr. Baruen, No, sir; I do not think so, and I have never known a
system that anybody likes. [Laughter.g

I never knew of any taxes that somebody did not call unjust and
unfair and argue that somebody else ought to bear the burden. That
is very natural. _ ‘

Senator WiLLiaMs. Now, you mentioned a moment ago the ceiling
on the national debt and, of course, one of the ways that Congress has
helped to kee&domx Government spending is by placing a ceiling on
the public d , ‘ -

s - .
»x,,).;;_.,: ’
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Do you think that the committees of the Congress itself should make
n dotermined offort to hold this colling in lined

My, Banvon. Oh, yos, sir,
Ono of the things that T talked about but nobudy sesms to have paid

much attontion to is this: I think when these budgets are made up,
that. the Congress ought to huve an nx;mrt utaff to study them, perhaps
oven bo present when they are making u{) the budgets. iy stafl
wouldn’t intorfore, of course, with the military, for instance. But

they could tell when there was padding in the budgot. ‘
1 havo seon n lot of this life, There is n tendency to ask for a little

more thun you need,  Also in the expenditure of the money, if there
was this stafl thet I lproptmo, they could see that the contracts were
proporly made and the conditions proporly met and all that kind of
thing, 1 think it would result in w vnvings of b percent or more, and
b poreent on $40 billion, which i the military budget, is n lot of money.
T nlgo think the people would feel more satisfied if there was that
kind of n constunt watchfulness over the intake and payment of the
monaoy.

Senntor Wirriamu, Earlior this year Congress way asked, and
ngreed to inerense the nutional debt by $6 billion,

Thore is tall now that perhaps we will be asked ugain either during
this your or next yenr to incrense the debt further. What would be
your opinion as to nction wo should take in compliance with that?

My, Banvorr, I think it would be a most disastrous thing.

Su{mtor Witriams, You think it should be rejected as T under-
stand it, -

Mr, Banvon, We would have to meet that situation by some vc?'
drastic measures, beeause the Government must pay its debts, 1f
the Government does not. pay its debts you have not got any Govern-
mont,

Senator Wirriars, But you feel we should approach the method of
puyment of those debts in some other manner than by borrowing the
monaey ; is that correct ? ‘

Mr, Banven, Yes, sir,  Maybe we do not have to do all of these
things. Maybe we can postpone some projects and expenditures.

Let first things come first. TLet’s tend to the first things and get
them done. There are a lot of things that have been brougﬁg forward
by Congress that are very worthwhile, but the question to ask just
like a private individual asks is: Can you afford them?

Can we postpone some of them until some other time, until the
economy has Fotten into a different state, and we are safe behind
our ramparts that we built for peace ?

Senator Wirrtams. Then you think we should take into consid-
eration in authorizing these various programs whether we have got
the money to pay for them at the time?

Mr. Baruon. Yes,sir; whether we can afford them.

Senator Wirriams. Yes,

‘Mr, Barucn, We want them, and desire them, of course. But can
we afford them ¢

Senator WiLLiaMs. Do you think—we have on the statutes a law
proposed to promote full employment, do you think that the at-
tempt of a government to promote continuous full employment would
create inflation, or continue inflation ¢
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Do you think it is possible for any governmont to promote full
omgloymont at all times?

Mr.  Barvon, Of courso you never will have full employmont.
You onnnot, boeause there are always poople shifting from one thing
to anothor, In asking people to go to some }n‘u ram somowhore, you
havo got to think about their moving their familios; you huve got to

think about schools nnd hygieno,
Now your question was, Senator——I may have gotten off in my

answor there, .
Senator Wirrrams, The question was do you think that the Gov-
ornment is in position to nceopt n responsibility for promoting full

omﬁloymont at all timos ¥
. Barvou. Well, unfortunatoly whether you like it or not, you

have accopted it now, havon't yout

Sonator Wintianms, Yes, as far ag legal authorvity is concornod,

Mr. Barvon, You know, it is like tho bartonder who asked the

ropriotor “Is Mike good for a drink?” 'The {)vopriotor snys, “Haus ho
wd it " —and the bartondoer says, “Yes.”  “Well, then, he's good for
it,” snys the proprictor,

You have )g to live with that until you find you cannot.

Senator Winiams, In youre—-

Mr. Baruvoi, You have decidod that quostion for yourself, yos.

Sonator Winrntams, In your opening statement——

Mv, Barven, You ave going to have difionlty in doing it.

Sonator Winntams, Woll, do you have any suggoestions ns to how we

should carry it outt ' . ‘
Mvr. Barveu. No, siv, T was talking to a friond of mine—and I do

not mean to bo ribald—about this. We got talking about theso var-
ious laws, and he snys, “There is just ono law we ought to pass,” and

I said, “Wlmt isthnt " .
Ho said, “Changing human nature and making it retronctive to the

Gavdon of Kdon,” . .
You are dealing with human natuve, and not with perfection be-

causo nono of us is perfect.

Nature has put into us a doesive to take care of our future, Tho
squirrel gots a lot of nuts and puts thom in a tree. A dog buries n
bono. Wo try to get money bocause we know that with it we can
buy various things wo need. It is tho drive of nature that gets us
to try to get it, and got at least as much as we can to take care of our
needs and help us survive.

But as civilization has grown, our nobler instincts have grown too
including a concorn to look aftor our fellowman, This of course is all
to the good and to the advantage of all of us,

) ’ll‘lmt is a littlo homily which probably should not have been brought
in here.

Senator MarTIN, That is all right, it is very good.

Senator Winuians, What prompted the question, is, I noted on
page 6 of your statement you said the Governmont has a responsibil-
1ty in regard to those who are victimized by unemployment and that
its actions must be in harmony with sound economic principles, and I
was just wondering what sound economic principles they are to which

you refer, that was the question,
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Mr. Barvon, Woll, we havo insurance ageinat unemploymont and
gicknoss and various othor probloms. If this recession or whatover
you cull it continues longor wo will have to find some monns of meot-
ing it.  Wo havo gotton fur away from the little mercy of men and I
boliove happily so.  But I believe that help ought to be earvied out in
tho localitios whore the unemployment, ocours, where they know the
ronsons for it. I'urthormoro these locnlitios have gained from the
work and the taxes and contribution which their citizons have mado

rnd they ought to do something first,
Now, most of them can and most of them will got money a good deal

choapor than the Government can got, it.

In addition, thoro is no renson nt all why the Government should not
go nhond with [‘)rogrmns liko the rond-improvement, program where we
aro boing taxed for it and will pay for the thing in the end.

Sonator Wirniams, You made an important statement a moment
ngo that humnn nature must always be tu‘wn into considoration in any
0

our nctions,
Mr, Barvon, Yes, sir,
Sonator Wirrniams, You also rveferred to the possibility that on-

lightoned solf-intorest on the part of management and labor could
chock this price-wago spiral,  What hopes do you have that this can
bo brought about wnder existing cirenmstances

Mr, Barvucu, What hope, you sny

Senantor Wirriams. Yes.
Myr. Barvon. 1 think both sides have got to grow up and mature a

little bit and protty soon, bocause if they do not the adjustment that
has to be made will be made for them by the law of supply and demand

onlg it will be more painful. ‘ )
enntor Wirr1ams, Thank you very much, Mr. Chairman, this com-

pletes my questions, ‘

The Ciiamsman, The Chair recognizes Senator Gore.

Senator Gonn, How do you do, Mr, Baruch?

Mr. Barvon. How do you do, Sonntor Gorof

Sonator Gore. Mr, Baruch, my mail indicates that smaller business-
men have not experienced or enjoyed a reduction in interest rates yet.
The high interest rate structure that has been fastened upon the coun-
try remains qunite a burden for them to carry.

ow coupled with that I read in this morning’s edition of the New
York Times, which I will hand you, the Guaranty Trust Company of
New York increased its net operating earnings after taxes $1,126,952
?551(4.9 xiex(']cent for the first 8 months of 1958, compared with the like
period.

I would like fo:i'you to comment, if you would, on the record profits
of the Guaranty Trust Co. while small-businessmen are experiencing
the lnrﬁest. numbers of bankruptcies in the history of the country.

tM.'r. ARuOH., Well, of course the smaller the man the less credit he
ge s. ‘
Senator Gore. And the higher interest rate he payst :

Mr. Baruom. Yes. And, of course, that is the way it is with all of
us. We go'to the man we think is best fitted to do the job. I am
quite sure that you and Mrs. Gore, when you think about the children
and dentists, and doctors, and schools, you think about that. - I know
I do, because that is human nature. AR
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But what puzzles me, Senator, is the way banks in New York advor-
tise. They go out and grab a man by the arm and twist it to got him
to borrow money. They do not have to grab the arms of the big fellow,
but they seem to have so much money that they go out and get the
little fellow to borrow. But I do not know whether the borrowers
renlize what they have to pay for it.

I think if a man has standing and character, he can get money, But
the little follow is always going to have it a little more diflicult whether
he is & manufactuver or whethoer he is & borrower and that is where
Government, Senantor, comes in. (Rovernment, hus to seo to the en-
forcement of the antitrust laws and that. combinations do not got too
big so that they can fix prices, Anothor thing, you have made it pos-
sible for all these banks to make these profits, because they do not
have to pay anything for the deposits.

You (io not let a bank pay interest on all these billions they have got
on deposit except those in savings accounts,

In making the war and postwar veport, Senntor, which Mr, Byrnes
asked John Hancock and me to make, wo proposed that a separato
agency be set u)]) with capital of, I think, $100 million with which to
guaranteo small-business lonns,  This was to get the big banks to
make loans to small business, These loans could have amounted to
$500 million. But nothing was ever done nbhout our proposal,

- Big men, men with big credit, can always get thoir money. But
oven they are paying a little more for it than they used to pay.

I am not defending the advantage the big follow has over the small
one. But apart from the suggestion I made in the War and Postwar
Roport, I just do not see how clse you can meet the situation.

ut contrary to what you might say is the fact those banks in New
York City are advertising every day for small borrowers.

“Come in and arrange a loan,” they say. “You only pay so much
every month.” It isa practice which I think is unwise. I do not know
whether that answers ]your question or not, but it is——

Senator Gore. Well, I only asked you to comment upon the pre-

dicameént that— .
Mr. Baruon. Is that a predicament of the Guaranty or the predica-

ment of the borrower{

Senator Gore. Well, I think it is a predicament of the whole coun-
try when we have those who profit by the high interest rates structure
making record profits while those who have to pay the high rates are
suffering the highest rate of business failure sincé the 1980’ '

Mr. Baruon. Ihave had a great many discussions with my banking
friends. I have taken a position more or less like the one you have
taken in discussing these things to see if they could do something to
help the small man and do away with undesirable practices. And
thgv have got one answer that is pretty hard to meet.

f course, banks and trust companies have larger deposits. The
margin of profit may not be as big, but these enormous deposits,
which run up into the billions, yield big profits evén on small margins.

Senator Gore.” Well, you know—— o v

:Mr; Barvon. I am not trying to defend them, I am trying to give -
you theiranswers when I have talked tothem, . :*~ - -~~~ = - |

Senator Gore. Well, I am not particularly concerned with- their..
answers. : S S
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Mr, Barven, Well, I think we ought to know what the othor fellow
says in order that we ean meet the problem we desire to meet. |
Senator Gone, I think we ought to also know what the other fellow

does.
Mvr, Baruen, Yes, and why, L
Sonator Gonk. As the interest rates were pushed ug’, the interest
i

rate in my own small business went up successively until, eventually,
I was paying 50 percent higher interest rates. I still am. The re-
lnxation of the tight-money policy has not reached mny business yet.

I:{r. lrifum(;;l. Senator, on your record you ought to be a pretty good
risk. [Taughtor,

Senator (tonk, Thank you, I have not been turned down for a
lonn yet, but. the interest. rate hag not come down any. Iow long do
you think it. will be before the small-business man experiences the
bonefits of relnxation of credit?

Mr. Banven, Well, T think that the small-business man will
evontunlly get. what he is entitled to, But he will not get. it so easily
ns the man whose credit is established or has a big business, You
know, sometimes banks %'et stuck with those big-business loans, too. I
think this is n study in human nature, which T cannot solve for you,
T tried to solve it, or part of it, in my report on war and postwar poli-
cies by establishing this fund out of the Federal Reserve’s profit on
Fold, as I told you.  They would have been able to lend up to $500 mil-
ion to small business to guarantee a certain percent of loans, and the
banks would have been very glad to lend money with this kind of in-
surance reducing their visk. :

Senator Gone. Well, T understand there is in the making a demand
by South Afrien and, perhaps, other Prodncors, to pressure the
United States into increasing the price of gold. How useful do you
think this practice is, of the United States buying gold from South
Africa and other places and burying it in the mountains down in
Kentucky ?

Mvr. Baruc, What was the last, Senator?

Senator Gone. Burying it in the ground down in Kentucky.

Mr. Barucen, Well, that is a question about which I have thought
n great deal. T think we ought to try to confine ourselves to getting
ourselves in a more orderly condition before we try to cure all of the
various, you might say, “peculiarities” that have come into the sit-
uation. Senator Malone is probably as well versed on the subject as
anyone. He was good enough to send me a book last night which,
unfortunately, I have not had a chance to read yet, but which.I am

oing ;,qtreu y Senator, and am going to give you whatever opinion I
1aVe 01 1%,

Senator Gore. I recommend it to you. I tried to read it the other
night and it put me to sleep quickly. :

Mr. Baruon. I am going to go back to your gold now. [Laughter.]

When I was asked some time ago by the authorities about raising
the price of gold and having a free market for it, I said it’s all right
to have a free market for gold, but the United States must not stand -
thers with a bag and take everything offered at $35. - If we are goin
to have a free market of gold, let us be free to bid what we want anﬁ.,
sell what we want. - . ‘ L , .

_The first thing you have got to have is a free market for currency, :
and then you have got to have a free market for gold. Let’s see
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where overybody stands, and then, perhaps, we can proceed to not
alone a discussion, but & determination of the question.

Undoubtedly, the gold standard has been o deterring offect in the
past aguinst inflation, but it is cnsy onough to puss n luw ngainst the
fgold standard, ns wo found. I bollove that this question has got to be
ooked into more thoroughly, and a decision cannot be reached until
wo have got into o more orderly condition as regards our safety and
our ovor-all iinances.

Senator Gorr, One other question, I notico you gave a definition
yestorday of inflation, There is no shortus;o of stecl now, is thoroe{

Mr. Barvorr, No,sir.  And I tell you the steel manufacturers are
finding it out, bocause it is tumbling in from the othor sidoe, just like
automobiles and everything ele.

Senator Gore, But the price at which they will sell steel is the
highest on record. Where is the effect of the law of supply and de-
mand to be found {

Mr. Barvon. It will find its way, Senator. I don’t care what the
steel poople and labor s)eoplo or the Government doj it will find its
level. That is my opinion. sir, Steol is coming in now. One of the
important men in the steel companies told me the other day, “You
know, they are selling some forms of steel at $20 a ton less than we
can mako 1t.” I said, “You brought it upon yourself. If you want to
sell steel or nn)ything olso, you have got to sell it at a price people can
afford to pay.” The high price on automobiles is alrendy bringing in
a lot of automobiles, isit not ¢

Senator Gore. It is your opinion that the law of supply and demand
will eventually bring down the price of steel in this country?

- Mr. Baruon. Surely. Surely.
Sonator Gore. You think the experience for the last two decades

will bear out your——

Mr. Baruvon. We have had nothing but war iu the last two decades.
It was during war when the price of steel went up; and no one knows
better than you, Senator, how we tried to keep the prices of everything

down.
Senator Gore. But the best I recall was that steel had another price

increase last year.

Mr. BarucH, What wasthat? You recall what$

Senator Gore. The price of steel was increased last year.

Mr. BarucH. Oh, yes, sir, they have increased prices every time
labor has made demands. I think it would have been wiser to have
taken wage increases {mrt]y out of their profits.

Senator Gore. Well, then, the inflation we have been experiencing
and the kind which we are still experiencing would seem to me not
of the classical sort when there is excess purchasing power and short-
age of goods, materials, and services, but rather, a price and wa,
inflation brought about by organized groups. :

Mr. Baruch., But inflation caused these organized groups to act.
It was the expenditures in war for nonproductive goods, for destruc-
tive pur without having control of the prices we had to pay,
and without raising taxes high enough to help &ay for those non-
productive uses, that first caused the inflation and the* encouraged the
pressure Soups. Now we have the aftermath, of inflation and bath
sides should bé brought to account before the situation is made woxse.
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And they will be brouglht to account by the law of supply and
dqrtnoimd, gooner or later. But it takes time for it to work, unfortu-
nately.

Senator Gone. I usually find myself in agreement with you, but I
do not beliove it is quite that simple at this time. '

In 10560, there was capital expansion of corporations in the country
of $35 billion. Approximately $25 billion of that was financed in-
tornally, that is, by increased prices on consumers, not by the sale of
debentures, not by the investment of equity capital, but by increased
prices imposed upon the consumers,

Now is it fair for the consumers of the country to have to pair for
the undue enrichment of the corporate structure of the country

Mr, Banuon, I think the corporations went too far,

Senator Gore, SodoI. And in so doing—

Mr, Barvons, I think they will find that out, and I say the law
of supply and demand will correct that, But in the meantime, we have
to go through the difficulties which we now experience and which are
affecting our defense program,

Senator Gore. I think it is perfectly in order for reasonable expan-
sion to be financed through legitimate profits, but when you find the
United States Stcel Corp. making a firm and fixed determination over a

eriod of years to finance an enormous expansion purely out of price
increnses, I think it is something to which the Government needs to
give its attention, -

Mr, Barvon. I think Izrour honorable chairman has put a finger on
something which I think has been stopped, that is the excessive tax
writeoffs which were granted even though we were not in a shooting
war, Those writeoffs made it possible for business to use their profits
for expansion without paying taxes.

Senator Gore, Well, speaking of taxes reminds me, this theory of
the economists that we ought to increase taxes in good times and lower
taxes in diffienlt times seems not to work very well, in that Congress is
never ready to increase taxes, no matter how good the times,

Mr. Baruon, It never worked very well because they never worked
it.  You cannot get a thing to work well when you do not work it.

The economist, when he says this, is a hundred percent right, but he
actually never does it. I have had a lot of discussions on that subject.
When business is high you want to put taxes up, when business is low
you lower them. _

But always you kWt putting taxes down. If I remember correctly,
I think that after World War II, Congress passed a bill over the
President’s veto to cut taxes. I opposed that reduction. I appeared
before the committees——

Senator Gore. Well, I opposed the tax reduction in 1954. I cannot
think of a more unwise action that the Congress has taken than that
so-called tax reform of 1954.

Mr. BarucH. Well, you know my opinion on that. I have expressed
time and again that thought it was both economically unsound and
immoral. That was my statement on it.

Senator Gore. This is not the first time I have found myself in

agreement with you.
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Ono of the prosont steol magnutes of the country was our formor
Sooretary of the Trensury, Luat fall he testified to this committoe
that—waell, lot mo read you his statement:

The reason that theso Inflatlonney provsuron nre on us now I bueauno of the

tent proalmltf' which the conntry I8 enjoying at tho prosent thne, It Ik tho
demand for bullding, it is the demnnd for goods, 1t I8 the domand for all sorts
of things that ave oxcooding tho supply, and that Is what e putting the pros-

sures, the inflationary pressures, on s today,

Now, Senator Korr asked him to state some of the sonreitios,

Mt Barvei. Prieo some of the scaroitiond

Sonator Gonrw, To name, to list some of the senrcities, And the
llgus(. Iiv.nn rocully after 2 duys, ho was only able to suggest a shortagoe in
ino pipe.

'l‘l!olfonmw Socrotary had dingnosed the country as having high
blood proessure when, as o matter of fuct, it seomed to have beon on-
tively somothing elso,

Mvr, Barvow, That happens often with experts, &Luughtm‘.l

Senator Gors, Well, are {;m attompting thereby to clussify the

former Secrotary us an oxpor
Mr, Barven, No. I wassaying that he was giving what he thought

was oxport testimony, but 1snid that often experts are wrong,

Semator Gork, We did not have then, nor do wo have now, the toxt.
book type of inflation. It would seem to me we had n price and wage
inflation, an ndministered inflation, not an inflation brought nbout by
searvitios of sorvices, sonrcitivs of labor, searcitics of matorials,

Now with steel production down to about §0 gercent of eapnceity,
automobile production off 80 percont, more than & million Hmorlo un-
employed, we still have the highest price on steel in history, the highest
price on automobiles, the highest cost of living in the history of our
country.

The only item in great production now, the only factory I know of
that is working overtime, is the aspirin factory.

Mr. Baruont. The aspirin?

Sonator Gore._Yes. o
Mr. Barucn. Well, Senator, I have tried in my statement to dif-

ferentiate between inflation and its causes, and its aftermnth. Now
wo are dealing with its aftermath, when everybody is trying to keep
the results of inflation which they think are beneflcinl to thomselves.

I opposed the decrease in taxes. I did not think it was necessary,
You may recall a breakfast you were good enough to arrange for me
at which I spoke of the conditions which the new administiation would
meet and how they would meet them,

It cannot be any surprise to you, but it happened. The former
Secretary is a very fine man and a very good businessman, but he went
out and got sugposedly the best experts to advise him and he followed
their advice. I did not happen to agree with them. ' ‘

But I do agree with you that these prices have been held up by
pressure groups over which there has been no control. :

As you know, I tried to control them and wanted to keep the controls
there. I even argued to continue controls after: World War II.

Senator Gore. At least we are not in a very ha%py state now, are we {

Mr. BarucH. No, sir; we are not. But you have got to find some
way of getting out of it without making it worse. I think we can
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if wo just don't got punicky about it and don’t try to do too many
things nt once, but one thing at a time, and fivat things fivst,

Sonator Gone, 1Tow do you think the unemployed would be helped
by n big tax reduction, which some people are advoenting nowt

Mr. Banvoir, Well, they are not employed.  What good is it going

to do them .
Sonator Gone, "L'hey have no tax linbility,

M. Banuvoi, No, sir,

Senntor Gonr, What they nead Is n job,

Mur, Banvou. That is right, sir,

Sonator Gons, With part of your stutement yesterday, I found my-
solf in disngreomont, 1 think we have a nadional pql’icy, the Full
Employment. Act, which recognizes that. the whole society does have
n responwibility to crente conditions in which an individual ean find
nn opportunity to enrn “Vi"lk )

I am onoe of those who thinks it is not good for either the country
or the individunl to give people something for nothing, that is, able-
hodied people,  But. ‘i do think while every man has o responsibility
to onrn his bread by the swent of his brow, he is entitled to an op-

portunity to do so, ) .
Mr. Barven, You ?ust migunderstood my position, Senator,

Senator Gonr, Well, good, ' )
Mr, Banvoit, What I snid was this: T have no objection to your
providing work, providin‘g at the snme time you pay for the interest
e

and amortizntion on your borrowing,

Sonator Gone, Well, T recommended that, and 1 supported that
in the highway bill of 2 years ago, and the members of this com-
mitteo likewise endorsed that principle, We are in a position now
in which the human elements deserve and require consideration,

When the cost of living ig at an all-time high, men, able-bodied
mon, come to me with anguish in their heart, sometimes tears in
their eyes, and sny they don’t want to f’oin a relief line, They want
# job in which they can do an honest day’s work to provide a living
for their families.

How does this society of ours, interdependent and complex as it i
crente the conditions under which these people can go back to Work‘?

Mr. Barvon, Of course, the past is a rorogue of the future. We
know where we made the mistakes in the past. Tet’s hope we do
not repeat the mistakes of the past.

I have no objection whatsoever to undertaking work programs.
But you should put on a tax which will pay for the interest and amor-
tization on what {01! borrow for these programs. I see no objection to
that. But what I object to is the deficit financing, which in the end
will destroy the credit of the Government and make it more difficuit
for these people to get work and eventually add more unemployment.

Senator Gore. Of course, we could increase the revenue of the Gov-
ernment quite considerably.-by removing some of the tax favoritism in
the law now. _

- Mr. Barucn. Well, I can go along with you on some of those things.

Senator Gore. Of course, we might disagree on a definition now and

then.
Mr. Barvuon, Sirf
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Senator Gore. We might find ourselves disagreeing on a definition
-now and then.

Thank you, Mr, Chairman. “

The Crairaan. The Chair recognizes Senator Malone.

Senator MaroNe, Mr. Chairman, I want to say to Mr, Baruch that
Kou have many fine friends in the State of Neva a, which you already

now. You have invested money in our State at different times, and

they consider you a fine businessman and admire you for standing up
for what you believe, even in the face of severe criticism,

And I want to say that as long as the book which I sent you has
been mentioned, it could be that one of the things that ails the country
is that the people in responsible positions go to sleep trying to learn
about economic problems. [Laughter.]

Mr. Barucn. Senator, say that again, but slowly so I am sure to
get it. That was good,so I want to g:t it, too.

Senator Gore. That was for my benefit.

Senator MarLone. Yes, I will admit it was for Senator Gore’s benefit.
[Laughter.il

One of the things which might be wrong with our country is that
the geople in office, in high position, go to sleep reading about economic
problems and trying to understand them.

Mr. BarucH, They have been taking Miltown pills,

Senator Marone. Now, Mr. Baruch, I certainly admire you, at your
aie, for what you are doing today. You remember the early thirties
when Congress repealed the law of supply and demand; do you not
remember that{

Mr. Baruch, Well, they may have tried to repeal it, but they didn’t
give anything in its place. They tried to repeal it, you mean.

Senator Marone. Well, they kept it repealed a while, with war and
preparation for war. You can make the repeal stick as long as some-
one picks up the check, can you not! As long as someone pays the
bill you can keep the law of surply and demand in abeyance. Is that
about it¥ As long you can collect enough from the taxpayer to pay
the deficits then you can keep the law of supply and demand at least
in abeyance.

Mr. Barvor. Supply and demand will work anyhow, I don’t care
what happens. You can’t get around it, you can’t get away from it.
You can only put it off temporarily, in my opinion.

- Senator MaLoNE. You are absolutely correct. It catches up with
individuals almost at once—and the government when the money
runs out.

Mr. Baruon. We would only be fooling ourselves.

Senator MaroNe. Mr. Chairman, I did write Mr. Baruch a letter
yesterday because I could see it would be helpful to him if he knew
the ground I intended to cover, and I ask that this letter be made a
part of the record at this point so that we may cover the ground, but
with the understanding that Mr. Baruch might answer the questions
more fully later for the record.

The Cramman. Without objection, the letter written to Mr. Baruch
by Senator Malone will be inserted in the record.
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(The letter referred to follows:)
Arnir 1, 1958,

Mr. BERNARD BARUOH, .
Sheraton-Oarlton Hotel, Washington, D. 0. ,

Dran Mg, Baruon: I think you made a fine general statement this morning
before our Senate Finance Cominittee. I am a member of this committee, but
because of a previous commitment I had to leave the committee hearing early.
However, I will be in attendance tomorrow morning.

You have many friends in my State of Nevada. They have always appre-
clated your interest in mining and other interests and industries of the State.

There are some specific factors affecting our national economy upon which I
would like to have your opinion, and I am sending you this note so that you
may know in advance what I would like to ask you when my turn comes c¢n
the comittee,

You will remember, of course, when, under the urging of President Roosevelt
for speclal legislation, Congress repealed the law of supply and demand and,
of course, from your testimony I know you agree that that natural law will
only stay repealed as long as someone picks up the check.

I would like your definite opinion on the following subjects :

1. We left the gold standard in 1933, and very soon thereafter were priced
out of the world markets through inflation.

The testimony of Mr. McChesney Martin, Chairman of the Federal Reserve
Board, on August 19, 1957, under my questioning, showed that {f all of the
foreign dollar balances which could be converted to nations’ dollar credits were
presented within a reasonable time, out of our $22,400 million in our storage
vaults, we would have $5.7 billion in our gold reserve.

Should we return to the gold standard and, if so, what procedure could we
follow to make it effective?

Can we return to the gold standard on $35 gold or should we determine the
free market value before returning to the gold standard?

I have introduced two gold bills. The first, 8. 1775, to create a free market
for gold in this country so that our citizens might buy and sell it freely to
determine what the people think it is worth, and second, 8. 1897, to return to
the gold standard.

2. Under my questioning, part III of the hearings, on August 19, Mr. Martin
testified that he can judge how much money ought to be In circulation for
“a sustained economic growth” of the economy. In short, he can regulate the
amount of money in circulation, either increase it or decrease it in accordance
with what he thinks the economy will need during the ensuing year or 2 years.
He also testified he can regulate the stock-market margin and the rediscount
rate.

I would like to know what you think of this power in the hands of a Federal
Reserve Board of seven men when the Constitution says that Congress shall
coin money and fix the value thereof? :

What should Congress do, if anything, in this situation?

8. The Constitution of the United States pointedly separates the regulation
of foreign trade and the fixing of foreign policy, the firat in artlcle I, section 8,
which says specifically that Congress shall regulate foreign commerce and
adjust the duties, imposts, and excises which we call tariffs. The Constitution
is just‘as specific in placing the fixing of forelgn policy in the hands of the
Executive.

The 1934 Trade Agreements Act-—so-called reciprocal trade—tied the two
together in the hand of the Executive. Secretary Dulles testified, under my
questioning, before the Senate Finance Committee that the President may, at
his discretion, trade a part or all of any industry to further his foreign policy
through the simple expedient of refusing to adjust such dutles or tariffs regard-
less of what the Tariff Commission may recommend.

The 1984 Trade Agreements Act, as extended, expires on June 30, and that
power would automatically revert to the Tariff Commission, an agent of Con-
gress under the 1930 Tariff Act, to adjust the flexible duties or tariffs on a
basis of fair and reasonable competition; that is, to make up the difference in
the costs of production, should the 1034 Trade Agreements Act not be renewed
by this Congress as the President has recommended. L .

You know that former Secretary of State and his assistant, Willard Thorpe,
testified before the Senate Finance Committee that it i8 no longer possible to
separate our domestic economy and the fixing of our foreign policy.
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It was QGeorge Washington who sald in his Farewell Address that: “If In
the opinion of the people, the distribution or modificatlon of the constitutional
powers be in any particular wrong, let it be corrected by an amendment in
the way in which the Constitution designates, But let there be no change
by usurpation; for though this, in one isctance, may be the instrument of good,
it is the customary weapon by which free governments are destroyed.”

It you belleve that the regulation of forelgkn commerce and the natfonal
economy through the adjustment of duties or tariffs, should be regulated by the
Iixecutive, should the Constitution be amended to transfer such regulation of

forelgn commerce and the nattonal economy to the Executive?
You will remember that I have discussed these matters with you before. One

occasion was in the S8heraton-Carlton Hotel 8 or 4 years ago; and, if I recall
accurately, your position was that the duties or tariffs should be regulated to
represent that difference in the effective wages and the costs of doing business
in this Natlon and the chief competing country on each product, such flexible
duty being lowered in accordance with any rise in that foreign natlon’s Hving
standard ; and, when thelr wages and costs of doing business were practically the
same as ours, free imports or free trade would be almost automatic and immedi-

ate.
The people of this Natlon are entitled to the benefit of your long experience:
and after this hearing iIs over, or at some future time, I would appreciate an

opportunity to visit with you on several of the pressing problems.

I am enclosing an autographed copy of the fi st edition of my book Mainline,
While over my 80 years in engineering, before I came to the Senate in 1047, I
have written many reports, this is my first venture into the editorial fleld.

I will appreclate it very much if you have the time to review it and write me

a critical letter.
I will look forward to seelng you tomorrow morning.

Sincerely,
GEORGE W. MALONE,
United States Senator.

Senator Marone. I will ask some questions now.
Mr. Barucn. Senator, may I say I got your letter and read it just
as I was turning in last night. And, for the firat time, I believe that

maybe age was catching 1}p with me. Though I read the letter, I
.aughter. ]

could not read the book. [
And I want to say this: This is a very thoughtful letter, something

I know you have been working on continually for a very long time.
But it is difficult to answer these questions until we get more orderly
conditions in which reason and intelligence prevail. '

And T think, until we get that, it is going to be difficult to answer
the (iuestions properly, even for a man as well posted as you are.

I have thought about the things you discussed in this letter, and T
feel I cannot give definite answers to them until we get a more orderly
condition. I do not know why it is not generally realized—perhaps
we have been going to sleep or taking these tranquilizer pills—but
we are engaged in a great struggle—political, psychological and
economic. Our enemies are ruthless and they are very clever. You
cannot deny the fact they are very able people with whom we are
dealing and dedicated to their beliefs. I think many of these ques-
tions, Senator, ought to be made the subject of separate study. I do
not think we can come to a conclusion now, Senator, which would be
of any value. I know I could not be of much help in answering these
questions—until we have a more orderly condition to face.

That is my general answer to all of them, sir.

Senator MaronE. Yes, sir. ‘ S
Mr. Baruon. I am afraid I will not be very helpful. I am sorry.

I would be glad indeed to devote a considerable amount of time where
we could have a give and take and could go over these things and per-

B
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haps work out something. Perhaps there ought to be a body of men
connected with the Congress or an advisory body to go over these
things in an orderly manner. But you can’t really consider them
when they are mixed up with not only the war and peace, but with
political considerations of various kinds. -

As I say, I know how deeply you have thought about these things,
and it is a very thoughtful letter, but I cannot help you much,

Senator. . .
I answered most or part of the question when my friend, Senator

Gore, asked about gold. _

With that understanding, I will be glad to do what I can, but I
think we would be better off if we could work under different
conditions,

Senator MaLone. Mr, Baruch, I have been a member of this Senate
for 12 years, and I see no sign that “intelligence is going to prevail”
until sufficient pressiire comes from the grassroots, from the people
themselves, I am convinced that it will come—but the people cannot
yet believe what the Jongress has done to them in the past 24 years,

have even been criticized in my own State of Nevada for telling
even the truth about our economic system. We must make our own
economic system work before we can successfully criticize anybod
else. We cannot support the world, and we cannot import the prod-
ucts of the world’s cheap labor without destroying our own working-
men and investors.

Therefore, some believe I am criticizing our administration. I am
not criticizing our administration. I am very fond of our President.

I wanted to ask you about our money base: When we went off the
gold standard in 1933, we very quickly priced ourselves out of all the
markets of the world, did we not, through inflation ¢

Mr. BaruoH. You mean by sales or purchases?

Senator MaLoNE. In sales.

Mr, Baruon. Insales?

Senator Marone. Throughout, the world.

Mr. Barucnh. I don’t just recall. I know that we were already in

a very uncomfortable position. They forced us off the gold standard.
I did not agree with the policy, Senator, and when we went off the
gold standard I felt we ought to pay the promises at the market
price.
In other words, the gold went to a premium of about a dollar an
ounce, and that was about 5 percent. I think we ought to have paid
the geople the market price for gold, and that where you had bonds
or obligations which were payable in gold, they ought to have been
paid 105 percent, or whatever it was.

I believe that the Government ought to have carried out its obliga-
tions although it has the power to cancel them.

I know that in wartime—I learned this in World War I—when we
went to seize something, the courts would always rule that you had to
pay the market price. '

enator MaLoNe. Then I would like to ask you, Mr. Baruch, is
there any way to stop inflation except to return to the “hard” money
standard—tie the money to something? -

Mr. BaruoH. Repeat that. Until we tie the money to something?

- Senator Marone. Tie our paper money to gold or silver, or some-
thing which is stable. Can you stop inflation without doing that?
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Mr. Baruvon. You left out one thing, and that is reason and in-
telligence, which is at a discount these days. Reason and intelligence
must operate in these thin‘ﬁs. . X ' : oo
" Some fellows argue, “Why do we have gold 1 , :

Well, as I argue with them, as probably you do, I say “Well, gold
is indestructible. It is beautiful, - It has been valuable ever gince the
befinnmg of time.” - TR o

am not o biblical scholar, but it has been drawn to my attention
in the second chapter of Genesis in the twelfth verse it says, referrin
to Egypt, “And the gold of that land is good.” And, as James G.
Blainesaid, it hasbeen good eversince. =~ . - ‘

But curiously the labor which has been put into gold has always had
some relationship to the labor which has been put into the thing which
you purchased with gold. : ’ o

I hope that answers your question partly, anyhow, :

Senator Marone, The reason, of course, that gold and silver are
valuable is because it is indestructible and half the world used silver
and half the world used gold for over 2,000 years, as you have said,
So you can buy ham and eggs with it anywhere in the world whether
it has the stamp of a nationon it ornot. . oo

Paper is only worth what the nation back of it is worth, and in
relation to the amount that nation prints, but gold and silver do not
~de§reciute, actually. ) .

g') I know of no other stable thing you can tie a ciirrency to. Do
you : ‘ :
Mr. Baruor. No. I have thought about it a great deal, Senator,
long before we went off the gold standard. appeared before a
comiélittaee of the Senate on that—Ilong before we went off the gold
standard. : : . -

What puzzles me and makes this whole question very intricate, is
the condition in which we find ourselves. I want to work out of that
first. I think it would be wise for those who believe in the gold stand-
ard or other very legitimate ideas, to wait until we get a more orderly
condition; let us say until we can get more stability within ourselves.

You cannot-have stability in Government until you have interna}
stability, and though I see the varli&x:dgood points in. your ideas, I
am not satisfied yet just what the x:)[ ure ghould be, Senator. .. -

Senator MarLoNe. Mr. Baruch, I have two gold bills; one for a
free market for gold to let the people determine what it is worth,
and the other one is to go on the gold standard because there is no
better system. I voted against raising the debt limit. If Congress
cannot print the money it cannot spend it, and I am still against
raising it. Now, Mr. Baruch, you said something about printin
money. Mr., Martin of the Federal Reserve Board who . testifie
before our committee said that his Board could print money in
whatever amount, in their judgment was necessary for a sustained
economic growth. _ L - ‘ ~

Mr. BarucH. Wait a second until I get my hearing aid on here so
I can hearyou. Now,sir—— - : oL »

‘Senator Marone. Mr. Martin testified that his Board, the Fed-
eral Reserve Board, could print money, §2 billion or in fact any amount
needed for a sustained economic growth. - Now, a seven-mani Board
with a Chairman is a vq‘:i small-grou%qu men to judge thé thousands
of intricate factors which.affect the future economy of this Nation.

‘ .

!
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Men go broke trging to do that, using their own money in their busi«
ness so you can break s Government doing that, too, could you nott

Mr. Bardon. Ye& gir; that is where reason comes in, where there
is need ‘for knowledge and intelligence, ‘

Senator MaroNe. Now then, Mr, Martin also testified that he could
fix the stock-market margins at anything from 98 percent to 10 per-
cent. He testified that he could fix the rediscount rate. Then, with
those three things, printing new money, regulating stock market
margins and adjusting the rediscount rate—is not that a completely
managed currency f : -

Mr. BArRUCH. btl close to it. k |

Senator Marone, A managed currency means a managed economy.
One more question. S

Mr. Baruon. But there is one thing he cannot do; he cannot over-
come the law of supply and demand. ' A

-Senator MAroNE. No; he cannot but he has tried—and will be
successful to a degree as long as he can pick up that check with new

money, . -

‘e has tried, and he now failed. Mr,
like to ask you another question, prefacing it by
e Constitution of the United States\definitely sepa-
lation of the-patiopal ecdnomy through\adjusting the

saying that
rateegthe
duties or

It put the first i
gection §, of the
duties, pxcises, im
eign :

.

is: Is it wise to\change it ven to the Com-
mander\in Chief Id war. )We have¢/placed in
his hen agree gn—I have

: (3

: some powers which-yon and I may 1

not agreed with all of t rn/h Sy y

When I\was asked apgear fore\your good

Vandenberg’s committee ofi the-Matshall plan, I ma

vations, one of \which was that I would prefer to b

able, even what others could not sell for 5 or 10 yegrs:
"I realized that i aranteed a mar

gell everything. I preferred-not. money to governments, but
to lend 1t to individuals, with government guaranteeing the loans.

But the Congress felt differently. : ,

Senator MALoNE. Mr, Baruch, that is another question. © That was
the policy of sending billions to Izlurope and Asia, We have developed
asurgrismg lon%gst of “star boarders.,” |
- What I am talking about is regulating foreign trade and fixing the
duties or ‘excises that we call tariffs. The Constitution fixes that re-
epotisibility in the legislative branch. = - ‘ -
_-Mr. Barugn. But you have given that also to the President.

end Senator
certain reser-
any nonperish-
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~ Senator Maronn, Congress did {ust that in 1934. Under that act,
the President can trade a part or all of any industryto foreign nations
if he believes it furthers his foreign policy. That is the testimony of
Secrotary Dulles before this committee in 1958 and the resulting im-
ports are causing your depressed arens, )

Then the State Department sponsors n bill which has been intro-
duced in the Senate several times to appropriate taxpayers money to
train for different jobs these workingmen whose jobs are dried up by
cheap-labor imports, and then transport them to different arveas. Also
to compensate the owners of such plants or mines,

I traveled 14,000 miles in Russia in 1986, ‘They do that kind of a
job there but they do not need legislation, I do not like to adopt the

system here.

‘Do yout '
Mr. Barven. Well, I do not like it, but I do not know what to do

in gresent circumstances, however.,

Senator Marons, All the Congress has to do is sit still and not ex-
tend the 1034 Trade Agreements Act then on the 80th of June the
regulation of foreign trade and the national economy reverts to the

Turiff Commission. . )
Mr. Baruon, Well, that is a very serious decision that you have to

make.
Senator Marone. That is right, and it is getting more serious by the

hour.
Mr. Barvou, And you would have to give it careful study.
Senator Maronr. We will. : ,

Mr. Barvor, Iam glad I am not in your position, but, if I had to be
1 would give serious consideration, keeping in mind the overall
picture,

Senator MaLone. Thank gou, Mr. Baruch, and I will appreciate it if
youl\vill study my letter and give ns complete answers as you conven-
lently can.

Mt{ Baruon. I will be glad to do so, Senator, and I hope that we
will have an opportunity to discuss this thing under different circum-
stances.

Senator MaronEe. It will be at your pleasurs, Mr, Baruch; any time
ou invite me to meet you, we will meet. I hope you will read my
ook, Mainline, and write me a critical letter.

The Camaman. Mr. Baruch, on behalf of the committee, I want to
extend to you the appreciation of every member of this committee for
the very splendid testimony that you have given. It has been very
frank and informative. When it 1s published, I am certain it will be
studied throughout the country.

I have a few questions here that I would like to give to you, not to
be answered now but for the record.

_Mr. Baruch. I will be glad to take them, Senator.
(The questions referred to and Mr. Baruch’s answers follow :)

1. INFLATION

‘The Cramman. Do you agres that deficit financing by Government
is, in fact, a postponement of taxes? ' -

Mr. Baruck. Of course. If the deficit is ever to be made up it will
have to be made up out of taxes in the future. Deficit financing is

i {
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worse than the postponement of taxes. It has the same effect as
printing money. |
The Craman, If we allow the inflation spiral to be renewed and
conth}ued, what do you foresee as the results in the next 1, 2, or 8
onrs
y Mr. Baruch, If the inflationary spiral is resumed we will see a
continued rise in prices; a progressively larger national debt; a dollar
shrunken even more than it is now; the continued reduction in value
of all savings, pensions, insurance; the scaling down and eventually
the possibility of the repudiation of all debts. :

2, PARADOX

The Cramman. There is something strange about the situation we
are experiencing. Wae are in a recession but there is inflation. Con-
sumer prices are rising when employment, production, and sales are
falling, How do you account for this? ,

Mr. Barucn, It is true that consumer prices have not come down
yet despite the decline in employment and production. But consumer
prices are traditionally slow in coming down. If the recession con-
tinues, however, prices will fall. The price level is being held up
partly as a result of curtailed production which some people char-
ncterizo ns administered prices. High wages and unemployment
insurance help ke(?; up food prices. Reduced buying and consequent
price declines in food are the last things to come. I am certain of
ono thing; in the end prices will have to respond to the law of supply
and demand.

The Cuairman. You have said it would be inspiring and salutary
if labor leaders and businessmen would jointly pledge to the Presi-
dent that for 1 year there would be no increase 1 wages or 1prices, and
that profit margins would be frozen, and if individual self-restraint
were exel..sed in the area of private credit. Practically speaking,
how could we achieve this end, and how best could we create the
opportunity for such a pledge to be made$

r. Barucu. In the present circumstances, only by voluntary
action. If we could not get Congress to adopt effective controls in
time of war or enact standby control legislation when war threatened,
we cannot expect the (Xovernment to assume direct control of the
economy now. The need and the opportunity for labor and business
to halt the price-wage spiral is clear. The President has already asked
for a pledge of such action. The pressure of enlightened public
opinion and forceful leadership may help. But in the light of past
experience I am ndt sanguine. As yet, I see no evidence that labor or
business is aware of what is required of them.

The CuairaaN. What do you think is the major problem the United
States must meet if it is to fulfill its real economic potential ¢

Mr. BarucH. First and above all else, before the United States can
achieve its real economic potential, we must have a secure peace.
Until peace is attained, and all the world shares in it, we cannot even
know our economic potential. Until we have geace we must remain
strong economically and militarily. If we could bring about peaceful
conditions in the world and devote all our resources to peaceful pur-
suits, we could enjoy a rising standard of living and so could the rest

of the world.
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8. RAPID AMORTISATION

‘The Cuamman. I tuke it you are generally familjar with the. so-
cnlled policy of m)i)id amortization, its purposes, and its history, Do
youn think maladministration of the rapid amortization policy by the
Office of Defonse Mobilization since the end of the I{orean war con-
tribited materially to inflation?

Mr. Barvon, Yes, , ,
The CrARMAN, Do you think it should be repealed completely §

Mr. Barvon. Rapid amortization should be used only in an un-

mistakable crisis.
4, EXPENDITURE REDUCTION

The CuAatrmaN, You have testified as to the imprudence of tax
reduction and deficit financing at this time. I agree with your views.
In effect, does this mean that you advocate a balanced budget

Mr. Baruon. A balanced budget is most desirable. It is not always
feps(ilble, a8 in war, but it is an objective we should always keep in
m‘n () !

The CHAamMAN. You said yesterday that we can “come out of this
thing”-—this recession or whatever it is—if we are willing to sacrifice
a little, May we assume that you would include the sacrifice of a little
Federal Government largesse, among other thingsf?

Mvr. BaruoH.. Absolutely. o

The Cuamraan, In order to avoid deficit financing, do you think
there are some nonessentinl—or even some less essentinl—Federal
ex&enditures which could be eliminated or reduced?

1. BArvoi. In the vast Federal budget there are always items that
can be eliminated or reduced. Savings can always be made by prudent
management,

Tomes could be written in reply to all these questions. I believe
that we can find the answers to them and to the problems that con-
front us in the lessons of history. As Santayana snid; “Those who
cannot remember the past are condemned to repeat it.” We cannot
go on repeating the mistakes of the past.

I should like to reiterate a suggestion I have made: To improve our
overall policy planning we ought to create one central “think-body”
which would coordinate all the many complex problems into one uni-
fied policy. The National Security Council is supposed to do this.
Its members, however, are too burdened with other responsibilities to
devote their time to thinkin through our overall problems. I believe
that the National Security Council ought to have the assistance of a

up of the most experienced men in the country whose only task
would be to think through and advise on overall policies.

I cannot forbear to quote a few Karagraphs which I recently wrote
which may sum up my views on the present situation: “Most of our
economic problems have had their origins in the dislocations of war.
Twice in our lifetime we have had to.turn our economy inside out to
meet the needs of war, and then to go back to peaceful ways.

“In our governmental skills we never really have caught up with
the forces and problems unloosed by two world wars, Whatever has
been done, more remained to be done. It has been as if we were chas-
ing a train which we never seem able to catch. - ]



FINANOIAL OONDITION OF THE UNITED STATES 1680

“We must look upon the crucial trial we now face as, in essence, a
test of our ability to govern ourselves, We do not suffer from any
lack of material resources, What we lack is the ability to control and
direct these vast productive resources which are ours,

“This test of our ability to govern ourselves is really threefold.

“First, it is a test of values, of what things we will give up in
order to make other things secure. ‘

“Second, it is a test of our reasoning powers, of whether we have the
wit to think our problems through to an effective solution.

“Third, it is a test of self-discipline, of our ability to stand by our
values and see our policies through, whatever the personal cost.’

Senator MArTIN, Mr, Chairman, would you yield there?

The CHAIRMAN, I K{ield to Senator Martin,

Senator MARTIN. Mr. Chairman, as the senior member of the mi-
nority party, I want to publicly express to you, sir, your fairness as
chairman and your foresightedness in securing before this committee
& man of the outstanding ability and patriotism of Mr. Baruch, I
sincerely trust that the people of the United States will very carefully
read and study the matters he has presented to this committee.

Mr. Barvon. Thank you very much.

The Cuairman, The hearings will be published promptly because
these problems are imminent, and their proper solution is vital.

We thank you again, sir,

Mr. Baruon. Thank you, Senator, and just one last word, This is
a great country still, a great people. Let us use our wisdom. We
do not have to fear our enemies. No matter what they will do we
will rise up again. It is up to the people themselves. I have no fear
of the future 1f we will just use a part of that sense, 50 percent, just
half of it, if we will just use the sense and the experiences we have

had. .
Thank you.
The CuAarMAN, Thank you, Mr, Baruch.

The committee is now adjourned. )
(Whereupon, at 12: 05 p. m. the committee was adjourned.
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