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DEBT CEILING INCREASE

THURSDAY, JUNE 25, 1959

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to call, at 10:20 a.m. in room 2221,

New Senate Office Building, Senator Robert S. Kerr presiding.
Present: Senators Byrd (chairman), Kerr (presiding), Frear,

Anderson, Gore, Talmadge, Hartke, Bennett, Butler, Cotton, and
('urtis.

Also present: Elizabeth B. Springer, chief clerk.
Senator KnRRt (presiding). This is a hearing on H.R. 7749.
(1.R. 7749 is as follows:)

[H.R. 7749, 86th Cong., ist ses.]

AN ACT To increase the amount or obligations, Issued under the Second Liberty Bond Act, which may
be outstanding at any one time

He it acted by the Senate and House of Representatives of the United Slates of
.incrica in Congrtss a.sscinb!ed, That the first sentence of . eetion 21 of the Second
Liberty Bond Act, as amended (31 U.S.C., sec. 757b), i amended to read as fol-
lows: "The fate amount of obligations issued under authority of this Act, and
the face amount of obligations guaranteed as to principal and interest by the
United States (except such guaranteed obligations as may be held by the Secretary
of the Treasury), shall not exceed in the aggregate $285,000,000,000 outstanding
at any one time."

SEC. 2. During the period beginning on July 1,1 959, and ending on June 30,
1960, the public debt limit set forth in the first sentence of section 21 of the
Second Liberty Bond Act, as amended, shall be temporarily increased by $10,-
000,000,000,

SEc. 3. This Act may be cited as the "Public Debt Act of 1959".

Senator KERR. All right, gentlemen, the committee will come to
order.

Secretary ANTDERSON. Shall I proceed?
Senator KERR. Yes, sir.

STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE
TREASURY

Secretary ANDERSON. Mr. Chairman, I am here today in support
of H.R. 7749, which was passed by the House of Representatives
on June 19, 1959. This bill provides for a permanent increase from
$283 billion to $285 billion in the statutory limitation on the public
(lebt and a temporary increase in the limitation to $295 billion to be
in effect until June 30, i960.

As you know, the President on June 8 proposed to the Congress an
increase in the regular statutory limit to $288 billion. In my state-
ment before the House Ways and Means Committee on June 10,
I explained that the increase to $288 billion would enable the Treasury
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to conduct its debt operations, except for seasonal swings, with a
margin of $3 billion between the estimated total debt outstanding
arid the proposed debt ceiling.

On the basis of past experience, the Treasury feels that a margin
of $3 billion over and above provision for minimum working balances
represents the minimum needed for flexibility in debt management
operations and for contingencies.

In addition to an increase in the permanent limit to $288 billion,
the President requested a temporary ceiling of $295 billion through
June 30, 1960. This proposal was made in order to cover the situa-
tion during the course of the fiscal year, when we estimate that there
will be a cumulative deficit of something like $7 billion by mid-
December, necessitating a corresponding temporary increase in
borrowing, despite the estimated balance between expenditures and
receipts for the year as a whole.

While the permanent ceiling of $285 billion provided in H.R. 7749
falls short of the President's request, the temporary ceiling of $295
billion approved by the House of Representatives does provide the
Treasury with the'necessary flexibility for conducting debt manage-
ment operations effectively during the coming year.

The Treasury therefore urges the adoption of H.R. 7749, even
though its passage will mean that we shall be operating under a very
narrow margin on June 30, 1960, unless there is a substantial budget
surplus next year.

Before going into the details of the current situation, it might be
helpful for me to summarize briefly previous actions which the Con-
gress has taken with respect to the borrowing authority of the
Treasury.

Prior to World War I, the Secretary of the Treasury had little dis-
cretion in the actual carrying out of the public debt operations. The
acts of Congress authorizing the issuance of U.S. Government obliga-
tions usually specified the terms and conditions applicable to each
individual issue.

World War I brought a change in this situation. For the first
time, a series of loan operations involving large amounts of borrowing
were anticipated and were in fact required. Under these circum-
stances, Congress gave the Secretary of the Treasury much more lati-
tude in determining the terms and conditions of issues, although it
continued to set limitations on the amounts of various types of obliga-
tions authorized or outstanding, as well as maintaining a ceiling on
interest rates for Treasury bonds.

During World War II, the principle of establishing a limitation on
total debt outstanding, rather than on specific issues or types of
obligations, became firmly established. By an act of June 26, 1946,
the permanent ceiling on the public (lebt was set at $275 billion.
Congress authorized temporary increases in this ceiling in 1954, 1955,
and 1956. Effective July 1, 1957, the ceiling on the public debt
reverted to $275 billion.

In February 1958, however, when it became apparent that there
would be a substantial budget deficit in the fiscal years 1958 and
1959 Congress again permitted a $5 billion temporary increase in the
ceiling to $280 billion, and in September 1958 two other changes
were made. First, the permanent ceiling was raised to $283 billion,
and second, the $5 billion temporary addition provided in February
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1958 was continued through June 30, 1959, bringing the ceiling in
effect for the remainder of fiscal 1959 to $288 billion.

As I have already noted, H.R. 7749 recognizes the debt limit
problem which we shall face during fiscal 1960 by raising the perma-
nent ceiling to $285 billion and increasing the temporary ceiling during
the coming year to $295 billion, the amount requested by the
President.

I should like now to discuss some of the elements of this problem.
The requested ceiling of $295 billion is $10 billion above the esti-

mated debt of $285 billion as of June 30, 1959. The need for $10
billion of temporary debt limit authority during .the year reflects
two factors: a $7 billion need to cover seasonal borrowing require-
ments plus $3 billion for much needed flexibility and to allow for
contingencies. The necessity of having an allowance for flexibility
was recognized by the Congress when it provided the temporary debt
limit of $288 billion which is now expiring.

I shall take up each of these considerations, beginning with a
discussion of the seasonal demands on the Treasury.

SEASONAL BORROWING NEEDS

Charts I and 2 below show budget expenditures and budget receipts
on a semiannual basis for the fiscal years 1956-60, based on the
January budget estimates.

Chart 1 shows that there is no distinct seasonal pattern in budget
expenditures between the two halves of the year.

In chart 2, on the other hand, it will be seen that budget receipts
follow a distinct seasonal pattern.

Even when the speedup in corporate tax collections, growing out
of revisions in the Revenue Code of 1954, is completed in 1960 there
will still be a substantial seasonal disparity in tax receipts. As you
know, smaller sized corporations will continue to concentrate pay-
ments in the spring which, together with the concentration cf indi-
viduals' declarations and final payments, will still result in relatively
high tax receipts in January-June of each year.

We expect, therefore, that even with a balance between expendi-
tures and receipts for the fiscal year as a whole expenditures will
exceed receipts by approximately $6 billion during the 6 months
beginning July 1 and ending December 31, 1959. Our need for $7
billion of new borrowing during that period reflects not only the $6
billion deficit for the 6 months as a whole, but also the fact that the
deficit for the period from July 1 through December 15, 1959, for
example, is $7 billion, which means an additional billion dollars of
financing. The July-December 1959 deficit will be, however, only
slightly more than half of the $11 billion deficit in July-December
1958, as is shown in chart 3.

In order to illustrate the problem further we have prepared table 1
at the end of this statement to show our estimates of public debt
outstanding during the fiscal year 1960 based on a constant operating
cash balance of $3.5 billion. The projections are stated both before
and after the allowance for $3 billion flexibility under the debt ceiling.

As you will note from the table (and also from chart 4, below) on
December 15, for example, even the $295 billion temporary debt
limit would appear to be insufficient for a few days. However, we
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will be able to operate within that limitation without undue impair-
ment of our flexibility. Chart 4 also indicates the wide fluctuations
in the amount of debt outstanding within each month (luring the fiscal
year just ending.

In connection with our projections for the fiscal year 1960, it may
be of interest to note the com1 prison between the semimonthly pro-
jections which we made on July 30, 1958, for the current fiscal year
and actual results of our operations during that year. These" are
shown in table 2, also found at tile end of this statement.

Ti, debt subject to limitation shown in column 2 of table 2 oi tle
assumption of an operating cash balance of $3.5 billion throughout
the year may I)e compared with the figures shown in column 5 of the
table which represent actual debt subject to limitation on semi-
monthly dates adjusted to the same cash balance figure of $3.5 million.
It will be seen that the projections plotted a fairly accurate course
of what lay ahead. A greater falloff than expected in revenues during
tile early part of the present calendar year threw our estimates some-
what out of line for a )rief period. Alore recently, however, actual
debt outstanding oil semiflon tlly dates has run very close to the
levels which we estimated earlier.

The figures shown in column 3 of table 2 indicate very clearly the
tight cash balance position which we have been in around tax collec-
tion dates in fiscal 1959. It will be noted that on January 15, 1959,
for example, we found it necessary to draw down the actual operating
cash balance to $1.7 billion-only slightly more than the Treasury
spends on the average between Molay morning and Friday night.
of each week.

THE NEED FOR FLEXIBILITY

The need for $3 billion flexibility over and above the $7 billion
seasonal borrowing need next year is essential to prop)e handling of
the Government's operations. Three factors are involved.

In the first, place, the Treasury must maintain adequate balances.
The Treasury has been operating on an average cash balance of about
$4/2" billion during each of the last 3 fiscal years. This is relatively
small; the operating cash balance this year has averaged only 69
percent of average monthly budget expenditures-the lowest percent-
age for any recent year, as is shown on the right side of chart 5, below.
The Treasury's cash balance is no higher today than it, was a decade
ago, when budget spending was half its present rate.

It may be noted on the basis of figures available for recent years
that whereas the Federal Government conducts its operations on the
basis of an average cash balance considerably less than average
monthly expenditures, State and local governments typically keep on
hand ani amount of cash between two and three times the total of
average monthly expenditures. While the Treasury will continue to
make the most economical use possible of available'funds, we believe
that the ratio of cash balance to expenditures has fallen about as low
as it can without impairing efficiency of Treasury operations.

There are a number of reasons why an adequate cash balance is
essential for the efficient management of the public debt. First of
all, the very size of the Government's operations means that the
Treasury has potentially very large demands for cash. In the coming
year we have something like $76 billion of Government obligations
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coming duo and requiring refunding. In addition, there are more
than $50 billion of savings bonds of all series outstanding and these
are demand obligations.

(Senator Harry Flood Byrd (chairman) now presiding.)
Secretary ANDERSON. When the Treasury goes into the market to

refund an outstanding issue it must take into consideration the fact
that in tile normal course of events certain of these securities will be
turned in for cash regardless of what is offered in exchange. Some
holders will decide that the terms of the new securities do not meet
their particular investment requirements and they, too, may take
payment for their maturing securities in cash.
When the debt limit margin is very narrow and cash balances are

small, the margin of error in estimating the attrition (demand for
cash) becomes much more critical, and any greater turn-in than
expected runs the risk of requiring immediate new financing to raise
the required cash.

This situation also points up the need for sufficient cash balance so
that Ilie Treasury will have greater flexibility in choosing t ite timing of
Cash offhrings-rather than being fimite(l to cash financing for budget
requirements onl a last-minute basis, regardless of what market condi-
tions may be at the time.
Secondly, an ad[equatc debt limit will permit necessary debt manage-

ment flexibility in another way. The Treasury should be prepared
to sell new issues of securities a week or so in advance of the maturity
of old securities if such action would add materially to the success
of a particular financing operation. When the debt is push iig against
tie ceiling, of course, this cannot be done.

The lack of leeway under the debt ceiling has in the. past hampered
the Treasury in sevNeral ways. For example, in the September 1957
cash financing the payment (late on a small bond issue had to be
delayed until October I because there wasn't room for the issue under
the lebt ceiling until after the attrition had been paid on the October 1
maturities.

On other occasions the T reasury has had to refrain from sizable
market offerings and resort to smaller increases in reguhcr Treasury
bill auctions each week because of inadequate debt limit leeway.
This was especially true in December 1957 and January 1958. T here
have also been other occasions where the Government agency financing
has been in part, determined by the problems of a tight debt ceiling.

The third consi(eratioi leading the Treasury to ask for sufficient
fhexibility in its debt ceiling-the need to cover contingencies-

requires little elaboration.
The possibility always exists that there may be sudden demands

on tile Treasury in the event of a national emergency. This indi-
cates the desirabilitv of sufficient, room under the ceiling to meet
li:.expected financing needs.

In addition, there are certain demands of a less critical nature
which the Treasury should be in a position to meet without return-
iMg to the Congress for new authorization. Changing economic cir-
cumstances may cause our debt projections to vary appreciably, and
if such variations are all in one direction, leeway utller a debt ceiling
which is too restrictive may soon disappear.

42776-59-2
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For example, as you know, corporate tax law makes it possible for
tax payments on current liabilities in September and December 1959
to be made on the basis of the previous year's tax liability if the
taxpayer so desires. Many corporate treasurers may fiaid it prudent
to make payments this year on the basis of 1958 liabilities, since cor-
poration profits in that year were relatively low. This would, of
course, tend to reduce receipts coming in during the first half of
fiscal 1960 even though the total for the year is unaffected.

I mention this possibility as only one illustration of the many cir-
cumstances outside the control of the Treasury which may cause
variations in the fiscal outlook. Prudent debt management, we feel,
requires that there should be sufficient leeway under the debt ceiling
to cover uncertainties of this nature without the need for new author-
izations, particularly at times when Congress is not in session.

Thank you, Mr. Chairman.
(The charts and tables referred to are as follows:)
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The CHAIRMAN. Thank you very much, sir.
You have mentioned corporations paying on the previous year's

tax liability.
In dollars, what difference would thpt make in receipts?
Secretary ANDERSON. Well, the calendar year 1958, as the Senator

will remember, was the year in which most of the effects of the recent
recession were realized. Accordingly, corporate profits were low,
which was one of the factors accounting for the deficit.

Now, if in September and December of this year corporate treas-
urers elect to base their payments on the basis of the 1O58 liabilities,
our receipts during that period-and Congress will not be in session-
will be relatively low. The corporations will then be permitted after
January to readjust their taxpavments because the profits from 1959
will be known, and while we will recoup after January, we could have
a lean period of collections during the fall of this calendar year.

Senator KERR. In the fall of this year?
Secretary ANDERSON. This year.
The CHIIRMAN. What would that be in dollars? For instance, you

estimate that on September 15, the debt will be $287.3 billion, on Sep-
tember 30, it is $283 billion. In December it is 290. Thet is correct,
is it not?

Secretary ANDERSON. Yes, sir. Now, to give some idea of the
variations that could occur-

The CHAIRMAN. It will work in reverse next year.
Secretary ANDERSON. It will work in reverse in the following year.
The CHAIRMAN. I am extremely reluctant :as you know to vote for

this large increase. This is $20 billion increes, in the debt ceiling in
16 riionths.

Your figures show that on June 30, 1960 whiin this temporary debt
ceiling expires the debt will be $280.9 billion.

Could you give the committee aiiy assuranc, that you will not ask
for an extension of this temporary $10 billion over this year?

Secretary ANDERSON. May I inquire of the Senator the origin of
the .280 billion?

The CHAIRMAN. What?
Secretary ANDERSON. May I inquire
Senator FI.EAR. $284 billion less $3.5 billion.
Secretary ANDERSON. Well, if you deduct the $3.5 billion, this

would assume that we would be operating with no cash balance.
The CHAIRMAN. I understand. Assume that the actual debt will

be $280 billion without allowance for leeway. The ceiling will be $295
billion, $10 billion is temporary, to expire June 30, 1960. Will you
be willing to allow that $10 billion to expire on schedule?

As you know, Secretary Humphrey permitted the temporary debt
ceiling to expire. He didn't ask for its renewal.

Secretary ANDERSON. Well, Senator Byrd, I will only say this: I
will not ask this committee to renew any debt ceiling, permanent or
temporary, that I do not believe is necessary or in the best interests
of the country as of June 30 of next year.

The CHAIRMAN. YOU think there should be a leeway of $6.5
billion-$3.5 billion, as I understand it, for a constant balance and $3
billion additional for flexibility.

Secretary ANDERSON. That is correct.

42776--59-- 8
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The CHAIRMAN. The estimates show one point where the actual
outstanding debt is $289 billion. When you add the $6.5 billion for
balance and flexibility you are at a total of $295.5 billion.

Do you think it wilf be possible to get the $285 billion permanent
limit, excluding the leeway?

Secretary ANDERSON. Well, Senator, if you will look at the figures
on December 15 on the table, if we have $3.5 billion working capital,
and a $3 billion allowance for contingencies, the total public debt
limitation would be $296.5 billion.

This would be $1.5 billion more-
The CHAIRMAN. Do these figures reflect the corporation tax pay-

ment situation?
Secretary ANDERSON. It will not occur by this time, because

December'15 is this year, and the reverse effect of the approriate
tax payments would not accrue earlier than sometime past January
say on the March 15 dates.

Senator FREAR. But, Mr. Secretary, don't the corporations have
the privilege even next year, if their profits are less, not to use 1959
figures?

Secretary ANDERSON. They do.
The CHMIRMAN. Is it your present feeling, then, that this $10 billion

temporary ceiling will have to be continued?
Secretary ANDERSON. Senator, it is very hard for me to be entirely

emphatic about what we will do toward the debt ceiling as ofI
mean, for the period of the year after June 30, 1960.

Now, it is very difficult to estimate receipts and expenditures even
a year ahead. For me to try to estimate them 2 years ahead would
have to take into consideration the whole chain of circumstances that
happens in the economy, the kind of corporate profits we have, the
kind of individuals earnings, and I just don't feel I can honestly and
informatively advise the Senator as to figures.

I will say we understand the Senator's feeling, and that we will be
very careful in examining our figures before coming back next year
so as not to ask for an unreasonable extension of either the permanent
or the temporary limits.

The CHAIRMAN. Do you anticipate with any confidence there will
be a balanced budget in next fiscal year?

Secretary A.NDERSON. Well, being an optimist, sir, I would hope
very much that we could have a balance between our expenditures
and receipts. %

The CHAIRMAN. If you were a betting man-I know you are not,
but if you were-would you bet there would be a balanced budget
or a deficit?

Secretary ANDERSON. Rather than being a betting man, sir, I
will say I will be a working man to achieve that.

Senator KERR. And a praying man. [Laughter.]
The CHAIRMAXN. It is a little difficult for me to understand. We

have a $12 to $13 billion deficit this year; and now we are supposed
to have a balanced budget next year, yet we have to give a $20 billion
increase in debt ceiling, and these temporary conditions that you
mentioned about the corporation taxes will be reversed next year.

Secretary ANDERSON. Senator, if you will look at the tables in
the statement, we have the Governlent expenditures. If you look
at our estimates for the two halves of the year 1960, we estimated
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that in the July-December period we will spend $39 billion. Weestimate in the January-June period we will spend $38 billion.Now, if you will look at the same two columns in chart 2, weestimate that in the July-December period we will collect only $33.1billion, about $6 billion less than we will spend. -Now in the January to June period, we will collect $44 billion, andspend $38 billion. So we will be retiring a part of the seasonal debt.We anticipate that if we have the working capital of $3.5 billionon June 30, 1960, assuming again that we have a balance in ourexpenditures, and our revenues, we will have a total public debt of$284.4 billion.

Now this is the reason why we ask that the permanent ceiling beset not lower than $285 billion, because I would frankly not knowhow to answer the question if someone should ask me, if we had alower ceiling as to how w debt back to the perma-nent limit on June 60, because as we c ently look at it, thiswill be our debt c ' g with this amount of work ca ital.Now, the $10 million we can live,. allow us the$7 billion whp pis the maximum n od, plu the $3 billionwhich we by and our c tingencies.The CH IRMAN. If r nate of th b.. .. ~~ = b-r~ rre would itbe possib for you treco end tbat pa1 t of tbis temp ary debtceiling s uld be pe ed
Secre ry ANDERSON. tt w ld doend on what we lookforward to in the last half cabyear 1,960& The HAIRMA . f YOU d Ie#ssured otthis $6.5 billion eeway,you wo Id ma ke su r o nn wbJyol ?Score ary AND RSON. SP . IThe HAIRMAN Now, r. Secret ,t is debt ceiling pe s us toowe $2 billion. I How ch. do s thi nment owe i irectlyin the fo mn of conkingel t dSecret y ANDE1_N. I have b Pei a compiee list of he long-range co itments, and gonting ncies pif the Govern nt as ofDecember -18 ' will be ad to sup this for he record.It is a four-P e list. <-.The CHAIR.AN. You may insert at in the record.(The list referred to follows:)

LONG-RANGE COMMITME1Z AND CONTINGENCIES THE U.S. GOVERNMENT
~ 8The attached statement covers the major financial comma ts of the U.S.Government, except the public debt outstanding and those involving recurringcosts for which funds are regularly appropriated by the Congress and are not yetobligated, such as aid to States for welar programs and participation in em-ployee-retirement systems. The statement is segregated into four categories;namelyy (a) loans guaranteed and insured, etc., by Government agencies; (b),insurance in force; (c) obligations issued on credit of the United States; and (d)undisbursed commitments, etc.The items appearing in this statement are quite different from the direct debtof the United States. They are programs of a long-range nature that may ori-ay not commit the Government to expend funds at a future time. The extentto which the Government may be cal-led upon to meet these commitments varieswidely. The liability of the Government and the ultimate disbursements to bemade are of a contingent nature and are dependent upon a variety of factors,including the nature of and value of the assets held as a reserve against the coi-mitments, the trend of prices and employment, and other economic factors.
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Caution should be exercised in any attempt to combine the amounts in the
statement with the public debt outstanding for that would involve not onlr
duplication but would be combining things which are quite dissimilar. As indi-
cated by the enclosed statement, there are $111.8 billion of public debt securities
held by Government and other agencies as part of the assets that would be avail-
able to meel future losses. The following examples illustrate the need for extreme
caution in using data on the contingencies and other commitments of the U.S.
Government.

1. The Federal Deposit Insurance Corporation had insurance outstanding as
of December 31, 1958, amounting to $137.7 billion. The experience of the
Federal Deposit Insurance Corporation has been most favorable. During the
period this Corporation has been in existence, premiums and other income have
sub.ta itially exceeded losses which has permitted the retirement of Treasury and
Federal Reserve capital amounting to $289.3 million (all repaid to Treasury),
and the accumulation of $2 billion reserve as of December 31, 1958. The Cor-
oration's holdings of public debt securities as of that date amounted to $2.1
million which already appears in the public debt total. Out of $267.7 billion of

assets in insured banks as of December 31, $71 billion are in public debt securities
(also reflected in the public debt). The assets, both of insured banks and the
Federal Deposit Insurance Corporation, as well as the cottinued income of the
Corporation from assessments and other sources, stand between insured deposits
and the Government's obligation to redeem them.

2. The face value of life insurance policies issued to veterans and in force as of
December 31, 1958, anointed to $43.3 billion. This does not represent the Gov-
ernment's potential liabilities under these programs since some of these policies
will probably be permitted to lapse and future premiums, interest, and the
invested reserves amounting to $6.8 billion of public debt securities should cover
the normal mortality risk.

3. Under the Federal Reserve Act of 1913, as amended, Federal Reserve notes
are obligations of the United States which, as of December 31, 1958, amounted to
$26.9 billion. The full faith and credit of the United States is behind the Federal
Reserve currency. These notes are a first lien against the $53.1 billion of assets
of the issuing Federal Reserve banks which includes $26.3 billion of Government
securities already included in the public debt. These notes are specifically
secured by collateral deposited with the Federal Reserve agents which, as of
December 31, 1958, amounted to $18.6 billion in Government securities and
$11.1 billion in gold certificates.
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Long-range commitments and conti'sgenciea of the U. S. Government a# of Dec. 31, 1958

[In millions of dollar]

Public debt
Gross amount securities

Commitment or contingency and agency of commit- held by
meant or Government

contingency and other
agencies

Loans guaranteed, insured, etc., by Government agenele:
Agrlcuilture Department:

Commodity Credit Corporation -------------------- -------------
Farmers Home Administration: Farm tenant mortgage insurance

fund ---------------------------------------------------------------
Civil Aeronautics Board .................................................
Commerce Department, Federal Maritime Board and Maritime Ad.

ministration: Federal ship mortgage insurance revolving fund -------
Development Loan Fund ..............................................
Export-Import Bank of Washington ...................................
Housing and Home Finance Agency:

Federal Housing Administration:
Property improvement loans ----------------------------------
Mortgage loans ..................................................

Office of the Administrator: Urban renewal fund ..................
Public Housing Administration:

Iocal housing authority bonds and notes (commitment covered
by annual contributions).....................................

Local housing authority temporary notes (guaranteed) ..........
International Cooperation Administration: Industrial guarantees ......
Small Business Administration .........................................
Treasury Department:

Recon'truction Finance Corporation liquidation fund ...............
Defense Production Act ol 1950. as amended ........................
Federal Civil IDefense Act of 1950, a.Q amended .....................

U.S. Information Agency: Informational media guarantees ............
Veterans' Administration ------------------------------------------------
Defense Production Act of 190, as amended ----------------------------

' 178............

..............
------------

..............

3320 74
24,749 498

213 ..............

2,345 ..............
891...........--
'341 ...........

13616
12

8
16,933

238

Total loans guaranteed, Insured, etc., by Government agencies ........ 47,214

,nsurance in force:
Agriculture Department: Federal Crop Insurance Corporation ..........
Commerce Department, Federal Maritime Board and Maritime Ad-

ministration" War risk insurance revolving fund ----.................
Export-Import Bank of Washington -----------------------------------
Federal Deposit Insurance Corporation .................................

Held by insured commercial and mutual savings banks ------------
Federal Home Loan Bank Board: Federal Savings and Loan Insurance

Corporation ..........................................................
Held by Insured Institutions .........................................

Veterans' Administration:
National service life insurance .......................................
U.S. Government life insurance -------------------------------------

Total, insurance In force ------------------------------------------

Obli nations Issued on credit of the United Eates, postal savings certtflcates:
t.S. Postal Savings System .............................- ............
Canal Zone Postal Savings System .....................................

......... .....

...... ........

672

12441 ..............

---------------------- --------------5

71,004

289

1.120

83,708

1, 132
6

62
3

137,608

44,767

41,738
1,614

228,026

T34
76

Total, postal savings certificates ------------------------------------ 1,140 1,138
Other obligations: Federal Reserve notes (face amount) ------------------- 20,934 *26, 347

Undisbursed commitments, etc.:
To make future loans:

Agriculture D~epartment:
Commodity Credit Corporation --...........................
Disaster loans, etc revolving fund ............................
Farmers' lHome Administration: Loan programs ................
Rural Electrification Administration ----------------------------

Development Loan Fund ..........................................
Export-Import Bank of Washington: Regular lending activities .....
Housing and Home Finance Agency:

Office of the Administrator:
College housing loans .......................................
Public facility loans ----------------------------------------
Urban renewal fund -...... ....------------------------------

Public Housing Administration --------------------------------
Interior Department:

Bureau of Commercial Fisheries: Fisheries loan fund---------
Defense Minerals Exploration Administration: Defense Pro-

duction Act of 1950, as amended ---------.--------------------
International Cooperation Administration: Loans to foreign countries-
Small Business Administration. ---------------------------- _----

;See footnotes at end of table, p. 18.

2
112

763
2461, 556

302
33

397
222

6

3
'1,207

81

------------
..............
..............
..............
..............
--------------

--------------
-------------
-------------

..............

--------------

--------- ---
..............



DEBT CEILING INCREASE

Long-range commitments and contingencies of the U.S.
1958-Continued
[In millions of dollars]

Government aa of Dec. 31,

Commitment or contingency and agency

Undisbursed commitments, etc.-Continued
To ntale future loans -Continued

Treasury Department:
Reconstruction Finance Corporatlon liquidation fund -----------
Defense i'ro(hi lion Act of 19 0, as am ender! ....................

Veterans' Administration (veterans' direct loan program) -----------

Total, undlsbursed commitments to make future loans ............

To purchase mnrtgages:
Agriculture Department, Farmers Home Administration: Farm

tenant mortgage insurance fund ------.--------------------------
Htousing and itome Finance Agetcy, Federal Natioual Mortgage

Association:
Secondary m arket operations ------------------------------------
Special a distance functions --------------------------------------

T o t a l , c o m m it m e n t s t o p u r c h a s e n tio r t g a g e- - -.. . . . . . . . . . . . . . . . .

To guarantee and insure loans:
Agriculture Department, Farmers home Administration: Farm

tenant m ortgage insurance fund -----------------------------------
Commerce Department, Federal Maritme Board and Maritime Ad-

ministration: Federal ship mortgage insurance revolving fund - -
Housing and ilome Finance Agency: Federal Housing Administra-

t ion --------------------------------.------------------------------
U.S. Information Agency: Infornmt ional media guarantees ..........
Defense Production Act of 1950, as amended ..................

Total, commitments to guarantee an, insure loans --------------
Unpaid sulscriptions: International Bank for Reconstruction and I)evelop-

ment ----------------------------------------------------------------------

Public debt
Gross amount securities

of commit- held by
ment or Government

contingency and other
agencies

47 --------------

- - I~q
4. .8, .J ...--- .-----

--- ----- ---- --.

80
1,498

1,579

5

5, 235 . . . . . . .
1 -----------117------------5, 454. 

..............

5,454 -------------

2,540 1.- ----- -----

I The Corporation finances part of its activities by issuing certificates of interest to private leading
agencies. The outstanding amount of $734,0W,(0t, as of Dec. 31, 158, is included in this figure.

2 includes ace, ued inteTest.
Represents the Adriinistrat ion's portion of insurance ltabily. The estimated amount of insurance

in force ant loan reports in process, ,s of Dec. 31, 1458, is $1,307,t0,00. Insurance on loans shall not exceed
10 percent of the total amount of such loan,.

The Export-Import Bank of Washington acts as agent in carrying out this program.
A Represents deferred p:rt icipal ions.
I Represents estimnited insurance coverage for the 1958 crop ye.r.

Excludte accrued interest.
Includes public debt securities iimounting to $1S,615,000,000 that have been deposited with the Federal

Reserve agents as specific collateral.

NOTE.-The above figures are subject to the limitations and precautionary remarks, as explained in the
note attached to this statement.

The CHAIR MNAN. What is the total?
Secretary ANDERSON. I will have to add them up for you in just a

minute. We have got them in categories.
Senator Byrd. lumping together all classes of obligations, regardless

of the contingencies that may attend them, the December 31 figures
would show roughly $310 billion. I should say that this does not
include the recent commitment of obligations to the World Bank,
which would have to be added to it and to the non-interest-bearing
notes of the Monetary Fund.

The CHAiRMANX. Would it include any contingent liability in social
security?

Secretary ANDERSO.N. No, it does not.
The CHAIRMAN. Would you give some of the main categories in

this S310 billion in contingent liabilities?
Secretary ANDERSON. Well, some of them are loans guaranteed or

insured by Government agencies.

--------------
--------------

--------------
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Senator KERR. That includes the $285 billion?
Secretary ANDERSON. No, this is in addition to it.
The CHAIRMAN. In other words, the total is $605 billion?
Secretary ANDERSON. This would include the Commodity Credit

Corporation, the FHA, the Veterans' Administration.
It would include insurance in force; FDIC liabilities; Veterans'

Administration; postal savings certificates; Federal Reserve notes
which are outstanding; Reconstruction Finance Corporation liquida-
tion fund.

The CHAIRMAN. If you add that to the $295 billion, assuming we
reach that point, that will make a total of direct debt and contingent
liability of $605 billion.

Secretary ANDERSON. Yes, although it is misleading to add them up:
and to that would have to be added the commitments to the World
Bank which we have just passed'

The CHAIRMAN. How much will that be?
Secretary ANDERSON. I will have to supply that accurate figure.

I do not have it in my mind.
(The information referred to is as follows:)

The increase in the commitment to the International Bank for Reconstruction
and Development (commonly referred to as the World Bank) is $3,175 million.

The CHAIRMAN. Do you think there is any contingent liability in
social security? We passed a law whereby the Government is obli-
gated to make these payments, whether money is in the trust fund
or not.

Secretary ANDERSON. Well, we would hope that the taxes collected
under the social security laws would be such as to pay off the liabilities,
and I think it is quite-

The CHAIRMAN. It is a contingent liability, then, is it not?
Secretary ANDERSON. It may be a contingent liability, but not like

the others.
The CHAIRMAN. We are obligated to pay that whether or not there

is money in the trust fund?
Secretary ANDERSON. I think it is only fair to say that included in

this list are some rather remote contingencies.
For example, you take the contingencies of the FDIC. As long-
Senator KERR. How much is that, Mr. Secretary?
Secretary ANDERSON. $137 billion-plus.
Senator KERR. And the Federal Reserve notes?
Secretary ANDERSON. $27 billion, roughly.
Senator KERR. So that there is one hundred and how much in the

two items? One hundred and sixy-four billion dollars; in connection
with bank deposits and Federal Reserve notes; is that correct?

Secretary ANDERSON. Yes, sir; and then we have got Federal Sav-
ings and Loan Insurance Corporation which is included.

The point I want to make is when we put out a list like this, it
includes all shades of contingencies from the most likely to the most
unlikely.

The CHAIRMAN. When you submit the list for the record, would you
indicate the items you regard as likely contingencies and those you
regard as unlikely?

Could you do that, in regard to each item when you submit it?
Secretary ANDERSON. Senator Byrd, I would have some reluctance

in trying to assess a particular likelihood.
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( 'vIi il of tiv liii hili LieN I regard its rat her i'emnot .
semtill K l ito. Yiili will (lesc'l'i lit-II Mre ccrtl .\ ~f'. ietary,

So) tiil ('olillitte van' drai liw it Sowll (confel tisioilits Ito 0v (le xten ('I )(f the

Seere 4 iar 'v A NOEIIMON. Vs, I will, Si r.
Tlii' 'kHA AN. 'rhlltt Iill hbe Mlii iieiit.
I dto not wanit to press the iiestiliii.
Witl regard to' Iliv so-Vidll I Eri' guld; how mutch do We have flow.

It W11I4 $400 Iilliioii or $500~t m~illioni.
S(4141' A NDIEHMM4iN SPiiiibr lB-'rd. onl .Iiiu 22, 1959, we hind fr'ee

gold of approximolit l $4111, 44,014. Weo imi payin (lt,, its of
vvteidnv%, $3040 llullioui of lint. gold to slatisfy thre ('olt~rihltifoT of dhn
I -Iitii(l states to thei Ititeiiatioiiad '%Oilary FidT(, so thifit its of
todliy %e w~.ill ha%-e about $10 nilliont left.

0,he11 ( 'IAIRNIAN. Ibis5 lhat, bvii tii ken in to consider'ationi in theso
figures thlamt you hoive presented?

Secretaruiy A I)miI8oN. Yes.
Th ('FAIIIMfA\~. In otlher Word s, your es4 iiti' (if the del~t , king

ilt 0 tiicouIlt. 4h l)111 iie mi id so) fourth, mit i(ipat es that this particular
obligation Would bie paid 4)114 of tile free gold?

Scetmai'v ANIMRSON. $300) muilltOli Of it ; 3eS, sir.
Te( 11A~IMAN. YOU Will ha1VeI $100 mlilliOnl lef0

St'ciet-arv ANPFiisoN-. We will hav(e $100 million, roua~lily, Jeff.
The (1 Ti .At, this poiit, wolild Volt care' to en vise the Comn-

nut ti'i' to whit extent. gold has beemi withldrawii in revetit mon11this?
Se'cietary ANmiiso:\. Tile u.s. gold stocks as of April 30, 19-59,

wet, tilPproximnittely $20,3589 millioti.
Deductinig fromt that $344 million, wh'1ichis1 tile total contribution,

anld allowing for other changes since April, leaves uts an approximate,
$19.8S billioll.

The CHA~rIRMAN. lbs there Ileeii previously'A a direct paym('nt ouit
of the gold fund to 4h li Ntet'ionni Nmnetary Fund suceh als yout have
matde alt this 4 ime?

Secretary A Nnlm;i.o.N. The previous subscript-ion did it tire samne
wayv.

T110 CHAnIRMAN. I know Wh'Ien Mfr. Hfumnphrey came in, the free
gold w-as about, $1 billion, and[ he( reduced it to $500 million?

Did you sell the gold at that timet or did y-oul paty it. out as part of a
contribution to the lnteriiatiomil, Banik? 25M percent of our- contribu-
tionl must be paid -.-ut inl gold.

Secretary ANDER11SON. That is corre('t, sir-, withi regardl to the
inc reused suibscript ion to the Ititerntational Monietary Fund,

The Cn.iaRm.%x. I think, Mr. Hutmphrey, If I recall it correctly,
sold the gold or tran-ferre(I it arid got. thie currency for tihe -

Secretary AN-\DERAOX. Inl 1953? $500 million was so treated.
The CH1AIRNt.. Did hie sell thle gold then?
Secretary ANDERsoN,. The Treasury issued goldl certificates to thle

Federal Reserve for cash.
The CHAA11.N. Ile sold it, to the Federal Reserve?
" ecretarv ANDE.RSON-,. Federal Reserve.
The CAR N.And is that gold stored now in Fort Knox?
Secretary A'NDERSON. WVell, yes, sir'. Somec of our gold is at Fort

Kn ox.
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The Ch11AIRMAN. By bookkeeping methods you kept what you
.alled free gold in your checking account?

Secretary A,;EJiSON, Yes, we had
Tie CnAIRMAN. It is really a checking account, is it not, of the

Goveri I fl-et?

Secretary ANDERSON. it. is part of the Treasury's cash balance.
We liad hud $401 million, roughly, until we paid out Ole $300

million for our recent coininitelit.
The ('HAIBMAN. What is the largest ainouit of gold we have ever

had oil hanud?
SecretarV ANDE';RSO.N. I believe, according to the figures I have here,

the higI tesI gold holdings occurred in August of 1949, at which time
we IId $24,i00 million.
The CHAIRMAN. $24 what?
Secretary ANDERSON. $24,600 million.
The (HA'CMAN. Then it, has gone down to $19.6 billion?
Secrttaiy ANDERtSON. Yes .....
The CHAIRMAN. $19.8 billion or $19.6 billion?
Secretary AN)EtSO.N. $19.8 billion.
tille ('IJAIRMAN. III other words, we have lost practically $5 billion

of gold since 1949?
Secretary ANDERso.N. I think I should say to the committee that

we would anticipate that there would be some other withdrawals by
countries who are also going to make gold payments to the Inter-
national Monetary Fujnd.
The CHAIRMAN. I thought you said you took the gold out of the

checking account to pay that.
Senator Kj..wt. That was our contribution.
Secretary AN.DERso.s'. We did, sir.
The CHAIRMAN. Other countries?
Secretary ANDERSON. What I mean is, other countries will convert

part of their dollar and short-term securities int gold ii, order to
acqluire the necessary gold for them to pay a quarter of their sub-
scrl)tioll to tOle Moli(,tarv Fund.

II he (DAIRMA.(. C would you explain to the committee under what
co]~hiitions tei, other countries have the option to call for gold instead
of dollars?

Secretary ANDER~so.. The official holdings of the central buiks of
other countries may be to convert their dollar holdings into gold.

The nonofficial holdings ....
The C IRM.AN. They c1 do that inl their own1 right. They can

do it whether we agree to it or not; is that correct? Wiat obligations
do the central banks now own that they can convert into gold?

Secretary ANDERSON. I did not hear the question.
The CHAIRMAN. What is the extent to which these central banks

could call for and be paid in gold?
Secretary A.NDERSON. The official dollar balances and short-term

holdings of foreign countries as of April 30, 1 958, were $8,432 million,
Tw CHAIRMA.v. And they couhl( call $8 billion?
Secretary ANDERsoN. YeS, sir.
The CHAIJRMAN. Is that all?
Secretarv ANDERSO.N. Yes, sir.
The CHAIHRMAN. I understood there were some short-term loans and

certificates,
42776----
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Secretary ANDERSON. Well, this i ;illdes their dollar balances and
short-term holdings.

I think I should state to tile Senator, in order to 1) accurate, that
foreign nonofficial holliigs amount to $6,700 million.

T'lhe, ('HLA I M. Cal that 1' ealeVl?
Secretary ANDEIRSON. That cIann1ot be Called directly, but if the

holders of tionofticial dollars and short-termi holdings elect to deposit
their dollars or securities with the central bank of another country, of
their own ('o1nry, and to take currenicy of their own country in lieu
of it, von wohill thereby increase tile dollar holdings of the other
couifies, of the official dollar holdings of Ihe central banks of the
other (olliltries,

T'ie CHAIRMAN. There are $8 billion that can he called in gold
directly. So that leaves our gold down to $11.6 billion, and you said
that it is possible that they couIl call in gold, $6, billion more?

Secretary ANDERSON. Well, it is about $6 billion of nonofficial
holdings.

The CHWIRNIN. You' said under certain conditions, though, they
could call the gold for that.

Secretary ANDERSON. Yes.
Let me be a little explanatory in my answer on that, Senator.
As long as countries operate in a trading atmosphere, they have to

have certain dollar holdings and short-term securities in the normal
conduct of their business. They do maintain these kinds of balances
in order to carry ott. those normal commercial operations.

Now. while it is possible that they would all or could all take their
dollar balances and short-term obligations to the central bank of
their own country and convert them into the currency of their own
countamy, to the e xlent that t tey did, they woul not have dolla,
balances upon which to naintain' their normal trading transactions.

Senator Kmru. But to the extent thiev did, they would then add to
the amount which the central banks of other countries would have a
call on, with reference to the gold that is here?

Secretary ANDERSON. Tt is correct.
The CHAIRMAN. Let us start with August 1949, when we had $24.6

billion. It is now down to $19.6 billion. Calls can be made upon its
which we cannot reject of an additional $8 billion.

That would leave $11.6 billion, and then there is a contingent
liability, so to speak, of $6 billion more.

Suppose our gold should get down to $5 billion. What would be
the effect,?

Secretary ANDERSON. Senator, I would not like to assume that we
are going to so manage our affairs, either that foreign central banks or
that foreign holders of gold would do other than to pursue normal
collrses.

I think that lip to the present we have to take into account, and
believe, that gold has been performing its normal and natural function.
That even though in 1958 there was an outflow of gold to the extent
of about $2.3 billion, there was an increase in the foreign holdings of
short-term dollar balances and securities of $1 billion.

The $1 billion, I suppose, was in dollar balances.
I think one of the things we have to recognize is the fact that we

have become, through a process subsequent to the war, a world banker.
We are lcri'ormning the normal functions of a world banker.
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We are in the position of borrowing short and lending long.
If we take into accmunt the obligations which are owed to us by

other countries, those obligations are--and I will have to supply the
accurate figure-but I think in the neighborhood of $36 billion or
$37 billion.

(The information referred to is as follows:)
At the end of 1957, U.S. private investments abroad were estimated at $36.8

billion, predominantly at long term. U.S. Government credits to and claims on
foreign countries amounted to an additional $17.4 billion.

The CHAIRMAN. Let me interrupt you there.
Are they repayable in gold, if we require it?
Secretary ANDERSON. I think they are repayable in dollars. I

would again have to check to be sure. I am reasonably sure they
would have to be paid in dollars.

The CHAIRMAN. In other words, the agreements or contracts, what-
ever they may be, are such that these other nations can call on us
for gold but we, if we had to call on them, they could pay in dollars;
is that correct?

Secretary ANDERSO.N. Loans and credits will be payable on the
terms in which the contractual obligations were created.

Now, I think that what we must realize is that we are face to face
with a different kind of situation than that which we have had in the
past, in that we have become the world's banker, and because of that
there is a concern in countries abroad, to a greater extent than before,
as to the way in which we manage the bank, which is our own country,
our own internal affairs.

As long as we maintain such a system that inspires confidence, and
believe that we are going to manage our affairs wisely and properly,
gold will continue to perform its normal function,;.

I think what we have to bear in mind is that we are going to be
scrutinized l)y other countries in the future, to be assured that we do
so manage our own internal affairs to maintain all that confidence.

I think it is quite apparent that that confidence exists today.
If it were not so. foreign countries would not be increasing their

dollar balances and their holdings in short-term securities which is
now going on.

The CHAIRMAN,-. Foreign countries can call for gold on their dollar
balances. I cannot see what risks they- run.

The central banks of foreign countries, can ask that the deposits
they make here be paid in gold and not dollars; is that correct?

Secretary ANDERSON. Yes; but those central--
The CHAIRMAN. They are not taking any risks.
Am I not right about the importance of gold in the final showdown-

that gold is the only international currency in the world.
Secretary ANDERSO.. Well, I think the dollar is an international

currency. It is internationally accepted as such.
The CHAIRMAN. If the dollar goes down, we have already lost one-

half of the purchasing power of the dollar, more than one-half, i.i
something like 18 years; is not gold the most solid medium of money
exchange in the world?

Let us take the Russian situation. Russia either buys, barters, or
trades bv barter or buys with gold in other countries: isn't that
right? 'rfhey do not use the Russian currency.
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Secretary ANDERSON. Well, again, I would like to be a little
explanatory in this respect.

I think w-e all have to realize that when the Russian Government
lends its own currency, that currency is expendable by tile borrowing
country only in Russia or in a satellite country where goods can be
purchased for tile Russian currency.
By the same token, the Russian can barter ii instances where it

is not possible or not practicable for other countries to barter, because
they would not have to take into consideration whether or not the
item bartered was in long supply or short suPly, since they have a
dictatorial form of government, and they cou d, as 'hey have, barter
and then dump what they barter on the world market.

Now, to the extent that they would need to acquire goods outside
of Russia or one of their satellite countries, they would require foreign
exchange.

In order to acquire that foreign exchange, they would either have
to sell to customers willing to buy, or they would have to buy foreign
exchange with gold.

To the extent that they bought foreign exchange with gold, they
would increase the total gold holdings of the free world.

The CHAIRMAN. But gold is acceptable all over the world, is it not?Secretary ANDERSON. Yes, sir.
The CHAIRMAN. In other words, we might say it is about the only

medium of exchange that is.
Its convertibility is on the basis of $35 per ounce?
Secretary ANDERSON. We maintain gold at $35 all ounce; yes, sir.
The CH.IRMAN. You would pay out gold, if it was asked for, on the

basis of $35 an ounce?
Secretary ANDERSON. That is correct, sir.
The CHAIRMAN. What is the world price of gold?
Secretary ANDERSON. It is just about at that point.
The CHAIRMAN. Just one more question, Mr. Secretary. This

thing has concerned me a good deal, as it has you. What is the effect
on the credit of this country of constantly reducing the amount of
gold, gold deposits?

Secretary ANDERSON. Senator Byrd, I think we should remember
that the $24 billion figure which we alluded to in 1949 was the after-
math of the war.

We had another influx of gold into this country during the period
of 'hie Suez crisis.

Had the Suez crisis continued for a long time, the flow of gold into
this country would likely have continued.

When the Suez crisis was settled, when the balance of payments
between ourselves and other nations permitted it, countries which
historically had maintained a large part of their own reserves in gold,
and, particularly, during the year 1958, when earnings on short-term
securities in the United States went to a low point, countries elected
to restore what had been their historical position by rebuilding their
own gold reserves.

This made possible, I think, the partial convertibility which took
place in December of 1958 in England, France, Germany, and the
other Common Market countries, because it added stability to their
currencies.
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Now, we will still have very close to about half of the world's
free gold. As long as we maintain our-

'rhe Chairman. What do you mean by "free gold"?
Senator KERR. Free world gold.
Secretary ANDERSON. Outside of Russia.
Senator KERR. Not the world's free gold, but the free world gold.

That is what you mean.
Secretary ANDERSON. That is correct, sir.
Now, as long as we maintain a condition in which people believe

we are going to manage our affairs soundly, that we are going to work
as diligently as we can toward preventing the impairment of the
value of our dollar, those countries will maintain their confidence in
us, they will hold or increase their holdings of dollar balances, because
the dollar balances meet their commercial requirements, and so long
as they hold them in the securities of this country, they are earning
assets on the part of the other countries.

The important thing, I think, we have to look at is that because
we have over a period of years maintained such a policy which, in
the aggregate, has caused the balance of payments to run favorably
to other nations and, therefore, allowed the buildup of dollar balances
in those countries, that we now have those countries looking to us to
say, "We have a stake in the sound way in which you manage your
internal affairs because you are in the position of being a world
bank."

Therefore, it seems to me, that the problem with which we are
confronted is the problem of maintaining that which now exists,
and that is confidence here and confidence abroad, that we are a
people who are willing to subject ourselves to those disciplines of a
free economy that will inspire confidence here and in holders elsewhere.

The CHAIRMAN. Just one more question. That confidence, how
important do you think a balanced budget is to preserve the confi-
dence of other nations in this country?

Secretary ANDERSON. I think it is very important.
The CHAIRMAN. You think it is very important?
Secretary ANDERSON. Yes, sir.
The CHAIRMAN. Senator Kerr?
Senator KERR. No questions.
The CHAIRMAN. Are there any questions?
Senator FREAR. Yes, Mr. Chairman.
Is it not true that our Government encouraged these foreign coun-

tries to build up their gold and dollar reserves?
Secretary ANDERSON. I think that is a correct statement, because

what you must look at is not just the trade differentials that occur
in the normal course of business, but that since the war we have en-
gaged in the maintenance of forces overseas; we have engaged in cer-
tain mutual security programs, we have had a rapidly growing tourist
business in which we do not limit the amount that can be spent abroad
by Americans.

We have a substantial rate of foreign investment abroad, running
now at the rate of about $3 billion a year.

So the net effect of everything that we. have (lone has been to create
a balance of payments allowing other countries to accumulate dollar
holdings.
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Senator FRI:.41. When an American corporation makes all invest-
ient abroad, all( its deposits of dollars go to a foreign bank, and

those dollars are conv verted into the central bank, then that makes, as
I believe vou have stated, at direct lien on our golly reserves ill this
couitr'.

SecretarV A.mElisox. Well, I would not describe it as a lien, but
I would (scrile it as a coml)etetce on their part, if necessity should
require, that tle y ask for conversion.

Senator' K:lt. I thought I understood you to say if these dollars
got into central batiks tie)y could exchange them for gold if they so
lesiird.

Secretary, AxDERSON. That is correct; they could.
Senator F iER. What type of money do we use in granting eco-

nona( assistance to foreign countries? Do we use the dollars?
Seretar cANDERSON. Yes.
Senator Funu. Then in our foreign aid progar, all of those dol-

lars that get into the central bank of a country can be exchanged, as
you said )(fore, for gold out of this country.

Secretary ANDERSON. Yes. But I think I should say that a great
ninny or most of those dollars are used to buy goods, and buying
goods from its returns the dollars.

Senator FREAII. That is right. That has been the part in the past,
.Mr. Secretary, and that is one of the things that alarms me in the
fut tire.

If we are going to continue to give dollars without-give foreign
aid in the form (If dollars without any strings attached to them, and
those countries to which we make these grants have the privilege of
buying machinery in Russia or any of their satellites, which I under-
stand they can do, then does it not take the gold supply or the gold
reserve of this country and put it into the hands of the Communists?

Secretary ANDERSON. Well, I should say that about half of it is
cuirrently spent here, and, of course, to the extent that other countries
bargain for our dollars in the sale of goods, whatever those countries
may be, they would in the payment acquire dollars, if that was the
basis upon which they sold their machinery.

Senator FREAR. Yes; and those acquired dollars could be exchanged
for gold or the demand could be put upon its for gold.

Secretary AN-DEISON. If and when they are lodged in the central
bank of the respective countries.

Senator FREAR. Yes, sir.
But, if they want gold they can get it by that means.
Secretary ANDEMSON. Not the individual.
Senator FitEAR. No, sir. But that is what I am saving that

alarms me. "Maybe there is a point in here that I have missed some-
where. Bit the money that our Government gives as economic
grant, as grants to foreign countries, and to the extent that those
dollars that we give are used to purchase goods in another country,
and that sale of goods or the seller of those goods puts his money
into a central bank, those dollars into a central bank, and, of course,
which you said he has to exchange for local currency.

Secretary ANDERSON. That is correct.
Senator FtE. u. But if that central banks wants to demand gold

from our Treasury, what would prohibit its from granting it?
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Secretary ANDERHSoN. Nothing. They can demand it when it gets
into the central bank.

Senator FREAR. So that then in reality a part, of our grant of foreign
aid can end up in gold in the hands of Communist countries.

Secretary AxD-nio-%,. If they are acquired )V Communist coun-
tries from- -well, we would not. We would onl- convert the official
dollar holdings of free countries; we would not convert into gold for
Communist countries.

Senator FRE:iIt. All right.
Let us take it a step further tlen. Suppose what f have said does

go to a ('omnuist country or an Iron Curtain country, and that
country deals with Switzerland, and that money gets into the Swiss
central bank. Then it can demand from us--

Secretary ANDERSON. Then it can be demanded.
Senator FREAR. So even though it may be rather circuitous, it. is

a potential demand?
Secretary ANDERSON. That is correct; when it gets into the

hands-
Senator FREAR. Is the same thing true with our military spending

abroad ?
Secretary ANDERSON. To the extent that we spend dollars in those

countries.
Senator FREAR. Yes; and our travel abroad.
As you said, our people are now taking many dollars abroad for

travel, and even when they appreciate or add to'the dollars in Euro-
pean countries, and those European countries trade with the Iron
Curtain countries, they can use our dollars and the same thing, if
necessary, come back through Switzerland as a demand on our gold
reserve.

Secretary ANDERSON. One can assume a circuitous method by
which, when the money, the dollars ,become lodged as official holdings
in central banks of free countries, then it could become a claim
against us.

I think, if I may, Senator Frear, say that just what you are saying
points up the problems of making sure that our system is a com-
petitive system, and of making sure that we maintain the value of
our currency and the confidence of the people to deal with us.

Senator FREAR. Mr. Secretary, I could not agree with you more.
I think that is my position, too, and I hope I can always maintain
that stature.

Now what other forms of currency are equal to or superior in value
to the U.S. dollar?

Secretary ANDERSON. I do not think there is any currency in the
world superior to the American dollar.

I think you get into conditions, as you do in Canada, as a matter
of t'-tde balances, where you would have one selling at a premium.
But there certainly is no currency in the world superior.

Senator FREAR. Maybe the word "superior" was not the proper
word, but I think we ought to relate it to value, purchasing value.

Senator KERR. Will you yield?
Senator FREAR. Yes; I will yield.
Senator KERR. With reference to these dollars that tne Sena-or

has mentioned that go out of here in the form of foreign aid and
expenditure in connection with our military forces overseas, spending
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by American tourists abroad, for any holder of those dollars to put
thiem in position where they would be in a central bank and become
a call on us for gold, that holder would have to prefer, if in France,
French francs, if in Switzerland, Swiss-

Secretary ANDERSON. Francs.
Senator KERR (continuing). Francs.
If in Germany, German marks; if in England, pounds; if in Holland,

guilders.
Secretary , .'DESON. Guilders.
Senator KEIRrt. If in Belgium-
Secretary ANDERSON. Francs.
Senator KEIt (continuing). Francs, and so forth.
Secretary ANDERSON. That is correct.
Senator KEiR. So that until the time comes that. foreign currencies

are more desirable than American currency, the situation visualized
would not become a threat or the basis of

Secretary ANDERSON. That is correct, sir.
Senator KERR (continuing). Or the basis of substantial with-

drawals of gold.
Secretary AN DERSO.N. That is correct, sir.
Senator KERR. That is the reason why you have said here that the

working of this system is based on confidence.
Secretary ANDERSON. That is correct.
Senator KERR. Just like a bank.
Until the depositors get into the frame of mind to make a run on

the bank, the bank can operate as a bank and be secure and a going
institution and of great value to everybody.

But if it operates in such a way that the depositors panic and make
a run on it, they can make a small institution out of any bank.

Secretary ANDERSoN. That is correct, sir.
Senator FREAR. I agree with what the Senator has said. I cer-

tainly think it is factual.
However, within the past 2 or 3 years the condition has come about

whereas, I believe, the purchasing power of the dollar relative to
other currencies was only exceeded by one country, and that was
Switzerland, to a very minor degree, and now I think there are four
or five countries, especially the German mark, and the value of the
German mark has appreciated many, many times over.

What I think brings out the part that disturbs me a bit is the amount
of money that we have put into West, Germany through grants and
through military assistance and through the operation of the spending
of our military forces in Germany.

We have, I think, by design partially tried to build up the economy
of Germany, and rightfully so. I certainly have no criticism of that.

But I think in so doing we have built up Germany to the point of
where their deutsche mark in purchasing power is a bit better than
the American dollar.

If we are going to continue that in all of the countries of the world,
and it does have this circuitous route of calling on our reserves of gold
in this country, I see the potential, at least, of dwindling our gold
supply to a position where we will not have enough gold as a reserve
for the currency we have in circulation in this country. That is the
point I am trying to build up to.
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I am. not too fearful-I think the Secretary of the Treasury this
morning has given me a bit more confidence than I had before I
started talking to him. But it still has not alleviated all the fears.
that I have.

That is all.
Secretary ANDERSON. If I may comment for one moment. If oner

looks back to the period following World War II, one recalls a
devastated Europe. It was a Europe with very little productive power.
It was a Europe trying to rebuild after the ravages of war. It was the
commonplace thing at that time to talk of the dollar gap.

As a good creditor nation, the United States from the period
following the war rendered very valuable services in meeting that
"dollar gap" and helping to rebuild the economies of devastated
countries.

We now have a group of countries in Western Europe that are
relatively strong.

Senator FREAR. And friendly.
Secretar- ANDERSON. And friendly.
One looks or needs to look back only a year or two to see that some

of our neighbors abroad faced rather difficult circumstances. But
they took those measures, hard as they were, to correct them, and they
have emerged stronger.

After the Suez situation they rebuilt their own reserves. They now
have increased productive capacity.

They are competing for markets all over the world, and while there
is still a great part of this world that is underdeveloped and needs
help, I think we must now reorient our thinking, and we must view it
not just as a task which belongs to us, but as a task in which we must
ask and expect other countries with strong economic situations and
productivity to share in meeting the resource requirements of what we
will call the less developed countries of the world.

We must realize that to that extent, the "dollar gap" has been met.
Now we must realize also that in the pursuance of these worthy

causes we have become, in fact, the world banker and, therefore,
this problem of our maintaining confidence, as Senator Kerr indicated
and as you have indicated, is of vast importance.

Senator FREAR. I agree with you, Mr. Secretary; and I think per-
haps it was our duty to do these things, because without a strong
Europe, I think the Communist countries would have overrun it.

As a matter of security, we are probably better off.
However, by building up those countries economically, as you have

stated, we have also built up our competitors, which may be the
right thiiijg to do, too. But we have no control over what those
European countries are doing in relation to the Iron Curtain countries,
and I know you are more aware of this than I am, that even now
Russia is talking about forming an economic bloc of its own, and
putting the Russian ruble in comparison to the dollar in its purchasing
power in these underprivileged countries.

Senator TALMADGE. Mr. Chairman, will the Senator from Delaware
yield at that point?

Senator FREAR. Yes, sir.
Senator TALMADGE. Mr. Secretary, on our foreign aid program we

deal with governments instead of individuals, do we not?



DEBT CEILING INCREASE

Secretary ANDERSON'. Well, I think there would have to be some
qualification by programs.

For example, a number of institutions, the World Bank, for example,
into which we put resources, can deal either with governments or it
can deal with individuals.

If it deals with individuals, it requires the guarantee of the govern-
ment in which the project, the money, is spent for its repayment.

Senator TALMADGE;. The point that interests me is, when this
money gets into the central bank to be in position to demand gold
from us.

1 saw in the morning paper, I believe, where we had let Yugoslavia
have another $9 million. How do we do that? Do we issue a draft
payable to the Government of Yugoslavia?

Secretary AN 'DERSO.N. I am sorry, I am not familiar with that
specific t ansaction.

Senator TALMADGE. Well, in any event, that $9 million will imme-
diately be made available to the credit of Yugoslavia, will it not?

Secretary ANDERSON. If the grant was an unrestricted grant or
loan, government to government, the money will be lodged wherever
the government of the ot her country will elect, and, of course, it would
be in the central bank.

Senator TALMADGE. If they saw fit, they could deposit it in the
central bank of Yugoslavia.

Secretary ANDERSON. Yes.
Senator TALMADGE. At that point Yugoslavia could demand $9

million in gold?
Secretary ANDERSON. Without knowing, I would guess that it is

probably tied to purchases. But I would have to find out.
(The following was subsequently received for the record:)
The transaction referred to is a Development Loan Fund loan for a thermal

electric plant. T:ie funds will be used to purchase generators and other equipment.

Senator TAL.MADGE. So any grant to any foreign government at its
election could be deposited in their central bank and a demand for
gold made at that time.

Secretary ANDERSON. Not necessarily. It would have to be a trans-
action in which there were no restrictions.

For example, the grant or transaction might be conditioned upon
purchasing equipment or being utilized either by buying from us or
buying from other countries.

One of the things, for example, that I think we frequently overlook is
when you put money into an underdeveloped country it does not
necessarily remain in the underdeveloped country, because the under-
developed country will utilize it as an international exchange to buy
whatever and wherever it, needs what it wants, unless it is tied to buy
from the United States.

Senator KEIR. The only way they can put it in their central oank
effectively would be for the country with whom they sought to trade
to rather: have their currency than the dollars which the country we
are helping received from us as help.

Secretary ANDERSON. That is correct, if it is on a project basis.
The C'mA1JMAN. Are there any further questions?
Senator TALM.ADGE. Thank you, Mr. Secretary.
Senator ANDERSON. Mr. Secretary, you talk about a temporary

increase and a permanent limit.
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Secretary ANDERSON. Yes.
Senator ANDERSON. Why do you ask for a permanent limit of

$288 billion when you are going to need more than that all of next year?
Why don't you make it permaneJnt and be done with it? Didn't

you come here three times now in the last 16 months Psking for an
increase in the debt?

Secretary ANDERSON. We asked for $288 billion permanent. The
House gave us a $285 billion permanent.

Senator ANDERSON. I know, but why don't you ask for $295 billion
permanent? You came in here in February 1958, from your own
statement, in September of 1958, and now here in June of 1959. You
are going to need--and your own table back here shows you are going
to need-over $290 billion permanent. Why don't you call it per-
manent and be done with it?

Senator KERR. Will the Senator yield?
Senator ANDERSON. Yes.
Senator KERR. I would suggest that the Secretary would if the

Senator was in a position to give it to him.
Senator ANDERSON. Why don't you try for it? We are not fooling

anybody, are we, by calling it temporary or permanent? We know
it is permanent, do we not?

Secretary ANDERSON. Senator-
Senator ANDERSON. It is over $290 billion all the time except for

one short period of a few days.
Secretary ANDERSON. Well, if you come down to June 30, 1960,

which was the end of the next fiscal year, with a $3.5 billion operating
balance, we wil have a debt of $284.4 billion.

Now, before you came in
Senator ANDERSON. If all these calculations work out all right.

But you know you are going to have a bigger deficit than you are
talking about

Secretary ANDERSON. That may be.
Senator ANDERSON. By several billions, so why not face it and ask

for it?
Secretary ANDERSON. If they do not work out, then we would have

to come again.
Senator ANDERSON. Keep coming back; and it is a nuisance to keep

testifying. Why not ask for what you are going to need? It is at
least $295 billion permanent. Why don't we ask for it and why don't
we try to get that? I will not say we will succeed.

What is the advantage in calling one temporary and the other per-
manent when it is all the same thing?

Secretary ANDERSON. Senator, primarily, I would assume that we
call it temporary because the debt will fluctuate between the $285
billion and the over $290 billion by the $7 billion seasonal factor, and
$3 billion flexibility request.

Now, frankly, if the Senator and others would want it to be made
all permanent, I would not object. We have tried to be as conserva-
tive as we can and still meet our obligations.

Senator ANDERSON. Do you think this constantly coming up for an
increase in the debt limit has any effect on Government financing?
For instance-

Secretary ANDERSON. Senator, it would be very hard for me to
answer categorically.
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I would simply say that the fact we sit down once or twice a year
to review it, brings it at least to our attention and to the attention of
the country, andto be able to measure that effect would be very
difficult.

Senator ANDERSON. I think it brings it to the attention of the
country, and that is what I am worried about a little bit.

I saw a table recently showing what yields you would have on a
series of Government bonds. I called to the attention of somebody
that the 2% bonds, due February 15, 1965, were 4.49 yesterday. They
were only 4.48, actually, when they got through yesterday, but even
4.48 for a 6-year bond is a rather attractive return.

Aren't some of these yields based on the fact that there is un-
certainty as to whether the Government is going to be in the bond
market steadily, to what it is going to be doing when it gets there
because of this debt limit?

Secretary ANDERSON. I think that the yields on the bonds are
primarily a matter of demand and supply and are affected, of course,
by judgments which people make as to the course which the Govern-
ment will pursue, as to judgments of the course of the economy, and
to a whole group of factors which contribute to them.

Senator ANDERSON. Do you know a long-term bond of the U.S.
Government that today has a yield of less than 4 percent?

Senator KERR. On the basis of market value?
Senator ANDERSON. I am talking about yield.
Secretary ANDERSON. As of yesterday, the 3 percent bonds of 95.

were quoted at 3.84.
Senator ANDERSON. Of 95?
Secretary ANDERSON. Yes, sir. That is the only one.
Senator ANDERSON. Yes, I see that. But the 3Xs of 90 were 4.15,

about 4.15; and the 2Ms, 1961, were 4.45; 2Xs of 1963 were 4.40-some-
thing, and so forth.

Secretary ANDERSON. Yes, sir.
Senator ANDERSON. Do you think that the uncertainty as to what

the Government is going to come in and ask for on these debt increases
and get it is in any way causing tro-ble in the money market?

Secretary ANDERSON. I do not think that the debt ceiling in itself
causes it, because I think that the country realizes that as a nation
we are going to pay our bills and that, as a ration, we have to have a
debt ceiling at all times that will accommodate a sufficient amount of
borrowing for the country to pay its bills.

Senator ANDERSON. Did you know what the Government of Canada
tot last week and the week before on $200 million of government

onds?
Do you know what its yield was?
Secretary ANDERSON. Yes, sir.
Senator ANDERSON. 5.50 for the 9-month bond, and 5.68 for the

17-month bonds.
Secretary ANDERSON. Yes, sir.
Senator ANDERSON. Did you notice that the rate of the Bank of

Canada went to 5.47 last week? A year ago it was 1.12.
Secretary ANDERSON. Yes, sir.
Senator ANDERSON. Don't those indicate we are going to have some

pretty staggering interest costs?
Secretary ANDERSON. They do if it works out that way.
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Senator ANDERiso.. Isn't there anything we can do about it, other
than just keep raising the interest?

Secretary A NDEJSON . Senator Anderson, this is, I think, the crux
of the problem.

If we examine into the costs, the factors which affect them, I think
that in a Nation as diverse and as complex as ours, one would be in
error if lie tri(ed to isolate ally one thing as the moving factor.

AVc are going tfirough a period of very rapidly expanding prosperity.
Almost every month ses us set new highs.

Ve are inerc asing expenditures for long-range projects very rapidly.
We have just going through a process of financing a d(efi(it during a

period of rising activity, for the most part.
If, of course, we were able to retlu(, our expenditures below our

revenues, and if instead of being a net borrower of money we were a
net contributor of mone-y, we would in the soundest way possible
reduce the interest cost.

I think if we will look at the period of 1921 to 1929, as an example,
vo will see a period in which we had a rather constant growth, but
(luring that period we paid off approximately one-third of the national
debt.

During that period, even though we had a period of growth, we had
a declining interest to pay.

Now, 1 think that we have to take into consideration the fact that
we have a rapidly expanding economy, and that we have been in the
past a net demander of funds from the standpoint of the Government,
anti even now with continued prosperity we are, perhaps, talking about
at best maintaining something of a balance between our expenditures
and our revenues. So that we would not he a contributor of funds.

This being so, a great deal of importance, I think, is paid to the way
in which we manage the debt which is now extant.

Senator ANDERmSON. 1 was glad you said we were talking about
illdance, because nobody really believes we are going to get balance ill
the next 2 or 3 years; I do not.

Secetary AN'i)rERSO,. Sir, I am hopeful that we will.
Senator ANDERSON. I am hopeful, of course. We are all hopeful,

but nobody anticipates that any balancing of the budget will occur in
the next 2 or 3 years.

I think interest is going to be one of the big factors that keeps
throwing it out. You have got what, $4 billion in July to meet?

Secretary AN-DERSON. The next iefitiancing is in August. We have
about $13 billion to refinance in August.

Senator ANDERSON. You have $13 billion in the last 6 months of the
year, do you not, net?

Secretary ANDERSOx'. $76 billion for the whole year, and I think
August it was--August 1 we will have $473 million in bonds to pay
off. This was the 2 by 4 notes issued in 1957, and holders of securities
$473 million of th, holders elected to take cash.

Senator ANDERSON. MU. Secretary, I am not just talking about
maturity. You are going to borrow about $4 billion in July to take
care of ihie needs.

Secretary A.DRSoN. Excuse me-
Senator ANDERSON. There is a deficit that is suddenly coming due,

so you have to get about $4 billion out of the market in July.
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Secretary ANDERSON. Senator, I would not want to be unrespon-
sive to your question, but may I say we are in the midst of making
a decision or a determination on the financing, and probably it wil
be announced in the next day or two, and I would not like to comment
on it until the announcement is made.

Senator ANDERSON. Well, that is coming up right away. I will
not go On if you have a problem coming up, because I recognize what
those things are.

I just think after you get through with the July financing you have
a whole raft coming up again on August 1, these 1% certificates.

Secretary ANDERSON. That is correct.
Senator ANDE-RSON. And I do not want to commit you, but I do

not believe you think they are going to be refinanced on the 1
basis. So long as a man can go and buy a 2X2' or 2/ bond, 1965,
that is a 4-year bond, that pays him nearly 4% percent interest, lie is
not going to pay 15,.

I am wondering whether you are taking that into consideration in
the next budget.

Secretary ANDERSON. Well, let me say that one does not want to
get into a position of trying to forecast all future interest problems,
but one has to take into consideration rates as they exist at the time
you make judgments, and also the fact tlat on a great portion of the
debt, the rate is fixed during the next coming year. The only thing
that is not fixed is the amount of refunding and cash borrowing which
will occur early during that year.

Senator ANDERSON. But a great proportion of the debt is not fixed,
and is is a floating debt that is very rapidly accelerating in costs.

Secretary ANDERSON. Well, there are $76 billion, roughly, that
will accrue within a year.

Now, on this amount of money we will have to adjust ourselves to
whatever the market demands.

Senator AN-DERSON. That is all, Mr. Chairman.
"The ('HAIwm.,. Are there any further questions?
Senator COTTON. I have just one question.
Mr. Secretar-, this is an oversimplification, but if some morning

you should awaken and find there is not enough balance in the Treas-
ury to meet the obligations of that day or that week, what, if any-
thing, could the Treasury do about it, assuming your borrowing
authority had all been used up?

Secretary ANDERisoN. Senator, 1 would have tried to have antici-
pated that long before it occurred, and before it occurred do something
about it, even if it required coming to the Congress or doing whatever
else I ha( to do.

Senator Ki;im. Will the Senator yield?
Senator COTTON. Yes.
Senator KER. You would have had to have been asleep a lot

longer than you would think you were to have that happen.
Secretary AXDERSON. Yes, sir; I would.
Senator COTTON. Let me ask the second question I wish to ask.
I have l)roperly been put in my place. However, I was talking

about a hypotlhetical situation on which I wanted to be clear.
If you could stretch your imagination to the contingency I men-

tioneil. or if it was imminent next week or a month from today, out-
side of coming up to the Congress--are there any funds, any trust
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funds, anything that is being held by the Government in trust---and-
I do not want to use the word ,juggle"-that by transferring and b,
moving about would enable the Treasury to get by a situation of thas
kind when tax money is expected in the near future; that is, so that
you do not actually say to some creditor, "we haven't any money ani
can't pay this obligation."

Secretary A.NDERSON. There would be some things.
For example, we have $100 million of gold that we could sell.
We could go to such Government agencies as Fannie Mae, Federa.

National Mortgage Association, and issue securities in the market an
let them retire obligations held by the Treasury which would, for a
short run, accomplish the purpose.

We are not entirely precluded from everything, but it would cer-
tainly not be a desirable thing.

Senator COTTON. I can understand that, but I was just trying to
get that thoroughly in mind.

Well, now, obviously, if the day ever came that because of the lack
of elasticity of your operations, because you did not have this leeway,
that it actually had to go out that the payment of obligations had
been delayed because of lack of funds, it would start a run on the
bank, both domestic and foreign, that we have geen discussing this
morning; right?

Secretary AN-DERSON. Senator, I do not want to be the man who
says we have insufficient funds. That can be a calamity.

Senator COTTON. Yes, I understand.
The constant effort which you, as a banker, and I am referring to

the Treasury as a bank, naturally make, is to retain public confidence
at home and abroad in the. fiscal integrity of this country. By the
same token those very efforts also tend to lull to sleep many segments
of the American people on the possibility of what may happen if we
have unbridled spending; isn't that, of necessity, true?

Secretary ANDERSON. Well, I am not quite sure that I follow the
Senator's thinking.

I am assuming that what you are saying is that by maintaining such
a balance, that every time anyone knows that when he presents a
bill to the U.S. Treasury it is going to be paid, lie therefore does not
become as concerned as lie might become if he thought some of the
bills would not be paid.

I can only respond to that by saying that I would view with such
concern the'long-lasting effects upon the credit of this country of being
unable to pay a bill at any time that I would never want that to
occur, even though it dramatically impressed a lot of people.

I would not-
Senator COTTON. I can quite understand that. But may I put it

this way: People constantly come into my office and talk to me when
I am in my home State and say, "Don't be ridiculous about this.
There is plenty of money. 'here is no reason why you cannot give
us this or that, because we have been hearing you people cry 'Wolf,
wolf,' for the past 20 years as to what happens when you keep increas-
ing the public debt." Part of that confidence is the fact they have
never had one real scare, and the real scare, of course, as I understand
what you said, and we all understand, will be fatal.

May I ask you this, and this is what I was coming to-
Secretary ANDERSO.V. Yes.
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Senator Co'rToN. The fact that you come to the Cong,.ess from
time to time and that we go t through this agonizing reappraisal of
extending the temporary or tie permanent debt ceiling, does have
some slight salutarv effect., wold(1 you not think, as a warning sign
even to the malli on tle street that it would not have if we give you

.-.evervtling you akel and said, "I tre, this will take care of You for
tin, next 5 years end,( you won't liaYe to keep coining back nln,( enilanger-
iIig tI e credit of IIi, counl r"v."

Is that a fair strltem'nt?
ScretarV AxDERtsox. Seiriator', there are very lolest difference of

opinion between ve'\"'v comle.,telt people ias to the value of thc dlbt
lirrit. Certailiv I wotih soy tllat if it is too stringent an1 too t i t.
it is cost.lv ard iiniesirable.

I have felt thliat so lonlg as tlre was sufliiient elastiity, that soi
long ais we were giveni sirlicient flexibility, t liat a review of it fro.1
tille to time woi 11iive sante sallutzrrv effect, lingiigrg to ti' public
(oit) iolisiess tire liecessit\ ° of maintaining discisplines witlli i a free

(4'OIiOOIIV.
It is ior that reason that I have rot asked for tle debt limit to be

perma rient ly removed, but liive corne rather to ask tlit the debt limit
he stific'ienlly high thlat we thought we had a mirnimim reasoirbl
elasti.itci for tile ol)eration of this coii 1try.

Senator ('OTTON. Thank von, Mr. ('hairnari.
Ti ('11 HAIRMAN. S nator Hartke?
Senator HfA.itTCr i. As I unde(rstalld 'o1, vou say tller tit real value

of t e debt limit, the value it its on" the American people, is on the
psychological aspect alone.

Secretary ANDEIRSON. I would thirrk that is fair, including in the
American people myself and others who have reslpolnsibility.

Sera0toe IHAItTKE. Ill your opinion, Mr. Secretary, is debt limitation
a major factor in (ebt control amd management?

Secretary AxDERSON. Well, I think again, only to the extent that
it brings an awareness to uis of the extent to which the debt has grown
and therel)y causes us to restrain ourselves more than wNe would(
otherwise.

Senator HARTKE. Is not the actual control of thre debt of the United
States outside tie scope and authority of the Secretary of the Treasury
to a great extent?

Secretary AxDERSON. Completely outside.
Senator HARTKE. You have to try to live with what everybody else

has done; isn't that it?
Secretary ANDERSOx. That is correct.
The one thing that is within our scope is to seek from time to time

enough elasticity that we think we can operate competently within it.
Senator HARTKE. For you really to project an accurate forecast of

what is going to happen in the future, you not only have to be an
economic seer but you have to probably have all the wisdom of Solo-
mon and then some; isn't that right?

Secretary AN.DERSON. Senator, I agonize over this every time a
budget is made, because you have to make certain forward guesses,
which are very difficult.

Senator HARTKE. But to really predict with just pinpoint accuracy,
it is impossible?

Secretary ANDERSON. That could not be done.
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Senator HAaTKE. That is right. You cannot pay off a debt without
surplus, can you?

Secretary ANDERSON. No, sir.
Senator HAwTKE. And we did not materially charge the tax struc-

ture in 1959 at all, did we?
Secretary ANDERSON. You mean calendar or fiscal?
Senator HAtTKE. Fiscal 1959.
Secretary ANDERSON. There were some reductions, transportation

tax on freight.
Senator HARTKE. How much ill dollars , roughly?
Secretary AN)ERSON. $300 to $350 million, I think. If it is not

accurate, I will correct it.
Senator HAiITrKE. I mlean it is 11ot $1 billion?
Secretary ANDEnSON. No.
Senator HLARTKE. And we have a deficit of $13 billion?
Secretary ANDERSON. $12 l)illion-soniething; yes, sir.
Senator HAlrTKE. $12 or $13 billion. All right.
So at least it, is-even giving $1 billion for a reduction, which is not

accurate, and give a half billion fPr me to make a mistake-it is more
than S 1 billion, at least?

Secretary ANDERSON. Yes.
Senator HAWrKE. I)ue to economic factors principally?
Secretary ANDERSON-. About; a good portion of it is falloff on cor-

porate tax and other forms of tax which resulted, of course, from the
recession.

Part of it was some enlargement of expenditures. For example, we
were blessed with an abundant number of crops over the country,
and therefore your payments went out larger; and some housing costs.

Senator HARTKE. All right.
But tlie point of it is, did the debt limitation have any effect upon

these economic factors and this abundance that you ar., talking about?
Secretary ANDERSON. No, sir. It simply required us to come back

in February to get it raise(l.
Senator HARTKE. What I am trying to get over to my own mind

us I analyze what you said-and since this is the first time I have
had an opportunity to vote upon this debt limitation-I gather that
you are worried about an unrealistic debt ceiling, which does not give
tile Treasury enough flexibility; isn't that right?

Secretary ANDERSON. That is correct, sir.
Senator HARTKE. As I got your statement, it was if it is too strin-

gent it is costly and undesirable.
Secretary ANDERSON. That is correct.
Senator HAwrTKj. And if you are going to vote for the best interests

of the taxpayer, you have to give the Treasury and the Secretary of
the Treasury sufficient elasticity; isn't that true?

Secretary, ANDERSON. I believe that it is in the national interest to
have at least what we have asked for.

Senator IIALTKE. But, as I gathered, what you said, in substance,
was that the inflexibility impairs efficiency, No. 1, of the Treasury
operations; it increases the cost of refunding; it increases the require-
ment of new financing at inopportune times, irrespective of economic
and market conditions of the time, and forces you into an uneconomic
and expensive market, possibly.

Secretary ANDERSON. I think yiu are accurate, sir.
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Senator HARTKE. It prohibits advance refinancing which, according
to you, would add materially to the success of the particular refinanc-
ingoperation.

Itprohibits market offerings at savings to the taxpayer and does
little to affect the spending in times of national emergency, and has
no effect upon the economic conditions of the day.

Frankly, after I look at all that, why do we talk to the American
people so much about the value of having their national debt limit?
It looks to me like these things far outweigh-that we ought to put
our attention maybe in some other spot, upon increasing our eco-
nomic future.

Secretary ANDERSON. There is a great body of opinion which would
support the Senator's conclusions that complete abolition of the debt
limit would be desirable.

I say that I have not so advocated it because I thought it desirable
from time to time, if for no other reason than the psychological effect,
that we sit down and review it.

Senator HARTKE. I do not want to say I am advocating the elimi-
nation of the debt limit either, but I do think I have enough confidence
in the able Secretary that I certainly feel if I am going to trust you
with all the money of the United States of America, I am going to
trust your opinion as to how much of a debt limit we need.

Secretary ANDERSON. Thank you.
The CHAIRMAN. Do you regard any one of those points made by

Senator Hartke to be applicable to the d(Cbt ceiling as you have
observed the situation?

Secretary ANDERSON. Well, I would say that there have been times
when we would have gone to the market, perhaps, for some advance
refunding in which we would have paid off issues that were maturing.

I think we would at times have not wanted some of the agencies
to go into the market where their yield, their price, was a little higher
than prices wh'ch we would have paid directly borrowing from the
Treasury.

I think that there have been times when we would have felt that
we would like to have gone into the market for more money et one
time and not so frequently, because the frequency with which we hit
the market is disturbing.

I think these have occurred, and to that extent I think that they
have not contributed to the best interests of our debt management.

The CHAIRMAN. Your predecessor, Secretary Humphrey, came to
the Senate and asked for an increase in the debt limit of $15 billion.
He said if he did not get it he could not pay his bills, and the Senate
Finance Committee by one vote refused to increase it, and he later
testified that he thought that was a wise action, and that he was
heartily in favor of ai tight debt limitation because lie believed that it
was a restraint on spending, and an indication on the part of Congress
that they did not want the debt increased.

Secretary ANDERSON. Senator, I have testified here that I, too, have
believed that we should come from time to time and review the debt
ceiling; that it does have a salutary effect, and that my one request
is that it have enough elasticity that we have reasonable flexibility
to meet contingencies.
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The CHAIRMAN. Is there any specific instance that you can give to
the committee where the debt limit that then existed was harmful in
the financing of the Government?

Senator ANDERSON. Could we modify that question, Mr. Chairmaii,
to ask when there have been times when the money market was very
favorable to take advantage of it?

The CHAIRMAN. I did not suppose the Treasury w~uld want to
borrow money it did not need, and pay interest on it.

Secretary ANDERSON. I would say that in May of 1959 we would
have thought it advantageous to sell issues slightly in advance of the
maturity of the old issues; as a part of this financing the Treasury sold
$2 billion of 11-month Treasury bills with an issue date of May 11,
to provide part of the funds necessary to pay off $2.7 billion in Treas-
ury bills maturing on May 15.

For the intervening 4 days there was an increase in the debt of $2
billion, and this was possible only because the Treasury had some
flexibility under the $288 billion limit.

Had the limit been smaller, we would not have had that flexibility,
and I think it is desirable that we did havv it.

The CHAIRMAN. The Secretary is aware of the fact that until
World War I, before money could be borrowed, a special act of Con-
gress had to be passed.

Secretary ANDERSON. That is correct, sir.
The CHAIRMAN. And that we first resorted to a statutory debt

limit during World War I.
Secretary ANDERSON. That is correct, sir.
The CHAIRMAN. And since the beginning of this Republic, either

the Congress has directly authorized the debts or it has placed a
ceiling on debts that could be made

Secretary ANDERSON. That is correct, sir.
The CHAIRMAN. And that same thing applies to practically every

State. It applies to most of the cities wherein you can only borrow a
certain percent of the assessed value of the property. So there is
nothing new about the debt limit. It is fundamental in our form of
Government at all levels.

Secretary ANDERSON. I do not quarrel with the Senator's conclu-
sion, only that I would want to be sure we had sufficient flexibility
with which to operate.

The CHAIRMAN. As I understand it the bill before us has passed the
House and it has the approval of the Secretary?

Secretary ANDERSON. That is correct, sir.
The CHAIRMAN. I realize that the conditions are critical and I have

heretofore, as the Secretary well knows, advocated very conscientiously
a close debt limit,. It has more advantages than disadvantages.

I am going to support this bill because of the assurance of the
Secretary that he is not going to ask for renewal of the temporary $10
billion, unless he thinks it is imperative to do so.

SECRETARY ANDERSON. I will ask for only what is necessary.
But I would want to be quite honest, to say that if there would occur
a chain of events, which I do not foresee, but if there should occur a
chain of events which would require a request of the whole or more,
I would make whatever I thought was in the best interests of the
country.

39
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ie ('HAIRMAN. 7iW ('111tir1'lllil iiIld(Il'ttuls tha1tc it (1eltIlds oil

tie clnlitions ; tiLt you will not ask all muiiecessarily highl debt ceiling,

STretar ,A N iAN sox. I siitll Irv to be iititlest aid prudent.
'rI, ('l. AlCI.AN. I. idvlr d, lo' t', vou are asking tro' now, you iittVe

al t 111c. I 111 I leway of li pproxiliiti'1 $6.3 bliint. Ill Some1 jlcls
Volt JIIve it lti'wit*v (f its 1111111 t$s I$I billion, a111d1 ill one, iulltiiie, oil'111m., ;"()1 l1,xt, \'oil lnivo, .1 S H~ billionr h, wway. So c'ert'lily~ this pru'envt

det lt iiiiut ',i;lid not). he ,'Cgarit. ; mI lin t is gOiig to restrict till'
lojel'iii ins (If till fiilancirng of ilt' Clwei'Iimnt

W 'ilt Itt ,~ A N ):(1)N f voirlsl, Lii is exii c. ext .Ile ,ti'o. T111w

senatlor Ilse0i tilt .1111' 8)() twinls. It wloIl1l'NlI xiii )i it liii1 c.m
'111' ('I. AIICMA N. I iltli''5l I til flt. I sltv from \oltr oIl fig lt's011i ,lulel :;() tlierc, woudl h, $40.1 lillioll ill heNw11y in die naitionaul dh-bt.

Slnltor' (Carl is?!
Stellar ('i rll. As loll- 214 t 'xpIllitLCeS I 'x4'l'l' Ivemlilt's, till' rv,1il

Ieit of ti4ll' 1iii1wv will gzl iil), iwlleilr We tls5 tin s hill or not; isi't
dit.tl true'!

S4--111 Va I kI ito'?o p~n ordel lds
''11 [i laiTr, fall bsIliw 1eV,,llWi,.

S4'lli.li" (C',IlriS. iii itli't' woiIs, wiilt' 'we refer l t lis tis it debt
l'lili,, it is ni a''i iil,. ol t t ill orlit' 1 to2 borol)w 1121)21,v to ptY (11l)15.
is it llit'!

li.l'o l)l o'l' i)lV l m2' c illi'',[l il 'V, till'llisill"g (If I 1i v''iiw ill itelf,
lilis not iliilist' till deit', does itl?

S('rt aOiv\ AND; 11O5IN. lWi It il) is iXd bY tll'W fits of lift'.
Sellator ('iwris. 'l'lllt is rigtli.
S ,cV'T;l'v x iV 2IS1)N . ''ll congressss t t ils II' limits witlill vIli'il1Ilw T]renur\" clul lhorrow\. "ric, 'r .I v\ mwil tr 'y to soi anticipated,

Il(', filts of life (ht WI' V ltil 1illii;Lg( 0li 'l debt, J)it*v our bills, take car,
of om.~ contiill-,,ncie,, ill ti ilits~lllilv Inailli. withlinll h limits whlicl

211.1 e xi)rtssel 1.
SInator ( 0 isrS. Ii oIlier wr'ds, if tlt (iover'nlient of tin' United

St lilt ,w,., foi- gools 11i( Servi'es, iaVioll nd so ol, tliltt is a deb
or 12 oblige iioi wletiei' ,i e borrow ioney to pay it or let it go
11111)11iti is it iint ?

Secret Miir-' ANDERGISON. rs, MTI' iiiist ]),' i t.
Svtl 0,'( uris. Yes, we must1- pay it. I alin just getting lit tile

poii 11 t i1lii is 15 a i'ilig til aiutltoiit v to )oI''oW to incet, a debt
ralttitr Itilall i, ceiling oil debt.

Secretary ANilIHt)N. That is coi're't.
setort~l (vui'Ts. rTi(. (Comyries could relfuise to palss tlids anld go

Oil llitliloriziig t'xpeiitit 'PS iiid reduit'niig taxes, or iiot ih'reaIilig
tliits, aidii whlt' it, is 1i eliotic 'oilition We (to liot evell want to
tiiiik lllolt, tIlle faict of it, is it Would illrease Ilt' debt ill spite of any
ceiliiig. Would it not?

Seetl'ytr AXNDEI SO). I suppose it could iic'eaIse the debt. Of
0ours';e, \ when it got to titat point--
Seiator CURTIS. The difference would be that you wild have a

debt you could not pay, while if the borrowing ceiling is increased,
you lhaive a debt with reference to which you could borrow the money
to pay.
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Secretary ANDERSON. What you would simply wind up with under
the concept-under the hypothesis the Senator: has suggested, would
simply be, you would have obligations unpaid.

Senator ( IrTxs. That is right.
The C'MIRMAN. Are there any further questions?
Senator ANDERJSON. Do you think you would need next June, a

yetar from now, more thati $10 billion temporary authority, or less?
Secretary ANDErSON. Senator Anderson, I would not say because

you have got so many things ...
Senator ANDERSON. Would you like to guess? I am going to put

my guess on the reord, if you would like to put yours on the record.
Secretary ANDERSON. I would prefer that the Senator put his guess

unilaterally. [Laughter.]
Thl, c(jiAtRMA.N. Are there anY further questions?
(No response.)
The CYAmw k.,. If not, the committee will go into executive

session.
Secretary ANDERSON. Thank you very much.
The CHrAIR.MAN. Thank you, M\r. Secretary.
(By (lirection of the chairman, the following is made a part of

the record :)

NATIONAL ASSOCIATION OF 'MUTUAL SAVINGS BANKS,
New York, N.}Y., June 12, 1959.

lion. HARRY F. BYRD,
Chairman, Nenate Finance Committee, Washington, 1).C.

l)vArr SENATOR ByRD: The Federal debt is so large a part of our entire capital
and credit structure that its management influences the course of activity through-
out the Nation's financial and industrial markets. Current Federal statutes
impose unrealistic restraiints on debt management operations, and hinder efforts
to maintain fiscal discipline.

Accordingly, legislative action is necessary to enable the Treasury J)epartment
to manage the debt more effectively through greater flexibility. The 'resident's
proposals with respect to ceilings on interest rates and on debt limits represent
such constructive legislation and, thus, have the support of the savings banking
industry.

It is a basic tenet of our free enterprise economy that buyers and sellers, bor-
rowers and lenders, compete in open market for the goods, services, and financial
claims, which they offer and seek. In this setting, the Federal Government, in
financing its operations, must be free to compete with other types of borrowers for
available funds. The only ultimate alternative to permitting the Treasury to
compete freely on the basis of interest rates and other terms is to turn to Federal
regimentation requiring investors directly to purchase U.S. Government. securities.

Recognizing the basic importance of an effective Federal savings bond program,
savings bankers have always supported this program even though it competes
directly with thrift institutions for the funds of small savers. A higher interest
rate on these bonds is important, to restore their competitive position in financial
markets and their basic role in Federal debt management.

The recommendations in this letter are based on proposals made in December
1958 by Carl G. Freese, chairman of the national association's conimmittee on
Government securities and the public debt. These proposals were approved at
that time by our board of directors.

I would have no objection to your including this letter in the record of hearings
which the committee might hold.

Very truly yours,
1,oN (teLAI'rr, President.

P.S.-I am enclosing a copy of "At. Freese's statement with this letter.
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FDERAL 1)EiBT MANAGEMENT AND TilE SAVINGS BANKING INDUSTRY

Address of Carl U. Freeze, chairman of the Committee on Government Securities
and the Public l)ebt of the National Association of Mutual Savings Banks,
and president and treasurer, ('onnecticut Savings Bank of New Haven, before
the 12th annintl midyear meeting of the National Association of Mutual
Savings Banks, iotel Commodore, New York City, December 2, 1958

The Federal debt is so large a part of the Nation's entire capital and credit
strtiwtire that its niiagentent has api important influence not only on the state
of Federal finances, blt alsot oi the course of the national economy. Our Gov-
erninent now owes close to $280 million, abont one-third of the total indebtedness
outstanding in this country. Reflecting recent and expected deficits, moreover,
the Treasury requested all increase in its temporary (ebt ceiling from $2S0 to
$288 billion which the Congress recently granted.

All things considered, there is little likelihood in the years ahead of reducing
the hluge Federal debt: indeed the prospects are for further increases. In addition
to prolens associated with raising large stims of additional new financing, the
treasury'ss (ebt inanagenint team lntist contend with trying problems of refinanc-
ing maturing and called issues. In nweting these l)robleis the Treasury has a
profotind anot cont inning intltuelitce on general financial development s. Indirectly,
its debt nniageitent policies inluence the level and rate of savings; directly theV
influence conditions in capital markets, including interest rate movements an l
terns of lending. As savings bankers, therefore we clearly have a special and
continuing interest. in Treasury activities. Sou ncl nianagemnlrut of savings banks'
invest meit port folios requires our close interest iv, and understanding of, Treasury
fiatcitg problems ant practices.

Recent reftindings and new cash offerings have, in the main, not been par-
ticularly suited to sav'intgs hanks. Large Treasiry operations scheduled for tihe
early months of 1959, however, may hold greater investinent opportunities for
our industry.

DEBT MANAGEMENT AND INFLATION

I is important to recognize that presentI burdensome Treasitry problems are
the rest of heavy wartime expenditures together with spending programs
recently undertaken. In fiscal 1115F the Federal ('4overninent spent close to $72
billion, nearly $5 billion more tihan it took ili. In the current fiscal year ending
June 130, 1959, it ex wets to spend $78 billion, $12 billion more than anticipated
receil)ts. Clearly, tie most direct and effective way of easing debt, management
Problems without inflation is to reduce expenditures and/or increase revenues.
The deficit in fiscal 1959 may well be lower than the $12 billion anticipated
becatise of possible higher revenues resulting from the general improvement in
btmsiness activity. It is not likely, however, that Federal expenditures will sOOTI
be reduced. Yet the vohune of Federal spending must be controlled if we are
to avert a steady erosion of the purchasing lower of the dollar.

Apart from broader economic considerations, the Treasury has a direct interest
in combating the forces of inflation. Fundamentally, a sound market for U.S.
Government securities depends on allaying the widespread fears of inflation.
So long as consumers and investors are motivated in their actions by a belief
in the inevitably of inflation, so long will it be difficult to market new Treasury
securities successfully.

COORDINATION OF TREASURY AND OTHER FEDERAL PROGRAMS AND POLICIES

Clearly, debt management policy is but one of the anti-inflationary weapons
available to the Federal Government. Its coordination with Federal Reserve
nioulearv and credit actions is essential and, by now, a well accepted principle.
During periods when economic expansion threatens to become excessive, for
example, and the monetary authorities are rightfully pursuing a policy of credit
restraint, it is important that the Treasury offer securities which do not require
Federal Reserve support on more than a temporary basis.

It is not as well accepted, at least in practice, that there are other Federal
programs in major credit areas which must, also, be coordinated with Federal

eserve and Treasury operations, if debt management is to be most effective
and the battle against inflation won. In particular, Federal programs to insure
and guarantee mortgage credit operate in direct competition for investment
funds with the Treasury Department. Higher yielding mortgages, backed by
the contingent liability' of the Federal Government, provide nearly as much
safety aa do U.S. Government securities. Indeed, their amortizing nature pro-
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vides for a type of liquidity not inherent in Government bonds. When the
Federal Government pursues a policy of stimulating demands for mortgage
credit, out of social rather than economic considerations in the housing field, at
a time when inflationary forces are rampant, it is assuredly acting at cross-
purposes.

It is necessary, therefore, that the huge and expanding Federal mortgage credit
progranis-sonme $48 billion or 44 percent of all home mortgage debt is now under-
written by the Federal Government-be subordinate to, and modified from time
to time in accordance with the chating need to control inflationary forces. For,
after all, if the ability of the Federal Government to stabilize the value of the
currency is seriously impaired, the public's confidence in Federal obligations is
underm'ined surd Ftheral credit guarantees become of limited value. T-her-coordi-
nation of Federal housing credit policies with fiscal and monetary policies must
include not only the Federal Housing and Veterans' Administration6-the Federal
underwriting agencies-but also the Federal National Mortgage Association,
Federal lome Loan Bank System, and Public Housing Administration. Coordi-
nation must extend, also, to the Nation's agricultural credit programs.

COMPETITION FOR CAPITAL MARKET FUNDS

It is a basic tenet of our free enterprise economy that buyers and sellers, bor-
rowers and lenders, compete in open markets for the goods, services, and financial
claims, which they offer and seek. In this setting, the Federal Government, in
financing its operations, must compete with other types of borrowers-botb
private and public-for the funds available in financial markets. This is as
fundamental a principle of sound debt management as the need to combat in
flation and to coordinate all Federal fiscal, monetary and credit policies.

There are no isolated or preferred markets in which the Treasury can operate.
Thus, in order to attract funds away from other borrowers, and successfully to
finance its debt largely outside the commercial banking system, the Treasury
must compete on the basis of interest rates and other terms. There can be no
otlr effective financing method short of Federal regimentation or statutes re-
qiiring: investors directly to purchase U.S. Government securities, or banks to
hold them as part of their legal reserve.

Techniques of moral sua-sion, and appeals to institutional investors to overlook
normal market considerations in order to support Treasury financing are not
realistic, short of war or grave national emergency. Fiduciaries are themselves
in sharp competition for the savings of individuals and have a prime obligation
and public trust to depositors, shareholders, and stockholders to earn the highest
return possible on invested capital commensurate with safety and liquidity
requirements. Longrun considerations of inflation are, of course, essential but
the best weapons in this battle are sensible and courageous fiscal and monetary
policies of the Federal Government, effectively coordinated with housing and
agricultural policies to preserve the purchasing power of the dollar.

To be sure, a debt management policy based on offering securities at competitive
rates of interest is not without its problems. The Treasury is, for the most part,
in competition with borrowers who are able to deduct interest payments from their
tax bill. A corporate borrower, for example, who pays 5 percent interest on debt
securities has a net cost, after Federal income tax, of 2.4 percent. The same
principle applies to the mortgage borrower. To compete effectively with these

orrowers it may be necessary at some future time for the Treasury to request an
increase in the statutory rate of interest which it can pay on Government bonds.

Competing with other capital market borrowers on the basis of interest rate
means, also, that the cost of interest payments in the Federal budget will be
increased. It means, further, that prices on outstanding issues of Government
securities may decline and fluctuate over a wider range than they have in other
earlier years. This phenomenon has characterized the market for Government
securities over the past year or so.

Higher interest costs on the Federal dobt, while not in themselves desirable,
are a necessary price for managing the huge Federal debt so as to contribute to
the prevention of inflation and of an unsustainable rate of economic growth.
Market instability may likewise be considered a price that must be paid to prevent
economic excesses. Bankers and other investors, of course, rest more comfortably
when markets are stable and risks are reduced, but this peace of mind is a luxury
that must at times be sacrificed in the Nation's battle against its principal internal
enemy, inflation.

It must not be overlooked, on the other hand, that a higher level of interest
rates, which might result from vigorous Treasury competition, may well stimulate
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an increased flow of savings, an essential element of an anti-inflationary program.
Moreover, deferral of plans for increased investment as interest rate. rise will
relieve the pressure on the limited supply of capital finds. In an expanding
economy the Treasury can successfully draw funds away from marginal borrowers
in both the corporate and mortgage sectors only if it is willing to compete on tile
basis of rates arid terms.

TrEASURY MARKET TECHNIQUES

While a willingne,-s and determination to compete for capital funds in the open
market must be the chief factor in a successful debt management program, other
factors relating principally to techniques for offering new arid refunding out-
standing U.S. Government securities should also be given careful consideration.
Among these techniques the following might be considered.

The technique of forward coirnitmnents, widely used in the marketing of n:ort-
gages and in the direct placement of corporate securities, may be adaptable to the
marketing of U.S. Government securities. Basic modifications would of course
be necessary. The extended period of tirre covered by commitments in the
mortgage market, for example, would be inappropriate in the Government securi-
ties market. Il the corporate securities market, however, the length of time
covered by commitments has been generally shorter.

Actually, a commitment technique was used by the Treasury in 1955 in con-
nectioi with its offering of 3 percent bonds due in 1995. Not many institutional
or other types of investorz subscribed for this issue on a commitment basis,
however. This suggests that the technique may not have been well suited to
investor, or that the Treasury did not appropriately publicize it. In any event,
the commitment device will have to be studied more carefully and refined before
it can again be employed.

One refinement which might be considered is tie payment of a modest commit-
mert fee by the Treas;ury. Such a fee to investors would be an added inducement
to enter into contracts; and would tend to offset in part the disadvantages of a
possible market reduction in the price of forward contracts soon after the closing
of books. If the liroblerns associated with the commitment technique can be
overcome, there will be distinct advantages both to the Treasury and to investor.-
of permitting payment for Governimont securities over a limited period of time a-
funds become available from savings, insurance premiums, etc.

There are other marketing techniques associated with redemption and conver-
sion privileges which might be considered. A limited disadvantage of these,
techniques is that im most cases the initiative for debt management is transferred
from the Trea,-iury t ) investors. This course is to be avoided when possible, but
may be a necessary rice, on occasion, in order to attract new groups of investors.
Privileges of redemption were granted in connection with the two 4-percent note
issues offered in 1957. These notes, it will be recalled, had definite maturities,
but holders were given the right to redeem them at par at about the midpoint of
their contract maturity.

This redemption device need not be limited to note issues. Further, there
might be one or more optional redemption dates. -For example, the Treasury
might offer a 30-year bond, giving the holder the right of redemption on a fixed
date, after appropriate notice, perhaps at the end of 2 years and again after 5
years. The disadvantage of this type of security is, of course, that it is redeemable
in cash, a fact which might be inconvenient to the Treasury or blunt monetary
policy rit redemnption dates.

In this respect, the offering of securities with conversion rather than cash
redemption privileges might be preferable. The offering of a long-term bond
which for the first several years of its life would be convertible into any new
issue of Treasury securities having a maturity, of say. more than 5 years, might
be attractive to investors. Another possibility would be to offer a long-term
.curity bearing a rate of interest iii the early years different from that in the
later years-higher or lower depending oil market conditions -with the2 option of
redemption at the end of the earlier period or retention for the longer period.

An approach of a different sc- . diret md toward irereasinmg the partici!)ittion of
individuals in the market for (overnnent securities, might operate through ta\
lienefits. Tax exemption per so is not considered to be good public policy, arid right-
fully so. This is not to say, however, that there are no tax advantages associated
w'*h U.S. Government securities. Certain issues which are available at discounts.
for example, may be used in payment of certain tax obligations at face value. All
issues selling at discounts, moreover, offer some tax advantage in that the discount
may be regarded as a potential capital gain.



DE3T CEILING INCREASE

In the case of individuals, a tax deduction of $1,000 is permitted, with carryover
privileges of amounts in excess of $1,000 for losses sustained in U.S. Govern-
ment and other types of securities. In this connection, the Treasury might wish
to consider the advantages of broadening this privilege by permitting individuals
to deduct from taxes an additional $1,000 or more, with similar carryover privileges
for losses sustained in the sale of U.S. Government securities issued after January 1,
1959. To encourage the continuing interest of individuals in the market fot
Treasury securities, however, it should be provided that additional tax losses be
deductible only from current or future interest earned on Treasury securities.

Consideration might also be given to similar limited tax benefits to nonbank
corporate holders of U.S. Government securities.

DEBT LENGTHENING AND ORDERLY MARKETING

I would like to offer a brief comment about the General Treasury objectives
of debt lengthening and orderly marketing. Lengthening the average maturity
of the outstanding debt is important to the extent that it makes for a more orderly
marketing of oblig-itions and contributes to the fight against inflation. There
seems to be a tendency at times, however, to overemphasize average maturity
statistics without solving the basic problems of Treasury financing. For example,
the average outstanding maturity of the debt may be lengthened without materi-
ally reducing the problem of refinancing immediately maturing issues.

The Treasury ii undoubtedly aware that an orderly scheduling of maturities
can be accomplished without necessarily going into the longest maturities. In
this respect, issues in the 10- to 15-year maturity range would contribute impor-
tantly to bringing about a better spacing of outstanding obligations. As market
conditions permit, it would be desirable to have frequent but relatively small
amounts of long-term offerings both for cash and refunding.

ASPECTS OF ADVANCE REFUNDING

The Canada conversion loan of 1958 has created considerable interest with
regard to the feasibility of a similar advance refunding operation in this country.
Apart from considerations of the relative success of the Canada conversion loan,
there is a serious question about the applicability of this type of large-scale,
dramatic refunding operation to the United States. At this time such an action
is hardly to be recommended.

While the near-term problem confronting the Treasury concerns the issues
maturing in the period 1959-61, it does not appear feasible to undertake an ad-
vance refunding of these issues. con-idering their large volume, relatively attra-'
tive yields, and current conditions in the capital markets. i ith -respect to the
feasibility of an advance refunding of issues scheduled to mature in later years,
particularly the more than $28 billion of 2W2-percent wartime issues with final
maturities in 1967-72, there would seem to be little practical advantage to the
Treasury in such an action. These issues do not now present a problem to the
Treasury. nor would their ref unding ease the refinancing problems of the 1959-61
maturities. There are enough "in-between" dates available in the 1067-72 range
to accomplish such refinancing in this maturity area, if desires, when the time is
appropriate.

Finally, it is open to question whether conversion of the 2%-percent wartime
issues into long-term bonds bearing higher interest rates would reduce sales from
investment portfolios. At current low prices, holders of the 21/2s are reluctant
to take the substantial losses attendant upon sale. Conversion to securities with
higher yields, instead of making for more "permanent holders," might result in
increased net selling as losses were reduced or perhaps converted to gains.

For all of these reasons, advance refunding of outstanding securities does not
seem appropriate at this time. Because an advance refunding on a relatively
small scale offers important advantages with respect to debt lengthening and
orderly scheduling of maturities, I do feel, however, that the question should be
kept under continuing study in the event that subsequent market changes make
it feasible to undertake such an operation.

MODIFICATION OF U.S. SAVINGS BOND PROGRAM

Since the end of the war the public appeal of savings bonds has been con-
siderably reduced, even though the rate of return on these bonds when held to
maturity has at times equaled or exceeded that paid by mutual savings banks
and commercial banks on savings deposits and by most savings and loan asso-
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ciations on share accounts. The clear indication is that svers prefer the con-
venience and flexibility of savings and share accounts and the protection of life
insurance to ownership of savings bonds. Only in time of war does it seem
possible to sell U.S. savings bonds readily and in large volume.

While large-scale expansion of savings bond sales does not appear feasible, nor
in fact economically desirable, the general rise in interest rates that has occurred
In recent years suggests the need for a revision in savings bond terms.

The 3-percent series E bond was first offered to the public in February 1957.
Since that time yields on U.S. Government securities have advanced by approxi-
mately one-half percent. Rates on newly offered issues of corporate and State
and municipal securities have also advanced by about one-half percent or more
during the intervening period. The maximum rate on savings bonds is set by
Congress, and it may be February or March of 1959 before congressional action
can V taken on this matter. In order to restore the competitive position of
savings bonds, therefore, it would seem reasonable to have the yield on series E
bonds raised from 3% to 34 or 3% percent. It is also desirable to shift responsi-
bility for establishing the rate from Congress to the Treasury, which could
administer uhe rate in accordance with market needs.

Accompanying this revision in interest rate there should be a revision in terms
and prices of savings bonds. Heretofore, advances in rates have been achieved
by a shortening of maturities. Thus when the rate on series E bonds was raised
from 3 percent to 3Y2 percent in 1957, the maturity was reduced from 9 years and
8 months to 8 years and 11 months. The price at which the bond was offered
remained unchanged at 75 percent of ultimate maturity value. In revising the
present rate to 3 or 3% percent, a similar devi,- might be employed and an
effective rate change achieved by a corresponding reduction in the maturity.

In view of the expense incurred by the U.S. Government in connection with
the issuance and turnover of these bonds, however, consideration must be given
to maturity extension in order to achieve a reduction in expenses. It is desirable,
also, that the cost of the bond be a round fraction of its ultimate maturity. The
present and older series E bonds, as you know, were offered at a price of three-
fourths of their maturity value. If the cost were to be reduced to five-eighths
of maturity value, then the term could be adjusted to provide a 3-percent
return. For example, a $100 bond costing $62.50 would give a return of 3.75
percent compounded semiannually at a maturity of V years and 8 months.

A price reduction, as suggested above, would give t.. 'treasury an opportunity
to eliminate the $25 denomination and make the $50 denomination the smallest
issue. This would reduce the administrative costs of the savings bond program
considerably. Corresponding modifications should be made in the yield, price,
and terms of the series H bonds.

CONCLUSION

The highest order of economic intelligence and political statesmanship must be
brought to bear on the complexities of debt management problems. Because of
its fundamental influence on the Nation's economic life, debt management policy
must have as its primary long-run aim the contribution it can make toward
achieving sustained economic growth and relative price stability. No matter
the difficulties or the so-called practical problems of Federal finance, all other
considerations music be subordinated to these basic objectives, lest the Nation's
economic health be undermined.

(Whereupon, at 12:15 p.m., the committee adjourned.)


