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NOMINATIONS OF DOUGLAS DILLON, SECRETARY OF
TREASURY-DESIGNATE, AND ABRAHAM RIBICOFF,
SECRETARY OF HEALTH, EDUCATION, AND WEL-
FARE-DESIGNATE

WEDNESDAY, JANUARY 11, 1061

U.S. SENATE,
Coxpyirree op ININANCE,
Washington, D.C.

The committee met, pursuant to call, at 10:15, nan., in room 2221,
New Senate Office Building, Senator Harry Flood Byrd (chairman)
presiding,

Present: Senators Byrd, Kerr, Long, Anderson, I)oukvlas, Gore,
Hartke, Willinms, Carlson, Bennett, Butler, Curtis, and Morton,

Also present: Senator Fulbright and Senator Case of New Jersey;
and Elizabeth B. Springer, chief clerk.

The Cinamryax.  The committee will come to order.

The Chair is very happy to welcome to this committee a very dis-
tinguished and able Senator, Senator Fulbright.

Senator Frrsrienr, Mr. Chairman, I am very happy to be here,

The Cuamstax. This meeting has been called for hearing on the
expected appointment of Mr. Douglas Dillon as Secretary of the
Treasury in order to expedite transition to the new administration,
It will De understood that no action can be taken until the appoint-
ment is made and oflicially referred to the Committee on Finance.

Mr. Dillon is here today as Secretary of the Treasury-designate,
and the Chair is advised that he is prepared for such examination as
the committee may require in the course of meeting its responsibilities.

I think all members of the committee know Mr. Dillon, both per-
sonally, and by his general reputation in both public and private busi-
ness, I submit for the record a biographical sketch on him for review,

Dougras DiLLoN

Born: Geneva, 8witzerland, August 21, 1909,

Home: Far Hillg, N.J.

Education : Groton Schoo), 1927 ; Harvard College, 1931.

Marftal status: Married.

Experience: 1931-36: Investinent banking; member of New York Stock Ex-
change. 1030-03: Director and subsequently president of United States and
Foreign Securlties Corp. 1938-46G: Director and vice president, Dillon, Read &
Co. Inc. 1041-45: U.S. Navy. Completed srervice as lieutenant commander,
U.8. Naval Reserve. 19406-83: Chairman of board of directors, Dillon, Read &
Co. Ine. 1953-0H7: Ambassador to France. 1057-58: Deputy Under Secretary
of Rtate for Economic Affairs. 1938-09: Under Secretary of State for Economic
Affairs.  1959-0) : Under Secretary of State.

Honorary degrees: Columbia University, Hartford College, Harvard Univer-
gity, Lafayette College, New York University, and Willlams College.
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Awards: Legion of Merlt and Afr Medal for services during World War T at
Guwan,  Saipan, awd Phitipplnes.  Lafayette  Fellowship  Foundution  Gold
Mdal.

Other associntions: Mewmber of bonrd of overseeer, Harvared University, 1952«
08, Prustee, Groton Sehiool, 1953 to present. P'rustee, Motropolitun Museum of
Art, 1908-38 Mewmber of buard of governors, Now York Hlospital, 1947- 533,

The Coamvax, The Chair is not sure, but this may be his finst
appearanee before the Finance Committee as a0 witness, 1t may be
sid that we shall expeet him back soon ad often.

Mr, Dillon, you are weleome today, as you always will be,  Plense
he assurwd that the Finanee Committee will vespeet your views and
give them sineere consideration,

O you have n prepaved statement please mnke it at this tinme,

STATEMENT OF DOUGLAS DILLON, NOMINEE TO BE SECRETARY OF
THE TREASURY

Mre, Duoxs Me, Chaivman, 1 do not have any particular state-
ment, I have furnished the members of the committee with a brief
biography, and T am prepared to nnswer any question,

The Cistevan, Do vou have a hiography or a statement of your
background and qualilications?

Mr. Dirox, i had no prepaved statement vegarding that, Tt is
listed on iy biography, which shows briefly that T have spent my life
from graduntion to college until T entered Government service in
1953, working in the investment banking and investimment husiness in
New York.

This was inferrupted by 4 yeurs™ sevvice in the Navy during World
War I1,

After 1953 T seveved all my connections with the husiness in New
York and served | years in Fvance as Ambassador, and after that 4
years in the Department of State in vavious positions, terminating ns

Tnder Seevetary of State. - My primary duties in these positions, dur-
ing my service m the Department of State, was handling foreign eco-
nomie policy matters,

The Cuamsanx. Mre, Dillon, you ave, of conrse, familine with the
conflict of interest. laws?

Me. Dintox, Yes,sir,  Tam Mr, Chaivman,

The CramyaN., And I will read them:

Whoever being an offlcer, agent, or member or directly or indirectly interested
in the pecuninry profits or contracts of a corporation, joiut-stock company or
association, or any firm or partnership, or a businesxs entity, Ix employed or aets
as nn officer or agent of the United Ktater for the transaction of husiness with
such business entity, shall he fined not more than 2,000 or imprisoned not more
than 2 years or both,

I would also like to insert. in the record section 243, United States
Code, title 5, relating specifieally to restrictions upon the Secretary
of the Treasury:

No person appointed to the office of Secretary of the Terasury, or T'reasurer,
or Reglster, shall directly or indirectly be concerned or interested in carrying
on the business of trade or commerce, or be owner in whole or in part of any
sea vessel, or purchase by himself, or another in trust for him, any public lands
or other public property, or to he concerned in the purchase or disposal of any
public securities of any State, or of the United States, or take or apply to his

own use any emolument or gain for negotiating or transacting any business In
the Treasury Department, other than what shall be allowed by law; and
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every person who offends against any of the probibitions of this sectlon shall
be deemaed gullty of o high misdemeanor ad forfeit to the Unlted States the
penalty of 3,000, and shall upon conviction be removed from oflice, nud for-
ever thereafter be fncaputble of holding any oflice under the United States: and
It uny otier person than a publie prosecutor shall give information of any such
offense, upon which a prosecution and convietion shall be had, one-halt of the
aforesald pennity of 3,000, when recoverad shall be for the use of the person
giving such Information,

Now, do you have any interests in any compuny in conflict with
these provisions of the law {

Mr. Duox. Mre, Chaivman, 1 donot,

I have consulted with my legal counsel in this connection, who are
Shearman & Sterling & Wright of New York,

They have looked over all the statutes and have deawn them to my
attention,
~(The opinion of counsel referred to subsequently submitted by
Secretary Dillon, follows:)

BHEARMAN & STERLING & WmonT,
Nuiw York, N. Y. Januwary 10, 1961,

Hon. C. Dovoras DILLON,
Washingtun, D.C.

Deanr Mu. Doy : You have requested that we review your present business
and flunucial Interests fn the light of the provisions of section 243 of title 6,
U.8. Code, section 434 of title 18, U8, Code, and section 7214(h) of the Internal
Revenue Code, and ndvise you with respect to the propriety of your assuming
the oflice of the Secretury of the Treasury.

We understand that, if you are conlirmed, at the time that you becomoe S8ec-
retary of the Treasury your clreumstances will be as follows:

You will have sold or given away all of your direct holdings in every
business or income producing property, and all of your direct security hold-
fngs, except for the followlng stocks:

Celanese Corp. of Amerien.
Hercules Powder Co,
Interuationnl Paper Co.

Louisinna Land & Exploration Co.
Monsanto Chemical Co,

Olin Mathieson Chemical Corp.

J. C. Penney Co.

Reynolds Metals Co.

Strong, Cobb & Arner, Ine

Texas Eastern Trmnxmisslon Corp.
Unlon Carbide Corp.

United States & Forelgn Securities Corp.

None of these holdings amounts to more than 1 percent of the outstanding
stock of any of these corporutions, with the exception of United States
& F‘(zreign Securities Corp. in which you have owned 8!4 percent of the
stock.

You will have transferred all of the securities that you have not sold or
given away to Robert G. Payne, and a New York City bank or trust company,
a8 trustees under a trust agreement dated September 15, 1060, which trust
already holds certain State and municipal securities. The Income of this
trust will be payable to you, and you will retain the entire reversionary in.
terest, but you will have no control over the management of the frust. The
trust will provide that you may not nmend or revoke it while yon are Secre-
tary of the I'reagury, except that you may obtain withdrawals in cash. The
trust will prohibit the trustee from purchasing, owning, or dispoxing of secur-
ities or other property which yon could not yourself purchase, own, or dispose
of while you are Secretary of the Treasury, and the trustees will comply
with this prohibition,

You will continue to be the incomo beneficlary and have remainder in-
terests In certain trusts in addition to the trust dated September 15, 1000,
You will exercise no control over and have no power to control the activities
of the trustees and will not participate in the management of these trusts,
Under the provislons of certain of these trusts you may not dispose of your
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right to recelve the fncome therefrom. These trusts were seltied before you
were asked to be Sccretary of the Treasury, and you have no power to
revoke or otherwise vest the corpus of any of themn in yourself. The in-
vestiments of these trustz cousist principally of publicly held securities, and
Unfted States, 8tate, aml municipal securities, securities In family corpora-
tions which in turn own gecurities of the type just mentloned, and in family
corporations that own farms, None of the trusts will be directly or in.
directly interested In the manufacture of tobacvo, snuff, cigarettes, or in the
production, manufucture, rectification, or redistillation of distilled splrits or
fermented ligquors, or own all or any part of any sea vessel, or be enguged
in the purchase of any publie lnnds or publie property.

You will not be trustee of any trust, or a director, officer, or employee in
any bhusiness corporation,  You will not be eutitled to recelve compensation
from any persan or corporation other than the Unfted States.

You will not tanke any personul action ns Secretary of the Treasury coucern-
ing the busiuess of any trust {n which you have an Interest, or any corporation
or other business entity in which any such trast has any fnterest.  You will in-
gtruct youy subordinutes in the Treasury Department not to bring to your atten-
tion any questions concerning these trusts, corporativns, or other busiuess en-
titles.  You have given a power of attorney to others to represent you in
connection with the determination of any tax lHabilitics which you may have,
which power will be frrevocable while you are Secretary of the Treasury.

Based on these fuets, we have considered the following statutes;

(a) Rection 243 of title 3, United Ktates Code: This gection provides
that the Scecretary of the Treasury shall not directly or indirectly be “con-
cerned or interested in earrying on the business of trade or commece, or be
owner in whole or in part of any sea vessel, or purchase by himself, or
anothier In trust for him, any public lands or other public property, or be
concerned in the purchase or disposal of any public securities of any State,
or of the United States, or tuke or apply to his own use any emolument or
gain for negotinting or transacting any business in the Treasury Depart-
ment, other than what shall be allowed by law ",

(b) Bection 434 of title 18, United States Code: This sectlon prohibits any
person who is directly or llulirwtlv “Interested in the pecuniary profits or
contracts” of any mrlunulluu or other business entity fom acting as afl
officer or agent of the United States for the “transaction of business with
such business entity".

(¢) KRecetion 1215(0) of the Internal Revenue Code: Thig section prohibits
any internal revenue oflicer or employee from being interested directly or
indiretly “in the manufacture of tobacco, snuff, or cigarettes, or in the
production, rectification, or redistillation of distilled spirits” or in the
“manufacture or production, rectification, or redistillation or production of
fermented liquors™,

On the basis of these facts, we are of the opinion that you will not be in
violntion of any of the above statutes upon your assuming the office of Secretary
of the Treasury.

We also call to your attention the following statutes:

(a) Bection 281 of title 18, United States Code, which provides that no
hend of a Government department ghall directly or indirectly receive or
agree to receive any compensation for any services rendered or to be
rendered, either by himself or another, in relation to any matter in which
the United States is8 a party or is directly or indirectly interested before any
department or agency;

(b) Section 1901 of title 18, United States Code, which probibits any
officer concerned In the collection or the dishursement of the revenues of
the United States from carrying on “any trade or business in the funds or
debts of the United States, or of any State, or {n any public property of
either"; and

(c) KRection 1914 of title 18, United States Code, which probibits any
Government officinl or employee from receiving *“any salary in connection
with his services as such an official or employee from any source other
than the Government of the United States, except ar may be contribnted
out of the treasury of any State, county or municipality,” and also prohibits
any person, agrsociation or corporation from making uuy contribution to, or
in any way supplementing the ralary pf, any QGovernment officinl or employee
gfor tl'n,c services performed by him for the Government of the United

tates.
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You have stated that you are aware of and will comply with these provislons,
and accordingly, in our opinion, thiey preseut no impediment to your assuming
the office of the Secretary of the Treasury.

Very truly yours,
SHEARMAN & BrERLING & Watony,

Mr, Diront I know there are a number of them which specifically
apply to the Secretary of the T'reasury and, as a result, I have made
certain dispositions, and they have ussured me in an opinion that I am
not in conflict with any of these laws, and that I am perfectly free to
undertake the duties of the Secretary.

I would like to say a word to the committee about my present situ-
ation. I own directly and through irrevocable trusts securities in a
number of corporations that are engaged in a broad range of business
x;cli\:gties. The same is true of other relatives and members of my

amily.

I agl not. now and have not been for the past 8 years active in the
affairs of any of these corporations,

I am neither a director nor an officer nor in any other way a par-
ticipant in the operation of any of these corporations, and I will not
be while I occupy the position of the Secretary of the Treasury, if 1
should be confirmed.

I have recently also resigned as trustee of all family trusts of which
I have in the past been a trustee,

I am disposing of certnin of my interests. As I said previously,
my counsel has reviewed the interests that I am retaining, and have
advised me that T may properly retain them while I am Secretary
of the Treasury. .

The only direct interests which I am retaining ave securities in
12 companies, |

I have given a list of these holdings to the chairman, pursuant to
his request.

In no case do I own as much as 1 percent. of the outstanding securi-
ties in any of these companies, with one exception, the U.S. &
Foreign Securities Corp., in which I own directly about 814 percent
of the stock. .

U.S. & Foreign Securities Corp. is a regulated investment company
listed on the New York Stock Exchange which holds securities in a
large diversified number of corporations. The portfolio of U.S. &
Foreign is made public under the regulations at quarterly intervals.

(The financial statement of United States and Foreign Secuvities
Corporation for the quarter ending Sept. 30, 1960, was susequently
furnished to the committee and appears at pp. 57-67.)

My family and the irrevocakle trusts to which I have referred also
have substantial holdings in this company.

All of the securities which I mentioned and which are owned by me
and that cash realized from the sale of certain other assets will he
transferred by me to an existing trust which also holds certain State
and municipal securities,

This trust, which has been a revocable trust, will become irrevo-
cable as long as I vemain in Secretary of the Treasury.

The trustees, who will be n New York City bank and a financial
adviser, will control the investment and maunagement of the securities
in the trust without any reference to me.
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I have instructed them in making this trust irrevocable that they
should make no investments in any security that would not be proper
for me as Secretary of the Treasury to hold. )

I will receive the income of this trust and will reserve the right
to withdraw cash, and cash alone, from the trust, for my own use,
that is. State and municipal securities will be held until they are
paid on maturity or until I cease to be Secretary of the Treusury,
and neither I nor the trustees of the trust will purchase or sell any
such securities while I am Secretnrg

I have been advised that the Secretary of the Treasury, in the
courss of his duties, does not ordinarily pass on matters affecting
specific companies,

In any event, if I am confirmed, I will not transact business with
any company in which I have any interest, direct or indirect, and
shall instruct the appropriate persons in the Treasury that matters
involving such companies shall not be brought to my attention.

I have also considered my position in the event that corporations
in which I have an interest should be involved in tax cases.

Again I am advised that cases involving the liability of specific
companies do not normally come to the attention of the Secretary.
In any event, I shall instruct the appropriate persons in the Treasury
not to bring cases involving such corporations to mg attention,

I have given a power of attorney to certain individuals to repre-
sent me in all matters involving my own personal tax returns, which
power shall be irrevocable while I am Secretary of the Treasury.

The Caamaan, Mr, Dillon, did you state that the United States &
Foreign Securities Corp. has any financial transactions with the
Government {

Mr. Diron. No, sir; it hasnot.

The Citamraran. Thereare none of any contract?

Mr. DrroN. No, sir. It is a regulated investment company which
merely owns publicly listed securities,

The CHAIRMAN. 6f course, the Treasury Department has little
procurement in the sense that it makes contracts or purchases,

Mr. Diron. That is my understanding.

The CHaryaN. I would like to nlso make clear the independence
of the Commissioner of Internal Revenue. He is appointed by the
President and confirmed by the Senate.

Mr. Diuron, That ism understandinfg.

The Crammman. To what extent would you be able to influence or
control any actions of the Commissioner of Internal Revenue in

ard to refunds of taxes or anything elsef

fr. DiLoN. I have been informed that, as a matter of practice,
these individual items are handled by the Commissioner and do
not come to the Secretary of the Treasury.

However, to make certain I do intend, if I am confirmed, to issue
clear instructions, which I would like to discuss with the General
Counsel, to make certain that no such questions that might have
anything to do with any company in which I had any interest, direct,
or indirect, are brouﬁht to my attention. They would be left with
the Commissioner of Internal Revenue. ‘ ,

The Cnamman, In fact, while it is not strictly' an independen
agency, it i8 my understanding that, throughout the years the Secre-
tary of the Treasury has not attempted to influence in any way the
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Commissioner of Intermal Revenue in regard to taxes, refunds of
taxes, or anything else. Is that your understanding?

Mr. Drvon. That has been my understanding; yes, sir.

The Cunamran. Now, Mr. Dillon, there ure just a few statements
that should be made here.

The Senate Finance Committee has jurisdiction over legislation
with respect to Federal taxation, debt and interest, tariffs and cus-
toms, socinl security, veterans' compensation pensions, and insur-
ance. These are important matters, and the Treasury has a direct
interest in most of them, and indirect interest in the others.

Proper consideration leads to committee examination of the need
and sources of revenue, tax rates, and the ability to pay.

The committee is interested in deficit financing and surplus, size
of the Federnl debt, its management, limitation, and its cost.

The committee has responsibilities with respect to foreign trade
and, therefore, with such related matters as the balance of interna-
tional payments, and the position of our gold reserves. You, of
course, understand that any and all of these matters may have an
effect on inflation,

There are just several questions; I noted that Mr. Paul Samuelson,
professor of economics at Massachusetts Institute of Technology in
a report of the President-elect, recommends that Congress should
delegate to the President authority to fix tax rates. Would you
approve of that{

Mr. Dirrox. Mr. Chairman, I would think that this would be a
matter entirely for the Congress to decide,

It certainly would be most unusual, unique thing for the Congress,
which represents the people, to delegate the taxing authority to the
Executive,

I have not formed an absolute opinion on the matter, but certainly
I would think this was a matter that was totally within the purview
of the committee and the Congress to decide whether they were in-
terested in doing this sort of thing which, as I say, would be quite
new.

The CnamyaN, You have no present intentions of recom-
mending——

Mr. DiLron. No, sir.

The Crarraran, To the committee an action of that kind ¢

Mr. DiLroN. No, sir.

The CHatrytan, Would you approve of a tax reduction that would
create a deficit?

Mr. Drron. Mr, Chairman, I notice that was in this report as a
possibility.

At the time of the last recession in 1958, I understand this was
also recommended as & possibility by Mr, Arthur Burns, who was
Chairman of the Councif)of Economic Advisers at that time,

There is a substantial belief among economists that a temporary
tax reduction, which would z;ppl principally in its major 1mpact
to the people who need the funds most, by increasing Xurchasing
power, would be very effective in stopping a trend toward recession.

However, there isjalso the belief that this should not be used,
because of its im acl on increasini the deficit, except in severe cir-
cumstances, and I think you would have to judge that situation at
the time. Certainly, again, I have no present intention of making
such a recommendation.
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The CuamsaN, You think that a balanced budget is important,
I imagine, under the view of the fact——

Mr. DiLron. I{ig}lly important.

The CuamyaN, That we have such a tremendous debt

Mr. DuLoxn. 1ighly important, Mr, Chairman. .

I think that the basic thing about a balanced budget is that it
should be balanced over a period of years, not too long, over the
business cycle. In addition to being balanced there should be some
provision over that period for reduction in the debt,

It is, I think, impossible to be rigid about this so that you have a
balancy every ycar, because under our tax system, our revenues ?o
up and down rather rapidly with the business c{clo, and it would
not be ngct,icable to reduce revenues that drastically every time there
was a dip.

But certainly, every lime we have a boom we should take in ade-

uate revenues to have a surplus, and I would say the surpluses
should be Jarger than they have been in the immediate past.

The Cusmay, It Ins been suggested that the Federal dobt ceil-
ing be abolished. Have you formed an opinion in regard to that?

{r. Divon. 1 think on the question of the debt ceiling, Mr. Chair-
man, that as far as the operations of the Treasury are concerned,
there is no disadvantags to having a debt ceiling as long as we have
within the debt ceiling adequate flexibility to operate so that we are
not forced into unusual transactions to stay within the debt ceiling.

_Yl\"ith such a cavent, I have no objection whatsoever to-n debt
ceiling.

The Cuamean. Mr. Dillion, a year ago the Budget Bureau esti-
mated a suré)lus of $42 billion for the current fiscal year ending
next June 30,

This situation has been growing steadily worse since that time.
In October the surplus estimate was $1.1 billion, and I understand
now that we will be very fortunate if we have a balanced budget
to this year. '

I am inelined to think that we will have a deficit this year and,
perhaps, & larger deficit, considerably larger, the next fiscal year,
unless expenditures are reduced.

In the 12-month period ending next October the Treasury must
refinance $79 billion of the old debt, including some treasury bills,
and that is going to be a formidable underta i|}§

Unless Congress takes affirmative _action, the Korean war excise
and corporation taxes will expire on June 30.

This would result. in a loss of revenue of nearly $4 billion a year,

The statutory limit on the Federal debt is now fixed temporarily
at $293 billion; the permanent limit is $285 billion.

Undorr the law, the limit will revert to the permanent limit next
g}illy 1if no action is taken. The actual debt is now around $200

illion.

Under thess circamstances now, I was wondering if you would
like to give some genersl statement of your views on excessive Fed-
ernl spendinf,r, deficit financing, the size and limit of the Federal debt,
and generally the need for sound fiscal policies at this time,

Mr. Diton. Well, X would certainly hke to say, Mr. Chairman,
that I think that everything that we do in the United States, every-
thing which we wish forr our people, our position in the world, in

)
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mrticular, and that means the position not only of the United {3tates
it of the whole free world, depends on the maintenance of a strong
and sound economy in the United States which, in turn, depends on
having a sound fiscal system,

I think I have made my views clear about the question of bud'getm'y
deficits, the fact that we should have a surplus over a period.

Everything that I am told leads me to believe that there will be
n possibility of a deficit in the year 1962 hecause of the decreasing tax
revenues, particularly from the corporate tax, as corporation profits
have been decrensing very sharply during the past © months,
Certainly, the deﬁt celling wil? have to—there will have to be
further legislation on this during the course of this session becnuse
it will not be practicable or possible to live within the permanent
ceiling. So that will be something which the Treasury Department
would be bringing to this committee later this spring.

The Cnamyan. Now, Mr. Dillion, the present Reciprocal Trade
Agreements Act will expire within the next 18 months. The com-
mittes will recall the opposition to this legislation when it was last
before Congress.

I may say that I have been a strong advocate of the Reciprocal
Trade Legislation. I helped to enact the first Reciprocal Trade
Agreement Act.

ut I think it ought to be reciprocal. If we reduce tariffs for
other nations, they ought to reduce tariffs for us. I think it has
gotten somewhat out of hand, Frankly I must say to vou, that
there is much dissatisfaction with the methods by which the Reciprocal
Trade Agreements have been made,

It is certainly true in certain areas of the domestic industry, It
is not too early to begin to give serious consideration to this matter.

While our export trade niay be the one single bright spot in our
balance of foreign ¥uymeuts picture at the moment, it is more than
canceled by other factors, including foreign aid, foreign competi-
tion, capital investment abroad, interest rates, migration of U.S.
industry, tourism and so forth.

The fact is that our deficit in the balance of international pay-
ments has been a matter of growing seriousness since 1957. I think
you would thoroughly agree with that statement,

It is largely responsible for the loss of $5 billion of our gold
which has gmw out of the country in 3 years.

Our gold reserves are now less than $18 billion, at the lowest
level in 20 years. Twelve billion dollars of this backs our currency,
and deposits and foreign governments and banks still have large
claims on our geld if they choose to demand it.

The situation, combined with the prospect for more deficit financing
?nf(ii tgiebt-, rpises the possibility of many implications, including
inflation.

. Tam not %oing to ask you today, Mr. Dillion, as to what you have
in mind with respect to correcting this imbalance of payments which
I regard as extremely serious. You and I talked it over very fully

in my office. ’

We know of your recent trip to Europe with Secretary Anderson.
We know that most careful consideration must be given as to what
can be done. And I may say that the Senate Finance Committee
In executive session would like to confer with you in regard to this
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vory serious situation. 1f it continues much longer, as you know,
the gold level will be down to the $12 billion which is dedicated to
backing our own currency,

f you desire to make any statement now I am sure the cu.nmittee
would like to hear it, or if 'you desire to make it in executive session
by reason of the implications abroad, the committes will be glad
to arrange such a session for that purpose.

Mr. Do, Mr, Chairman, I a preciate that offer. T would like
to say now that I quite ngree that tllns is a very serious problem, this
question of the balance of payments,

1t is a problem which T believe we have in our power to solve, and
solva in n way that will not adversely affect the general economy of
the free world.

It cannot be done over night, but. we must move resolutely and
steadily to reach n solution which will bring our payments back into
overall balance,

I would not. want to discuss in various detail the vurious stops that
might be taken until such time as they are definitely decided; by that
I mean discuss in detail in open session,

I would be very glad, if the committes would so desive, to discuss in
any detail that the members of the committes desive all possible steps
that could be taken in that connection.

The Cuamxran. Thank you very much Mr, Dillon.

Senator Kerr?

Senator Kerr.  Mr, Secretary, you told the chairman that you had
received n legal opinion on, No. 1, requirements of the luw with refer-
ence to what securities or assets might be appropriately owned and
retained by the Secretary of the Treasury.

No. 2, to the eflect that you have handled your own portfolio of
assets to conform with the law.

Would it be appropriate, in your thinking, to advise the committee
the nume of the counsel who advised you?

Mr. Dinron. Yes, Senator, I did so state. It was Shearman &
Sterling & Wright of New York City, 25 Exchange Place.

Senator Kerr.  Would you be erfectl?- at ease mentally to provids
a copy o7f the opinion to any member of the committee who would like
to see it.?

Mr. Divton.  Yes, Senator, I have no objection; in fact, I would
be very glad to doso.

Senator Kerr. Now, you mentioned your ownership in the United
States and Foreign Securities Corp., and advised that it was a duly
regulated investment company, and that its operation was the pur-
chase and holding of stocks in various corporations. Where the cor-
poratgons in which it owns stock, are all of them American corpora-
tions?

Mr. DiLon. The great majority of them are, Senator. Thereare a
few foreign corporations, I think, that thely may have an intereet in,
such as Aluminium, Ltd. which is a Canadian corporation, and there
may be two or three other relatively small investments in other for-
eign corporations. Foreign investment is a very small part of their
business, even though it has been in their title since the company was
formed, which I think, was in 1924, but they have never been active in
foreign investments. :

’
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Senator Kenr. They own enough percentage of the stock of any
of tho? corporations in which they own stock to be the controlling
owner

Mr. Dron,  No,sir; notatall, .

Senntor Kern, Do they participate in the management of the
corporations in which they own stock {

Mr. DiLroxn.  No, sir; they do not.

Senator Kerr. And do not seek to determine the policies of them?

Mr. Dinron, No,sir; Pu;‘ely an investment company,

Senator Kerr, The chairman was asking you about the financing
that would be necessary by the Treasury in the years ahead.

I believe the short-term debt of the Treasury of the Government
has increased some 50 percent, maybe, in the last 8 years, from some-
where in_the neighborhood of $560 billion to now in excess of $75
billion. Is that approximately—

Mr, DiLron. The figure I understand is that debt due within 1 year
isapproximately $75 billion now,

nator Kerr. And he mentioned the amount that would have
to be refinanced in what period of time?

The Cuairaan. This year.

Senator Kerr. You did not include 2 years?

The CairMAN. No; 1.

Senator Kerr. What is your opinion, generally Mr. Secretary,
as to the advisability of increasing the amount of the public debt
into the form of long-term indebtedness?

Mr. DiuroN, Waell, certainly for a matter of balance in the public
debt, it would be far better if we could extend some of it into longer
obl%gutlons. That will be something which we will be concerned
with.

Each specific operation that one undertakes, however would have
to take into consideration the situation at the time, including the
general state of the economy.

One of the problems that I have noticed, although I do not con-
sider myself in any way an expert in this field, but one of the prob-
lems which has been brought to my attention is the very large amount
of Treasury debt that will be maturing in the range of 1 to 5 years
over the next 5 years. So there will be a particularly heavy burden
on the Treasury in the coming 2 or 8 years to extend some of this
debt to a longer range or this figure of $75 billion within 1 year
would increase very substantially; and egenemlly the impression is
that this would make handling of the debt more difficult and would
not be a thing. .

That does not mean that some increase in that asmount might not
be acceptable as a means of providing more credit in the economy.

Senator Kerr. Have you any specific recommendations in mind
at this time that you expect to make to the Congress seeking to pro-
vide a better environment in which the Treasury could increase the
percontage of the public debt into long-term indebtedness.

Mr. DmioN. No, sir; notat thistime.

As one of the matters of high priority which we will be studyin,
if there are any recommendations to make to the Congress, we
naturally do so after first informing the committee,
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- I would like to say hero that T am very happy at the fuct that we
have been able to obtain the services as Under Secretary of the
Treasury designate for Monetary Affairs of Mr, Robert Roosa of
New York, who has been a vice president of the Federal Reserve
bank in New York for some years and who is n_highly competent
expert in this field. ITe has had personal experience in the Open
Market. Committee operations, and has been the vice president for
research, which covered the whole field of Federal Reserve opera-
tions, and certainly his advice in this general area will be important,

Senator Kerr. T have been very interested in learning of the
designation of Mr. Roosa for that position and in his bucﬁm*onn(l
* Thoe Senator from Oklnhoma has been quite vocal in the past in his
ceriticisms of the monetary control policies that have been in effect.

He has tried to make it clear that in his judgment the Treasury
actually—the U.S. Government and its Treasury acting as its agent—
is in the posture of any other borrower secking credit from the sources
which are available to it.

However, he has been quite awarse, and has said a good deal about
the fact that the environment in which the Treasury moves to secure
its credit or manage its debt is the same environment in which big
business and litt]aq:’usiness and individuals and States and counties
and municipalities and school districts all have to move in manag-
in¥ their debt and securing their credit; and that this environment
is largely created by the Federnl Reserve Board, and that the Federal
Reserve System is a creature of the Congress, one arm of the Govern-
ment, the same as the Treasury Department, being a creature of the
Government, and part of the executive arm of the Government; and
in the opinion of the Senator from Oklahoma, the Federal Reserve
System has been operated in the past 8 or 10 years in a manner which
has made it more difficult for the Treasury or any other borrower
to fiscnl affairs on the economic basis which it has seemed to the Sen-
ator from Oklahoma, the Treasury and the Government and the
people are entitled to have,

herefore, the criticism that I voice at this time with reference to
the monetary controls in existence in our country is aimed directly
at the operation of the Federal Reserve System, and it seems to the
Senator from Oklahoma that as the Treasury looks ahead into the
next 5 yearsé the handling of the refinancing of literally hundreds of
billions of dollars, it is going to be confronted with one of these
et ot h to oonvert larger and 1 f th
" “That of. havi ove r and larger percentages of the
public debt int;nglrrent liabilities, that is, shogterm indel;gt:lness of
1 or 2 years, or face the necessity for increasing interest rates to secure
long-term financing, or have the cooperation of the Federal Reserve
System in creating an environment in which long-term financing can be
accomplished under the present interest rate ceilings.
- I would be happy if you had any observation to make on that
statement to have yon do so.

Mr. DiLroN. Senator, the only obssrvation I think I would like
to make on that statement is that my own feeling is that there should
he the closest cooperation and coordination between the Treasury De-
partment and the Federal Reserve Board. o

Certainly, I have not enough familiuritg myself with the action of
the Board over the past 8 or 10 years to have any valid opinions on
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that, and I am very appreciative of recoi\'in;: the views of the Senn-
tor from Qklahoma aud‘ the other members of this committee. It will
be helpful,

I do feel though that for the future T have no reason to expect that
thers will not be real cooperation beween the Federal Reserve Board,
the Federal Reserve System, and the Treasury.

I fully expect to have it, and feel that this is a necessity if we
gre gloing to handle our debt and face the future in the way it should be

need.

Senantor Kerr, I want to say that you are going to have the best
wishes of the Senator from Oklnhomn, the benefit of any contribu-
tion he can manke; and he is fully aware of the limited contribution
that can make in developing appropriate cooperation there because
he is convinced that you are up against one of two stone walls; either to
get more effective cooperation from the Federal System or be con-
fronted with the necessity of bearing a burden which may be even
too heavy for the U.S. Government,‘!\) having to convert excessive
percentages of the public debt into short-term ﬁnmxcix:‘g.

Now, you have had some questions about a balanced budget. I pre-
sume it is a basic principle that the relationship between income and
expenditure determines whether or not there is a surplus or a deficit?

fr. Driron. That is correct,

Senator KXerr. That the Congress of the United States alone takes
the actions which determine, on the one hand, the income, and, on the
other hand, the expenditure?

Mr. Drox. That is absolutely correct.

Senator Krrr. I am sure that you, as Secretary of the Treasury,
and the administration will have very positive ideas as to both items;
that is, what the income shall be and what the expenditures shall be.
But you can determine neither, and since the Congress alone can
determine them, and since the Congress alone does determine them,
your responsibility in the matter is to handle either the happy burden
of any surplus that might accrue or the heavy burden of managing the
debt in the midst of any deficit that might result.

Mr, Druron. That is correct, Senator.,

'We do have a responsibility for making recommendations, but Con-
gress disposes of those recommendations, and then our job is to handle
the management of the debt accordinglgr.

Senator Kerr. And you do have the responsibility if Congress
upprogriates more money than the income makes possible on a cash
basis, borrowing the money in the most economic manner that you can
to meet the requirements of paying for the Congress-appropriated——

Mr, Dirron. That is correct. ‘

* Senator Kexr. I believe that is all, Mr, Chairman.

The CrARMAN, Senator Wililams?

Senator Wririanms. Mr. Dillon, I join the chairman and other
members of the committee in welcoming you here this morning and
expressing the gratification to which we are looking forward, to
working with you in the years to come.

However, in connection with the questions raised by the Senator
from \Oklaixoma, one of them—do you have any reason to expect
better cooperation or a closer working arrangement with the Federnl
Reserve System than that which has mstos between the Secretary

04271—61—2 : :
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of the Treasury and the Chairman of the Federal Reserve System dur-
ing the past 8 or 10 years!?

I, Dirox, It is a bit difficult. for me to answer that question
flatly, Senator, because I am not—I have no way of knowing of my
own knowledge what those relationships were between the Secretary
of the Treasury and the Chairman of tlllo Federal Reserve Board dur-
in§ the last 8 or 10 years. .

Towever, I have had a full discussion with Chairman Martin of
the Federal Reserve Board and, as n result of this, I do have the
feeling that there will be very close cooperation between the Treasury
and Federal Roserve, and I look forward to that sort of cooperation,
Ho has assured me that is his desire, as it is mine,

Senator WrLriams, I am confident that it is, but my question was
directed to whether or not you intended to infer that such close ar-
rangement, working arrangement, had not been prevailing in the
years preceding this period,

My, DinroN. No, sir. I intended to state very clearly that I had
no judgment as to what the relat,ionshi&) was in the past., Certainly
I feel that in the recent past, when I have had some peripheral
knowledge of it, there has been a good relationship there, But I was
not. aven in this country for 4 of those years, so I have very little
knowledge of what the relationship was at that time.

Senator WrLr1aMs. Do you favor the maintenance of the independ-
ence of the Federal Reserve Board #

Mr, Diron, By independence, if you mean independence in the
duy-lto-gay operations, independence from the Executive, I cer-
tain 0.

I Xo feel that the Board should remain independent. I do feel
that the Board and the Treasury should cooperate.

I do not necessarily think that independence means that thers should
be action without consultation and without cooperation. I think
that we can maintain a full independence and, at the same time, have
cooperation.

enator Witians, I agres with you on that. But I wondered
whether or not you felt, as Secretary of the Treasury, you would have
at any time the right to dictate to the Chairman of the Federal
Reserve Board.

Mr. DiLLon. None whatsoever.

Senator WiLLiazs. Thank you.

At the time your appointment was first announced Mr. Kennedy
made this statement, and I wish to quote:

There is a general agreement between Mr. Dillon and myself that the American
economy must move forward. We must provide for a satisfactory rate of
growth. We must try to maintain as close as possible full employment, Mr,
Dillon and I are in complete agreement on all of these questions,

Now I accept that as a basis. But going over to the Los Angeles
platform there are a couple of questions I would like to ask you in
connection with that, which deal with this same subject, and I am
quoting from the platform: ‘

We believe that our economy can and must grow at an average rate of §

percent annually, almost twice as fast as our average annual rate since 1953,
‘We pledge ourselves to policles that will achleve this goal without inflation.

Now do you agree with and, if so, what steps would you
moommend{hut we take to atélﬁg’ve it ’ ps y
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Mr. Dirox. Senator Willinms, I have on many occasions stated
my belief over the past years publicly that we, asa nation, have to have
o more rapid rate of economic growth, particularly in the rato of in-
crease in our industrinl production than we have had in the past few
Years.

I believe that such an increase is possible without inflation, and
that there is no contradiction between a sound fiscal policy and more
rapid rate of growth,

he countries of Western Kurope have in the Yust. few vears been
able to maintain more rapid rates of growth and to avoid inflation.
I think wo should do everything possible to achieve a similar result,

What the exact rate of growth should be is a very diflicult thing
for me to have an opinion on. It certainly should be enough to ab-
sorb our lnbor force so that we have relatively full employment.

I know that. this is not a matter that is entirely within the province
of the Government. I am not. trying to so indicate. Certainly it is
our private enterprise system that has to carry the great burden here,

But I think it 18 the province of the Government to do what it can,
through its policies, to encournge this sort of growth,

I do not think there is any difference here in this view in our coun-
try because certainly I know that the policies of the Republican
Party, as announced in its platform, also favored a more vigorous
and rapid economic growth in the future than we had had in the
pu?'t, and felt that this could also be combined with a sound fiseal

olicy.
P Sen’mtor Wmriaxms, And, as I understand it, except that being in
favor of it you have no specific pvints in mind through which you
would take any steps or actions{

Mr. Diron. I have no specific things to recommend at this time,
llo.

Senator WiLLiays. Continuing with this platform, I notice that
they make some specific recommendations, and in quoting they say:

As the first step in speeding economic growth, a Democratic President will
put an end to the present high-interest, tight-money policy.

Do you ngree with that step, and do you consider the past 8 years
that have been a period of high-interest, tight-money policy

Mr. DiLroN. Again, this is out of my field. It is very difficult for
me to comment on what the policy has been.

Certainly I understand that duririg periods of boom there has
been a relative tightening of credit. I think in the present situation
it is of interest to stress the fact that the Federal Reserve Board be-
ginning sometime last s&riné in a series of actions has very substan-
tially eased credit in the United States and has also reduced the
rediscount rate twice, and so £ think that the situation, as of now, as
a result of those actions, cannot any longer be characterized as one
of tight money, and our interest rates have also gone down.

Senator WiLriams, Well, does that mean that you would character-
ize them as tight money in the period immediately prior thereto?

Mr. DmioN, As ti%ht money immediately prior thereto?

Senator WrLLiAMB, Yes.

Mr, Drron. I think that the Federal Reserve Board themselves
would say that they had—that one of their duties was to restrict
credit in a period of incipient inflation so as to avoid inflation.
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Now the words “tight money” have certain unpleasant connota-
tions, and I do not think that they would probably like to use those
particular words, but certainly they do restrict credit,

Sonator Winniays, Do you think it would be important that the
Congress should take action to remove the present ceiling on long-
term Government bonds? '

Mr. Diron, This 4% -percent ceiling is a matter of very con-
sidorable controversy., ‘I have not as yet had the opportunity to
come to any firm conclusion about it because I understand it was
debated at %euglh last year in this committes and 1 would want to
familinrize myself in detail with the views on both sides before com-
in%to a definite conclusion,

‘ortainly, I think that the Treasury does need the maximum flexi-
bility in_refinancing in the longer maturities the debt that will be
coming due over the next 4 or b years, and it may be that this would
be a thing that we would require to accomplish this successfully.

Senator WiLriams, Well, do you think that the ceiling on the
long-term bonds has been a handicap to the Treasul"y Department in
the past few years, and is responsible for the fact that we have such
1‘1’ lnrge percentage of our debt today maturing in the 1-to-2-year

0818

Mr. Dinron. It is certainly true that over the past couple of years
tho ceiling on the debt has prevented the Treasury Department from
issuing long-term debt and, to that extent it can be said, certainly
accurately, that it is responsible for a portion of that debt moving
into the shorter term, the 1-year cutegox('(.

Whether without the ceiling it would have been practicable or pos-
sible to refund all this very large debt that has moved up into the
1-year category into a longer one is another question. Some of it
certainly, but I am not sure that all of it could have been.

Senator WiLriaams. Do you think Congress was wise in rejecting
the removal of that ceiling at that time, based upon your experience
in the banking field ?

Mr. DiLrox. I do not think I would want to comment, Senator,
on the wisdom of Congress. '

Senator WiLrtazs, Well, I will put it this way: Do you think
that in a similar situation, if it arises, would you recommend the
removal of the ceiling?

Mr. Dinron. I certainly would leave myself clear to do so. This
is going to be one of the things that I think we should address our-
selcves to relatively early in the coming months and reach a definite
position on,

As I said before, I would not want to come to a definite conclusion
myself until I had a chance to read the story on both sides.

I notice that the Joint Economic Committes reports, whose re-
ports I have read, indicate that maybe it would be appropriate to
remove such a ceiling if there were certain fiscal—certain reforms in
fiscal and monetary practices.

Certainly we want to look at this whole field before we reach a
definite conclusion on this.

I do not want to say right now that we would feel the need of
requesting removal of this ceiling in the immediate future. Quite
to the contrary, on the other hand, we may very well do so. I would
like to leave this question open.
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| Selgmtor Winriays, You reserve the right to request it at a later
date

Mr. DiLron, That is right.

Senator WirLLiass, And you think you may well request it, is that
correct §

Mr, DinroN. I cannot make any further comment except that we
will keep ourselves open on that.

Senator WrLnianms, Continuing from this platform:

First, we shall end the gross waste in Federal expenditures which need-
lessly raises the budgets of many Government agencies.

On that we can be in agreement.

The most conspicuous unnecessary item s, of course, the excessive cost of
interest on the natiunal debt,

You commented on that,

Becoud, wo shall collect billions in taxes which are owed to the Federal
Government but not now collected.

Do you know of any particular place where such billions as you
may recommend—where we could find them?

Mr, Diton. Well, as I understand it, what that particular recom-
mendation was directed to, Senator, was the fact that there has been
a feeling that there have not been enough agents in the In-
ternal Revenue Service to do as complete a jogeof checking tax
returns as would be advisable, and that as we put on more agents in
the Internal Revenue Service, each one of these agents has been able
to bring in a great deal of revenue, very much more than the cost of
the agents,

I understand that this is a continuing program, and that the budget
will be coming up and will request again more agents. I have no
way of personally having an opinion on the amount of extra funds
that can be brought in there, but certainly the record shows that
having better enforcement, more agents, is a source of additional
funds, and we shall certainly pursue this, provided the Congress gives
us the funds for extra agents.

Senator WiLLiaas. Well, that was one of the recommendations, of
course, and there is not too much dispute about that. But here are
some other suggestions they made:

Third, we shall close the looploles in the tax laws by which certain privileged
groups legally escape their fair share of taxation.

Among the more conspicuous loopholes are depletion allowances which are
fnequitable,

How do you feel about depletion allowance?

Mr. DiLroN. The depletion allowance is certainly a very controver-
sial matter.

Senator WirLiays. Secretary, you are going to have to move into
some of these controversial questions, Mr. Secretary.

Mr. Dinrox. I am not yet the Secretary. [Laughter.}

We will, Senator, have to reach a recommendation on this matter.

I think that the time has come when there probably has to be or
should be a very intensive study of the whole income tax structure
with recommendations on a number of matters. And certainly if
we are going to be able to reduce the overall rates and, particularly,
the highest rates which are an inducement against or counter-induce-
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ment. to achieving the best effort, we can only do so after taking very
real action to close whatever loopholes may exist,

Now in the depreciation allowance that has been—

Senator Wirniaas, Depletion allowance is what I am talking about.

Mr, DiuroN. The depletion allowance, that has been on the books
for many yeamrs. There are depletion allowances for many items,
By far the most controversial is the oil and gas allowance because
it is the largest, and not only in percentage but in the amount of
money that 18 involved.

Certainly I am fully openminded on this question and intend to
study it very closely, and I think that we will, the Treasury will,
definitely, of course, have n position at the appropriate time later
this spring one way or the other on that. But I wouldn't want to
take a position on it now,

Senator WirLrLiaas, It was my understanding that President-elect
Kennedy is in favor of studying possible revision downward in it,
and since you were so closely in agreement, I was wondering if this
was ono of the points in which you had reached agreement to reduce
it.

Mr. Do, No, sir. We did not discuss this in any detail; and
I, as T understand his position, he was in favor of a careful study
of this matter but did not indicate whether he favored or would
tend to favor n revision downward or no change. He would make
up his mind after receiving all the facts.

Senator WrrLriams. Well, T agres we need a study, but we do not
raise much revenue from studies, as you know.

Mr. Drrron. That is correct.

Senator WiLrtams, There is another suggestion that we should
repeal the present 4 percent dividend credit. How do you feel
about that? :

Mr. Dmron. That again is something that we will have to turn
our attention to early.

T would say that this, as T understand it, is a particular provision
that was inserted into the law—was inserted as a first step toward
removing the idea of double taxation on corporate income, which is
taxed once to the corporation and again to the individual when he
receives it as a dividend.

I think it is fairly ohvious that a 4 percent deduction does not go
very far in achieving that general principle, and to my mind there
is some real question whether it is advisable to maintain this particu-
lar provision, which certainly appeals and gives a greater benefit
to those individuals, stockholders, who are in the substantially higher
tax brackets.

My feeling is probably it was enncted because Congress felt that
tax brackets were on the high side and it, rather than change them,
made this adjustment which, in effect, reduces them. But I think
there is a real question whether this should continue.

Senator WrLLiaMs. And without taking any firm position you are
inclined to feel that that may be advisable to eliminate that. feature?

Mr. Diuron. It could be; yes, sir.

Senator WrLrrams. But you do not have any firm opinion on the

depletion allowance? ’
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){v. Dirrox. No, sir; or on that. I certainly feel that needs more
study.

Sen?ator WirrLiaxs, But you are more fixed in your opinion on that

oint
P Mvr. Dinrox. Aninclination; yes, sir.

Senator WiLLiaMs, Yes,

In order to promote full employment, the Democratic platform promises
that If recesslonary trends appear we will act promptly with countermecasures
such as public works or temporary tax cuts,

Now, I think the chairman touched on that, but would you approve
expensive public works programs and taxcuts during a period of
recession as a check ?

Mr. Diuron, I think I touched, in answering the chairman, on my
views regarding tax cuts,

Regarding public works, the real problem thers seems to me the
type of |l)ub 1o works that onoe moves into,

ery large-scale, long-term public works do not seem to me to be
vory appropriate for counteracting an immedints recession, because
it takes a long time for the actual expenditure to start after the particu-
Iar public work has been approved sometimes 2 or 3 years., And
expenditures often then come at a time when the recession is no lonFer
in effcct, and we actually might be in a boom period when, for that
urpose, they would not be required, although they might very well
e required because of the public work itself,

On the other hand, if there are smaller, more localized, public works,
particularly in areas where there is particular economic depression,
so-called depressed areas, I think it might very well be wiso to give
consideration to expediting construction of that sort of a public work,
but that would not be, I would think, an expense any way near as
great as the Inrge-scale ixea.vy public works,

Senator WrLL1ans. Such steps would inevitably increase the deficit
during that particular period.

Now, we recognize that. Do you think such action would aggravate
our present international situation as regards the value of the dollar,
which I noticed in this morning’s WalFSt.reet Journal is selling at
a discount, inching upwards, even yesterday, that it is selling now at
35.27%4% Do you think that such action of further deficit spending
woul %gmvnte this situation even more?

Mr. Druron. I think it is entirely a question there of amount, con-
fidence, and intent.

Certainly, if the world felt that we did not have control of our
expenditures, that we did not intend to maintain an overall sound
ﬁ;_cal policy, this would be very serious. It would have a very bad
effect.

We are in a position now where we have to take into account and
give great weight to world opinion in countries that have convertible
currencies, particularly to that of other financial centers.

On the other hand, I think all of these financial centers realize
that you cannot necessarily have a fully balanced budget every year,
that business and economic progression does move in an undulating
pattern, that it does not always go straight up. They are aware
that deficits, if they are counterbalanced over a series of years by
Jarger surpluses, do not cause any basic harm.
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So I think it is entirely o question of amount and the way it is
done, whether we affect tf’;is delicate thing called international con-
fidence or not.

Senutor Wirnians., How do you feel about a proposal to with-
hold, put a withholding tax on dividends and interest{

Mr, DintoN, I have had a feeling, I have been told, that there are
very substantial amounts of divi(ﬁ!nds and interest that are unre-
ported, and which do not pay tax.

The question, as I understand it, is whether a workable system
can be devised for a withholding operation,

Certainly, if it can be, and we could obtain these taxes that are
due, we should do so, I would think.

It would seem to me it would be far casier to do that in the field
of dividends than in the field of interest,which is obviously very
complicated because there arve all kinds of personal loans, and so
forth, in the interest field, That would be really n question of
mechanics.

Regarding whether it is possible or not, I have not. as yet had the
opportunity to study that mechanical problem. It is another one
of the serious matters to which I will naturally have to give my at-
tention in the near future,

Senator Winiams. President-elect Kennedy has appointed or
designated Mr. Walter Heller as the chief to head his Council of
Economic Advisers, and in the U.S. News & World Report I notice
they quote rather extensively in a recent article Mr. Heller's views
on taxes and fiscal policies.

(The article referred to follows:)

[U.8. News & World Report, Jan. 2, 1961)

Tax Ingas oF A Topr ApVISER TO KENNEDY

A sample of proposals from the man plcked to head Kennedy's Couuncil of
Economic Advisers: Overhaul tax laws; wipe out most deductions; end the tax
credit on dividends; remove special tax benefits for old folks, Then, having
assured billivns more revenue, cut tax rates. It all adds up to a drastic new
approach, affecting everybody in the country.

The selection of Prof, Walter W. Heller to be Chairman of the Council of
Economjc Advisers in the Kennedy administration offers strong clues to the
tax and budget policies now to be proposcd.

Mr. Heller has detailed plans for drastic tax changes that, if approved,
will affect every taxpaying individual and company in the United States.

First goal he is to pursue: A thorough overhaul of the budget and credit
programs that Government uses to control booms and slumps. Mr. Heller wants
big budget surpluses in prosperous times, limited deficits during recesslions.

This oulspoken economist has little faith in tight money for boom control.

Mr. Heller, now chalrman of the department of economics at the University
of Minnesota, shares the conviction of President-elect John F, Kennedy that
more Federal spending Is needed. Yet both believe in balanced budgets.

As top economic adviser to the White House, Mr. Heller will not find his tax
views automatically accepted by the Treasury or by Congress. Yet his views
will be influential.

Gelling dowon to cases

What specifie proposals is Mr. Heller to make?

One of his first suggestions is to be the full taxing of income now taxed only
lightly or not at all. You get an idea how he feels from his attacks on tax
rules that favor people just because they “are aged, or blind, or sick, or unem-
ployed, or homeowners, or veterans.”

If Mr. Heller gets his way, you no longer will get to deduct your State and local
taxes on your Federal tax return. For one such tax—a State income tax—

’
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you may get, instead, a partial credit ngainst your Federal tax. This change
means & smaller tax savings, particularly for high-income people,

There will be an eud, too, to the deductions you now enjoy for luterest paid
on debts. Also you will lose the 4-percent tax credit now allowed on dividends.

It the Heller plan wins out, you will pay the full fncome tax rates on your
old-age penslon from social security or railrond retirement, and on any unem-
ployment pay you draw. Interest on State and local bonds, now tax free, will
bo fully taxed in the case of newly Issued bonds. 8o will income now partly
or fully tax exempt because a taxpayer is 63 or on “sick leave." A portion of
the rental value of a home you own aud occupy may be taxed as “Investment
income’ under the Heller plan.

It you are marrled, you probably file a joint return with your wife or husband,
and enjoy the tax savings from income splitting., Mr. Heller wants to wipe out
most of those savings.

For investors, businessmen

The Heller plan also callg for tighter rules on businessimien and investors.
It this plan is adopted, plush living on business expense accounts will become a
thing of the past. Expense account rules will be tightened. The push for more
generous writeofts for tax purposes on investment in plant and equipmeut will
be halted. Savings and loan assoclations will lose their preferred tax status.
8o will mutual savings banks.

The depletion allowanco on oil and gas, as well as on other minerals, will be
sharply reduced.

Capital gains—profits on assets that rise in value—will be hard hit if Mr.
Heller's ideas prevail. Examples: When you give away stocks, you will pay a
capital-gains tax on any rise that has occurred in their value while you have
held them. At your death, the capital-gains tax will bite into your estate.

A good deal of income—from coal and timber, for examples—will become sub-
ject to ordinary income tax rates instead of the lower capital-gains rate.

Stock-option plans under which thousands of business executives now get the
favored capital-gains treatment will no longer be favored under tax rules.

Are you consldering tax-free gifts to your family in order to reduce your hold-
ings for estate-tax purposes? If so0, note that Mr. Heller wants tighter rules on
estate and gift taxes, too.

If most of these changes are made, Mr. Heller believes, then some easing of
tax rules may be in order.
w’l‘op-bmcket rates, in his vlew, could be cut drastically—to a top of 75 or even

percent,

People with unstable incomes would be permitted to “average” their incomes
for tax purposes.

Small corporations might get a flat reduction in their income tax rate.

Mr. Heller will agree to these new benefits only if Congress accepts most of
his plans to eliminate the “privileged status"” of many taxpayers.

In a recession

What will Mr. Heller, as economic adviser, propose in the event of a serious
slump in business? ‘A quick tax cut, provided the slump seems serious enough.

Mr. Heller is specific about the kind of tax cut he wants in this situation. He
suggests that the withholding tax on wages and salaries be reduced quickly and
sharply—Dby, say, a fifth or even a fourth—and that quarterly tax payments be
reduced correspondingly for those not subject to tax withholding.

And there {8 this to note: Cutting the withholding rate would mean tax relief
Mmited strictly to the first-bracket rate which, in effect, applies to everybody on
all taxable income.

Mr. Heller, along with many other university economists, has been pushing
all or most of these tax ideas for some time. Now he i8 to have his chance to
offer them from the highest economics position in the Government.

Senator WiLLIaMs. Have you read that articlef

Mr. Diuron. I read it briefly. I think it was quoting from some—
from an appearance of his about a year ago before some congressional
committes,

Senator WiLLiaMs, That is correct. Would you care to express an
opinion in general terms on his recommendations or—
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Mr. Diuion. As I, in very general terms, understood his recom-
mendations, they are to favor a closing of so-called loopholes in our
taxes, which would be coupled with a reduction of rates,

1f this can be generally accomplished, I think it is—it would be a
desirable thing. However, when you get into details you find that
this sort of matter is very difficult of accom})]isl\mout, and I think
it requires careful study to seo the extent to which it can be done.

Certainly, from an economist point of view, which Mr. Heller is.
I think it would be economically sounder if we had a maximum rate
of income surtax substantially lower than our present level and with
Jess special exemptions, But whether it is possible to reach that goal
is a different matter, It is a very dificult matter,

Senator Wirrtams, Well, I do not want to take up too much time
of the committee, Mr. Chairman, but there are a couple of specific
points which Mr, Heller mentioned which are very important, and in
vie“i of the position he would hold I would like to have your opinion
on them.

One of them, I notice Mr. Heller is recommending that we abolish
the present. exemption which is extended to the interest of State and
municipal bonds, I will quote from this article:

Interest on State and local bouds now tax free will be fully taxed in the
case of newly issued bonds.

Would you support a Yroposal such as that or notf

Mr, Diuron, Senator, I have seen that, and I have seen that par-
ticularly in the context of recommendations by n number of economists
and income tax experts directed toward the equity of the income tax
system. From that point of view, certainly this is something I can
see that might have some merit and should be studied.

On the other hand, my own feelinf is that an equally important
question here is the effect of any such change on not only the local
borrowing authorities, which would be the localities throughout the
United States, but also the effect this would have on the general mar-
ket for debt obligations,

Last year there were something u})wm‘d of $7 billion of tax-free
obligations sold, new ones sold, in this country, and I think about
the same amount has been sold in each of the last 3 years,

If these obligations were to become fully taxable, there would be
some question whether they could all be sold at all, and certainly it
would have a_very real effect on the interest rate for other private
companies and utilities that were borrowing at long term.

at, in turn, by forcing up the interest rate, would be counter-
productive to our economy generally, and would crente higher elec-
tric, gas rates, and things of that nature,

I think this whole problem is highly complex, and I certainly feel
that the effects of any such change on the borrowing authorities and
on the general market should have an equal or probably even a greater
importance in coming to a conclusion on this than the merits of pure
income tax equity and justice,

Senator WiLLiaMS. Yes.

One other suggestion that Mr. Heller makes is that we should close
what he describes as a loophole wherein in 1947 the Congress extended
to those over 65 a double exemptio’u, that is, they raised it to $1,200,
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and they ruised the exemption for the blind to $1,200, and he sug-
gested that should be repealed. Do you agres with t wtd

My, Dinuion. 1 would certainly not be prepared to make any such
recommendation, sir.

Senutor Winuiams. He also, and I am quoting him here:

It the Huller plun wins out you will pay the full income tax rates on your
old-uge pensions from socinl zecurity, the railroad retirement fund, and on the
unemployment pay, which they are now recelving.

Would you agree with Mr. Heller on that point{

Mr. Dintox. I think Mr. Heller's views on this were again, as I
say, from the point of view of overall income tax equity, and I think,
in’ fuirness to M. Heller, he contemplates that if such items were
taxed, that the tax rate itself would be reduced, and for the people
who would pay that. So I do not think he contemplates that the in-
dividuals who are in need of these payments would have less take-
home funds after they got through with their taxpayments.

I think it is really u very complex and very lnrze shift in the way of
collecting taxes that he is talking about.

Whether this is practicable or not after a long period I would very
much doubt, but I think this was from tha ‘point of view of pure in-
come tax equity that he was testifying abeut.

Senator WinLiams, That is correct.  But how can you closs what
is characterized as a Joophole for a particular ﬁ,vroup by eliminating
that exemption without taking away some of the benelits?

Mr. Duox. The only way you can do it—

Senator WirLraxs, IF you are not going to change their tax burden
you are not going to accomplish anything.

Mr. Dinrox. I think that is correct. You would change the tax
burden generally on certain individual groups, but you would have
reductions that would compensate, but they might go to other people.
When you talk about old age, in particular, it would increase the
burden on some of the older peop?a, and lessen it on some of the
younger ones,

Senator WirLrayms., Under existing law capital gains which may
have accrued, but upon which the particular securities or property
have not been sold at death ure not collected, as you know, but you
collect a direct inheritance tax on the gross,

I notice that he recommends that capital gains should be leveled
prior to the computation of the inheritance tax.

Would you agree with that?

Mr. Dirrox. Well, that again is a highly technical question on
which I would not like to express any opinion at this time.

Certainly he states the law correctly at present. \Whether he con-
templated a change in inheritance tax rates at the same time as this
was]done, I do not know, so I do not think I would want to comment
on that,

Senator Kerr. May I make a request, Mr. Chairman, for an inser-
tion in the record?

The Senator from Delaware asked about the relationship of the
price of gold, I believe he said the value of the dollar, and the deficit
of the U.S. Treasury.

Would you obtain the information from one of the staff experts in
the Treasury and put into the record the price of gold in the free
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market at London on a monthly basis for each of the pust 8 gems,
Jmumrf 1, 1953, to December 31, 1960, and the amount of the deficit
or surplus for each of the fiscal years ending during this period?

Mr. Dinrox, I will be glad to transmit. your request to the Treasury
Department, and I am sure that the Department will be glad to ngree
and submit that information,

Senator Kexn, Fine; at this point. in the record.

(‘The information referred to follows:)

TREASURY DEPARTMENT,
Washington, January 12, 1961,
Hon. Harey F. Byno,
Chairmun, 8cnate Finance Commitiee,
New Senate Office Building,
Washington, D.C.

My Drar Mu. CHarMaN: In response to the request of Senator Kerr at the
hearing before your committee on January 11 relative to the nomination of
C. Douglas Dillon as Becretary of the Treasury, I am pleased to enclose infor-
mation concerning the amount of the United Stutes' deficit or surplus for each
of the fiscal years ending in the period, January 1, 1053, to December 381, 1060,
as well as the price of gold In the London free market on a monthly basis from
March 1054, when the market reopened, through December 1000,

Sincerely,
Jonn P. WeITIEL,
Assistant Sccretary of the Treasury.
Federal Budget totals, iscal years 1953-60
{In millions of dollars)
Surplus Surplus
Netro- | Bxpend. :\‘l" Net re- | Expend- ;'l)’
ceipts ftures deno:)u celpts {tures dem;u
6LGTI | TEA20] ~0. 49l 10ST. el 70,562 | 68,066 1,506
64,4201 61,837 —-3117 ]} 1958 63,550 | 71,369 -—2,810
60,200 64,359 4,180 67,015 80,343 | —-12.477
61,80 | a2 1,628 7| 76539 1,24

Source; Office of the Secretary of the Treasury, debt analysis stafl, Jan, 12, 1961,

Price of dbar gold on London free markct
{In terms of U.B. doliars per fine ounoe)

1954 1985 1956 1957 1958 1959 1960
B 73T LT PRI AP 3505| 34.99| 34.87{ 3508} 3505| 3510
FOLIUAIY....oneeemiienenaenncansenncnnnnnosneforcneoan 3505) 34.99] 34681 3503 3506 35.00
MArcl. ..o cnicecarecrceceerarrenanaacnns 3500 34| Q| 35I10| 3503 85.12
3505 3M4.90] 34.92] 3510 3509 3512
3505 ) 4.8 M. 04§ 3512 3510 35.00
3505] H.981 3500§ 3509 3Al} 35.09
3505) 3500 ] 3500) 3510} 3513 35.13
38 3501 | 3499 34.96§ 35121 ] 3512 35.16
34.971 35001 34.95] 35121 3512 3.
Ietober...... ] 3500 34.97| 3506 34.97] 3509 ] 3509 36.03
November. ..o ciacrreaaaeenn 35.04 1 34991 34.92] 3408 3509 ] 35.06 35 82
Decemnbrr. . oo ieeericrcacnraaneancaernen 3504 § .97 ] 34.92] 3500) 3508] 3507 3553

are

Nore.—London Free Qold Market reopencd on Mar. 22, 1954.  Prices quoted

monthly aversges of
dally fixing prices.

The CramraaN. Senator Anderson{

Senator AxpersoN. Mr. Secretary, I just want to say that when
I heard how carefully Senator Williams had rend the Democratic
platform, I realized then how Sendtor Kennedy was elected. Many
people must have read it.

0
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But when he talked about Mr. Heller and this loophole, as he called
it, of double taxation at 65, I just want to tell you privately that
when I reached the age of 65 this double deduction looked awfully
good to me, and the right to have all my medical bills deducted was
extremel l advantageous, and don’t take those away from the aged
too quickly. ‘

Senator WiLLiams. We Republicans will save it for youw
[Laughter.i

Senator ANpersoN, In the matter of depletion allowance which he
quoted, I happened to have the privilege of being on the drafting
committee and also on the final drafting committes, and the language
was “depletion allowances which were inequitable.”

Mr, Diuron, Oh.

Senator AnxprrsoN. The Congress has decided many times that the
deglet.ion allowance is not inequitable, and has voted it.

enator Douaras. Which, I su;:j)oee, makes it 50, [Laughwr.{)

Senator Gore. I do not think they decided that it was equitable,
but decided to vote for it in spite of it being inequitable.

Senator AnpersoN. Let the Congress fight it out,

Mr. Dillon, you have many times been before another committee
with which I am associated, and your appearances there have been
extremely satisfactory to us, and I think you have been treated
extremely well, If I nsk you some questions which might be regarded
as ﬂ;ean, I hope you do not so regard them. They are not intended
to be.

But you referred to a legal opinion which had beun given to you by
the firm of Shearman & Sterling & Wright.

Now, when Mr. Baird was before the committee once before, we
asked him about some of these thing. He was_going to hold on
to and put in trust some securities, I was pressing him about the
stock he might have in a holding company, and Senator Kerr asked
him for a portfolio of his stocks. He said the Counsel in the Treas-
ury “has gone over the list with me and thinks there will be no
conflict, there is no conflict.” ]

I &st wonder if you think that an ;)Pinion from Treasury might
not be more binding, in a way more valuable, than an opinion from
& private firm that, I assume, are attorneys for some of the firms
that you are identified with A

Mr. DriroN. That is correct. If you think thatisa 'Sood idea, the
committee thinks that is a good idea, I would certainly be glad to
gallzog'o the General Counsel in Treasury and obtain his views on
it, ’ -

It had not occurred to me before. I had not been aware that that
had been done by anyone in the past. -

Senator AnpersoN. I realize that, but it has been done, and we
have had questions about it. S '

Now, in the hearings which we had with Secretary Anderson when
he was coming ug he supplied the committee with a list of his stocks,
and they were pu iishad n the record. . oo ,

I have no particular desire to see that done. As a matter of fact,
on another committee we have not published them, but there has
been much discussion about them, o L '
. Now, you mentioned United States and Foreign Securities Corp,
in which you and other members of your family have a rather su
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stantial amount of stock. I merely want to suggest to the chairman
that I do not care to get. into this discussion in public session. How-
ever 1 do bolieve it would be useful to find out exactly how the
United States and Foreign Securities Corp. operates because the
Secretary of the Treasury has some very direct bearing upon some
of these (uestions of securitics owned by these corporations, I do
think it might be usoful, o

Mr. DiLron. This is a publicly regulated investinent trust which is
regulated under the law by the Securitics and Exchange Commis-
sion, and has—makes specific reports that the law requires, which
are very detailed, and I think the information mgnrdinp\)tho opera-
tions of any of these regulated investment trusts is probably more
complete than almost any kind of company there is, and they are all
filed with the Securities and Exchange Commission on a quarterly
and annual basis, . )

Senator Anperson. Well, this is not the sort of family holding
company then that—

Mr. Dinrox. Oh, no, not at all; no, sir._ A public company that was
formed and has been listed on the New York Stock Exchange since,
I think, 1924 or 1925.

Senator AxpersoN, About how much do the members of your fam-
ily own in this company? .

Mr. Diuron. 1 think, although I am not certain what the exact
amount is, but I think overall it is somewhere around 35 percent,
something like that.

Senator ANDERSON. You list the fact at one time Iyou were chair-
man of the board of directors of Dillon, Read & Co. 1 did not see any
Dillon, Read ownership listed in your report.

Mr. DiLLoN. No, sir. I did own stock in Dillon, Read & Co., but
in preparation for assuming this new job I am disposing of that
completely because Dillon, Read & Co. 1s in the business of buying
and selling and underwriting securities, and while in that business,
while it is not a large part of their business, from time to time they
buy and sell and operate in the arena of municipal and State securities,
which is specifically prohibited of the Secretary of the Treasury.

So I have disposecr of my entire interest in that corporation,

Senator ANpERsoN. You helped me, because you said you had made
certain dispositions, and I was going to ask whether Dillon, Read
was something where you had made the disposition.

Mr, Drnron. That wasone of them.

Senator AnpersoN. This is not transferred to a trust, is itf

Mr. DiLron. No, sir; actually it was liquidated, and T received in
return certain listed securities that are listed stocks; I have sold my-
self publicly and disposed of & good many of those.

Senator ANprrsoN, Could I explain the reason for my questiont
‘When Dr. Wilson, former president of Standard Oil of Indiana, came
on the Atomic Energy Commission, he submitted & list of his stock-
ownerships. That was not made public, but he had on there two stocks
that I thought were bad for him to own, and other members of the
committee a%med. .

Weasked him tosell them. Wedid him a great favor, incidentially,
because they dropped in value and it was not his knowledge of the
stock market that was concerned. ' But we felt it was an Improper
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stock, and I felt Dillon, Read, doing the kind of a business it does,
would be an improper stock.

Mr, Diron, That is why I disposed of those and, as I have said,
I have submitted this list of what remains. There are only 12 com-
panies here. I have submitted this list to the chairman and it is
available to every member of the committes.

Senator AnprrsoN, Now the chairman made an observation, or
I understood him to make an observation, that the Secretary does
not. pass on matters involving specific companies, nornmll{, at least.

We had an insurance bill, life insurance taxation bill, before the
committee, in which some of us found ourselves in opposition to other
members of the committes. The opposition is very largely centered
down here in this area, und at the time Secretary Anderson did ap-
pear before the Hourses and then sent charts to the Senate,

When it came u‘) the second time, he appeared or Mr. Glasmann,
and the Office of the Secretary was well represented at all times on
this matter,

You would not regard it as improper for the Secretary, in a mat-
tor involving $100 or $200 million, even though he had a Commis-
sioner of Internal Revenue, you would not regard it as improper for
the Secretary to have an opinion, too, would yout

Mr. DiuroN, No, sir; I do not think it is improper.

Senator ANDERSON. I certainly do not, and I think we would profit
by the recommendation of the Secretary of the Treasury.

Now the matter of ceilings will come up many times, and that was
a rather warmly debated item of discussion when we had it up, and
I cannot remember quite whether Senator Douglas was the aut?xor of
the motion to put a ceiling on E-bonds or reestablish from the House
bill a ceiling on E-bonds or I was, but the E-bonds are selling at 334.

Do you have any feelin{; that that has storped the sale of E-bon
that the removal of the ceiling would have helped t

Mr. DiuroN.  So far as E-bonds are concerned, our sales are going
reasonably well.

Senator Anperson. Well, I just looked at this morning’s——

_Mr. DrronN.  The one item that is tending to make it a little moro
difficult is that at the moment, as I understand it, the average rate paid
throughout the country on savings deposits is somowﬁ:t higher,
irlmybe as much as 4 percent, and so there is pretty stiff competition

\ere.

However, if that savings rate should ease, the rate on the savin
bonds themselves would then become very attractive, and we would
sell more. But in spite of this present situation we have been able to,
the Treasury I am informed has been able to, maintain a very good
record of selling E-bonds.

Senator AnpersoN. Now a short time ago there was an issue put
out that refunded some 214s of probably 63 or 65, and replaced them
with 334 percent bonds. as that not oversubscribed !

Mr. N. AsIunderstand it, it was.

Senator AnpersoN. And those, for their investment purposes in
comganies in which they were interested, were not able to get as man
of tl: ose as they desired, so the ceiling was not holding those b
either.

I just noticed this morning in-the paper it lists the rates on all
Govgmment bonds, and while the Government bond market dropped
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yesterday, I do not know whether in anticipation of this hearing or
not, there still is not anything over 4 percent but one issue, and that is
one that was put out at 414, I believe. Mr, Secretary, advance fund-
ing would be a great help, would it not be, in this matter{

{r. DiLLoN.  Yes, sir.,

This is one thing which I, quite frankly, have not had an oppor-
tunity to get into in the detuil that would be necessary to understand
it, but the Secretary of the Treasury, Mr. Anderson, has informed me
that while the ceiling is of no problem novw, if one wanted to sell for
cash a long-term bond, that because of the way the Treasury inter-
prots the law, if you wanted to use the advance refunding technique
1t might be a problem in certain cases, even now when long-term bonds
are solling considerably below 414 percent.

As 1 said, I have not had the opportunity to really study this
mutter to know why this, what seems to be anomalous, situation
exists.

. But if it does exist, and if this is an impediment to advance refund-
ing, :lb might be something that the conunittes would luter want to
consider.

Senator AnpersoN. Thus far apparently it has not been. Thus
far the advance refunding has been going very rapidly.

My, DintoN.  Very successful.

Senator ANpersoN, At a full one-half of 1 percent over the ceiling.

Mr. Dinron.  Well, I think what Secretary Anderson had in mind
is that even though they wanted a coupon rate at a one-half of 1 per-
cent below the ceiling for purposes of the law, they were much closer
to the ceiling in the computation that they used, and that is what I
say, I do not fully understand the reasoning behind this. This is
something that I would have to go into in more detail, but I have been
definitely informed that that is tle case.

Senator ANDErsON. I only wanted to express the hope that we do
not get into a battle over removal of that ceiling too quickly, because
that was part of the election also. )

I think I will defer the questions except to say to you, Mr. Dillon,
that this high-interest, tight-money policy would be a matter that we
could all debate all morning. 1 am sure that we are willing te
accept your views that we naturally want an economy that is growing.
glf would be a matter of debate and discussion as to how to get us

ere, -

I would appreciate it if you would furnish us with a copy of the
opinion furnished you by your lawyers, and then subsequently the
comments that Treasury might make as to the dispositions that you
have made.

Mr, DiLron. I willbe glad to do so.

The CualrMaN, Senator Carlson{ |

Senator CarwsoN, Mr, Secretary, of course I want to state that, as
a member of the Senate Foreign Relations Committes we have always
personally I have, and I know our committee has always, appreciat
your a?peamnce before that commit particularly in dealing with
some of our international problems, and now I am delighted that you
are coming into a fleld that I think dovetails closely with soime of our
not only domestic but our intérnational problems. I am proud of the
factthat you are familiar with then, - - -~ - . . " 7

: }
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Recently Secretary Robert Anderson and yourself made a trip to
Europe, and on your return made some suggestions as to what might
be done to improve our balance of pnyments.

I noticed there were eight specific items, and I do not want to take
the time of the comniittee to get into each one of them in datail, but
I noticed one of them was one that reads this way, in fact, it was
suggested that wo have a two-prong drive by the administration to,
first, increase the demand for American goods in foreign countries
:\)\:)l(.l second, induce other rations to relax trade barriers against U.S,

roducts. )
P 1 do not know of anyore who would be better qualified to deal in
ll;i: field than you because of your vast experience as Under Secretary
of State,

Wa have had during the past year established many institutions—
lom;ing institutions, banking institutions—to improve our foreign
credit,

I would like to ask if you ave satisfied with the actions that we
lltn‘\:e t;uken to date in an effort to correct the balance-of-payments
deficit

Mr, Dirrox. Well, Senator, I think obviously you cannot be satis-
fied, and I am not satisfied, until the deficit is corrected.

T think that. the moves we have taken have been good moves, I
think we have to continue pursuing them and possibly take others.

Certainly, most important is an attempt to increass our exports in
every way.

Now, we have had very considerable success in the last year or
slightly more in removing these many restrictions that there were
agrainst dollar imports.  In fact, they ave now pretty well gone with
two exceptions. One is Japan, which is in the process of removin
them, and the other is the category of agricultural exports, which
scems to be a more difficult category and where we stiﬁ find wide-
scalo discrimination. e certainly have ézot to use evory effort to get
these agricultural discriminations removed.

Tn the promotion of exports on our own side, we started a new pro-
gram last year which involved greater effort on the part of the De-
partment of State and the Department of Commerce to make their
facilities available to exporters, to small business particularly, in this
country, so they could invest, so they could get better knowledge of
export possibilities, and conld get a bigger share of them. This sort
of thing has been done hy other countries for a long time, but this is
the first time the United States is really moving into this field.

T must say, in connection with that, we asked for a deficiency or
supplemental appropriation, We received, the Department of Com-
merce received, a large portion, over half of what they requested.

The Department of State received only a very small portion. Now,
I regret that that happened, and I do hope that the Congress this
year will see fit to support this export promotion program through
appropriations to a greater degree than Iast year, because this is very
mportant,

Also, in _the field of export credits, the Export-Import Bank last
vear, for the first time, moved into the area :}) making export credit
available for consumer items, for short-term export credit, the ty
that has been available for a long time to foreign exporters in this field.

64271—61—3
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I think that we want to continue to look at that to ses if the program,
as it was put out and as it now functions, which was the first time
they had been in this field, is fully adequate to the needs of the small
exporters.

onator CanLsoN. Do you not feel that it is necessary that we do
explore this credit situation, as-far as our own products and manu-
facturers are concerned, if we ure to stop or at least discourage the
movement of our factories from this Nation to other countries and
thereby reduce the employment of our own labort

Mr. DiroN. That certainly is correct; and I think it is still the
case that many American businessmen trying to operate in forei
countries feel that the short credits, that are what. we have available,
are not. a8 favorable as what some of their competitors can get from
countries such a8 Germany, Great Britain, and so forth.

Certainly, on the other hand, on the medium and longer term
credits, the Export-Import Bank has done a magnificent job, and the
credit we have awailable is probably the best. in the world.

Senator CarLsoN. I am certainly pleased that you made that state-
ment, because I think it is a fiel t‘mt. we need to study further if
we are to prevent the movement of many of these industries. i

I am going to be specific in one case. I think it is well known in
this Nation and in foreign nations that we produce not only the
largest quantities but the best light airplanes, single-motored and
twin-motored ships.

We have two companies in Kansas, the Beech and the Cessna, and
then there is n Piper Aircraft, and I am told by company officials
that they cannot meet the competition in some of these foreign coun-
tries because of credits given by Germany, France, Great Britain, and
other nations, and it is going to be necessary, if we cannot do some-
thing about 1t, for them to establish factories in foreign countries,
I think it is most urgent that we take whatever action is necessary
so that we can meet this competition and keep our people employed at
home, and I would certainly appreciate if the Secretary, if he could
would give additional thought to that, The State Department and
this committee should give this priority.

léfr. Druron. I think it is most important, and we certainly intend
to do so.

Senator CarrsoN. Thank you, Mr. Chairman.

The CHAmMAN. Senator %ouglns?

Senator Douaras. Mr. Chairman, I have no questions of Mr. Dillon.
I hope it will not be inappropriate for me to say that it is my present
intention to vote for his confirmation,

The Cuamatan, Thank you.

Senator Bennett.?

Senator Bexxerr. Mr. Chairman, I think it was Senator Anderson,
in his questioning, who brought out the fact that it has been the cus-
tom of the Secretary of the Treasury in the past to come up to the
committee to discuss proposed tax changes and participate with us in
the discussion of, technical discussion of, tax programs.

I liave two questions in this field.

Mr. Dillon, do you have any plans now to come up soon with a pro-
p_osa} for temporary tax changes to meet this so-carled present reces-
sion ' .
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Mr. DrLroN. No, sir; we have no such ideas at the moment.

Senator Bennerr. The Senator from Utah has been interested in the
proposal that this can be solved by reducing the tax withholding for
a period of time without changing the rates. This idea seems to be
based on the supposition that people who have their taxes withheld,
by that process have paid their taxes,

Actually, they only have their taxes paid in part, and if you reduce
the tax withho ding from now until next November, the full burden
will hit the poor taxpayer the following April because he will have had
less of his tax paid in advance, and the whole process, of tax with-
holding will have been lost.

My second question is like the first: Senator Williams referred to
Mr. Heller’s program, which contains 15 or 20 proposals for changing
the tax laws, some of which we have heard in this committee from
witnesses and from members of the committes.

As Secretary of the ’l‘mnsurfv, do you dplnn to come up here soon
with specitic recommondations for a broud vverall revision of the tax
structure

Mr. DiuroN. Certainly, we have no such plans.

But, as I stated, I think that the time may be coming, and probably
is here, when we do want to take a careful look at the overall tax
structure. When we would be prepared to make recommendations, I
do not know.

As you arve aware, Senator, the House Ways and Means Committes
has been conductin%, and is still conducting, a very detailed study
toward this end, of the possibility of a further overhaul in our income
tax system, the 'lnst one having been made in 1954, and we have, nat-
urally, in the first instance been working with them. But we have no
{:grticular program. Ve have no particular date in mind, and it will

in cooperation with them that we do anything, at the time that
scems appropriate,

Senator Bennerr. Of course, the Senator from Utah is aware of the
responsibility of the House Ways and Means Committee, and of the
studies they have been conducting, and it would seem from experience
in working as their sartners that 1t would be rather unusual to expect
the House Ways and Means Committee to come to us with recommen-
datiolns that contain many of these proposals that we find in the Heller
article.

So I expect if those proposals become part of the Kennedy legisla-
tive program, it will have to be someone within the new administra-
tion who provides the initiative to push Congress into considering the
Heller recommendations.

Going back to your earlier discussion, I was interested in the use
of the word “cooperation,” to describe the relation between Treasury
and the Federal Reserve.

Between 1941 and 1951 there was a kind of cooperation between
those two agencies which amounted to outright d‘ominance of the
Fed by the Treasury.

Is it your feeling that anything like the pattern which existed for
those 10 years should be set up as an operating basis in the Kennedy
administration

Mr, Diuron. Again I must plead a certain amount of ignorance and
inability to characterize what the relationship was at that time. But
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as far as the future is concerned, I certainly do not believe any rela-
tion of dominance would be appropriate at all,

Senator Bexnerr, Well, I think the word “dominance” describes
that situation. It was broken off by the accord of 1051, and a lot of
people associated with the new administration without suggesting
the repenl of the accord, would like to get back to the conditions that
existo(,l and I suppose you will be under pressure to try and create an
atmosp‘mro of cooperation without being subject to domination, if
you want to avoid unpleasant words.

I was interested in your discussion in which you said, “There is no
contradiction between a more rapid rate of growth and freedom from
inflation,” if I quoted you substantially correctly.

T am curious to know what you think the Treasury, within its re-
sponsibilities, and assuming the continued independence of the Fed-
eral Reserve, can contribute to that situation, which seems to me to
contain a possible contradiction{

Mr. Dinron. Well, I think one area certainly that should be studied
is the area of incentives throngh tl:: tax system to more rapid modern-
ization of plant, and that certainly would be a prerogative of the
Treasury to suggest to the Congress and for the Congress to act on;
and, as I said, that is just one example that is quite effective.

Senator Bexxerr. Then you say, in effect, that you have oppor-
tunities by recommended changes in the tax system?

Mr. DiLrox. That is correct. T think that the area of debt man-
agement might have some connection with that because it is bound
up with monetary polic%', too.

Senator BENxeTT. There again the cooperation becomes an impor-
tant re]ationshi[;;

Mr. Diuiox. Yes.

Senator Bexnerr. Well, I will close by making the observation, Mr.
Chairman, that Mr. Dillon’s 4 years in a very digicult diplomatic post
will probably stand him in good stead in his relations with this com-
mittee. [Laughter.]

The CramryMan, Senator Goref

Senator Gore. Thank you, Mr. Chairman. I would like to inquire
as to your views, Mr, Dillon, on questions of international economics.

You and I have been supporters of the reciprocal trade program.
But T have been considerably disturbed at the rate and magnitude of
t]lx)e ou]tﬂmv of U.S. capital, particularly for manufacturing facilities
abroad.

T know this is a_very complicated, far-reaching subject, as others
on which you have been questioned have been,

By way of prefuce T would like to call to your attention the fact that
almost one-fifth of the capital expenditures of U.S. businesses last
year, according to indications I have been able to get, were made in
foreign countries.

Now, in bringing this up, I hope that no one will, and I know you
will not, think that I am trying to be either an isolationist or
chauvinistic.

T think this is a problem which will require your attention and the
attention of the country, else we may find the American labor move-
ment. becoming strong advocates of a high protective tariff, which, I
think, would be a very deleterious thing not only to our own economy
but, perhaps, disastrous to the free world economy,
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I will not make a speech, but I want to give you a few figures, a few
statistics, before inquiring of your views,

I would like to cite to you a few specific examples. In 1960 the
Goodyear Tire & Rubber Co. expected to spend approximately one-half
of its expenditures for plant and equipment on plants abroad ; General
Motors expected to spend $200 million for oversea plants; Firestone
has been spending 25 to 30 percent of its capital outlay on plants
abroad: Kaiser fluminmn expected 80 percent of its total capital
outlny for 1960 to be spent on its foreign operations.

I picked up the New York Times one morning this week and found
that all U.S. typewriter corporation businesses nre now manufacturing
their typewriters in foreign subsidiaries or branches.

Now this is encouraged very materially by tax incentives, preferen-
tinl tax treatment of profits earned abroad, which form a powerful
incentive for this outflow of U.S, capital.

11.S. investment abroad has more than doubled during the Eisen-
hower administration. Tt has almost trebled in the last 10 years.
The out flow of capital exceeds our luss of gold.

I will not go further. I would solicit your views on this problem.

My, Dirrox, My views on this problem, Senator, arve tied in with the
balance-of-payments situation which, as we recognize, is of crucial
importance to our country and to the whole free world today.

think it is true that without again pretending to be an expert in
a few days, which I am not, our tax ‘aws ns presently drawn, do
encourage investment abroad. They do allow specifically for the
retention of earnings, the reinvestment of earnings abroad in foreign
subsidiaries of American corporations, with no U.S. tax until they
are repatriated.

This policy was probably adopted, and would seem to have been the
proper policy, in the era when we were trying to build up the strength
of Kurope, or Western Europe after the war.

That strength has now been built up, and certainly I can see no
particular reason, no reason at all, for special treatment to induce
American capital to go to Europe and to make investments there,
particularly in mnnnglcturing industries. And I would think this
was something which should be looked at very early to see what
should be done, what can be done, to neutralize any favorable con-
ditions inducing our capital to go to Europe.

There are, in addition, some specific situations there, which the
committee is probably aware of. I am not aware of them in detail,
but I know ti\ev exist, where they have the so-called tax havens in
Europe, where there is very little, if any, tax, and an American com-
pany can set up a subsidiary in a European country, manufacture
there, and pay no tax either in the country where it is operating or
in the United States by simply transferring its Froﬁts as a muna‘ge--
ment fee into a corporation in one of these tax-haven countries that
has very little tax.

Senator Gore. That is generally referred to as a third country
operation,

Mr. Divron. Third country operation. That type of thing I think
certainly should be looked at.

On the other hand, I do feel that there may be a difference, and we
should look at this with care when we are doing this, in the way we
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might treat investments in countries that are full&able to take care of
themselves and which have indicated, at least through their public
opinion, that they have enough private investment from the United
tates at this time and other countries which are in the process of
development. In the latter, U.S. investments might, or would par-
tially, take the Slnce of foreign aid programs, governmental aid pro-
18, and would carry with them this sort of investment technique,
the knowledge, the technical competence of American private indus-
try, which is very important to make available to these countries so
they can see how a private system operates as compared to & system
being pushed by the Soviet Union.

This is a complex matter and I do not have any complete fecling
on this, but I do think that the two cases are somewhat different,

Senator Gore. What did ?'ou say about your feeling about itf?

Mr, Dmwion, I said I do have a feeling that the cases, there is a
difference between investments in development——

Senator Gorr. 1 see.

Well, you referred to the third country tax haven by which com-
panies avoid paying really any taxes at all. That is one tux avoidance
gimmick.

Is not another the recent establishment abroad of insurance com-
pany subsidiaries by American insurance companies, with the domestic
company reinsuring through this subsidiary, thereby transferring a
great deal of what would be legitimate profits, subject to U.S. taxation,
into a foreign tax haven?

Mr. Drron. I was not personally aware of this until I read your
statement, Senator, the other day in the Senate.

Senator Gorr. You are campaigning for my support now; very
good. [Laughter.]

Well, are you aware of that?

Mr. Diwron. Well, only from what I read in your statement. It
certainly—if the situation is as you state, and I am sure it must be
since you so stated, that would classified as another one of these
arens.

Senator Gore. Well, you compliment me by having read my state-
ment and I appreciate your consideration of it.

You said a few moments ago that you saw no need now for tax
incentives for further U.S. private investment in Western Europe.

Mr. Druroxn. That is correct.

Senator Gore. You also said that present tax laws provide such an
incentive,

Mr. DiroN. They seem—it is my understanding that they do. I
think it is generally accepted that they do.

Senator Gore. Well, let us put two and two together. You say it
is not justified on the one hand; now, it exists: thirdly, it operates
adversely in the balance of payments. Could we not arrive at a mu-
tual conclusion that this preferential trentment should be corrected?

Mr. DioN. Certainly this is one of the things that in the balance
of payments field I think we have to look at very promptly.

I think we must move in this area to right our balance of payments,
and it would seem to me that specific proposals in this part of the
field should be part of an overall package to improve our balance of
paymentssituation,
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Senator Gore. Well, the outflow of well direct investment capital
is at the rate of better than $214 billion a year, and it shows signs
of accelerating,

Our direct oversea investment now amounts to some $30-odd billion.
I do not remember the exact figure.

It would seem to me that, with the balance of payments difficulty,
tho Secretary of the Treasury or one soon to be Secretary of the
Treasury would have some definite views on this matter.

Mr. DiLrox, Well, as I have said, I think this is something that, or
a field where, action should be taken, but the details of what action
and how are something I think would require a little further study.
Inmnot an expert on it.

Senator Gore. I certainly think it would be unreasonable of me to
ask of you details of n recommendation on this subject which, along
with others, you have described as complex, and accurately so.

I think ? would be satisfied with your recognition that the present
situation is not justified, that it is operating contrary to the national
interest.

I could not reach any conclusion other than that you would recom-
mend some remedial action, the details of which I will not inquire into,

I would like for you to identify some additional characteristics of
the preferential tax treatment accorded income earned abroad. You
referred to deferral of tax payment. By that I take it you refer to
the provision by which t.hfls‘(;)roﬁts of a foreign subsidiary corporation
are not taxed at all, regardless of the size of the profits, until those
profits are brought back to the parent U.S. corporation.

Mvr, Drron. That. is correct.

Senator Gore. And fyou further stated that this gave some advan-
tage in accumulation of profits and of investment.

he American Management Association recently made a study, and
they said this—I do not believe it is a quote—let me just read this
statement. This study showed that the reinvestment of foreign earn-
ings over & 3-year period provides, and this is a quote, “roughly double
the rate of profit accumulation for reinvestment that is possible under
domestic tax schedules.”

Now, if by manufacturing typewriters in a foreign subsidiary, or if
by operating through a foreign subsidiary, a corporation can double
its rate of profit accumulation within 3 years, I would say that would
be a power?ul incentive, wouldn’t you ?

Mr. DiLLox. YesY, sir,

Senator Gore. Now, suppose that a corporation has a tax liability
of $100 million on the operation of a subsidiary. Collection of this
tax is deferred for a period of years.

Does not that operate in the same way as if the U.S. Government
loaned $100 million to that company for the same period of time,
oomipletely without interest{

Mr. DwoN. I would think that is a fair comparison, yes.

Senator Gore. It roughly amounts to the same thing.

Mr, DiLLox. Yes.

Senator Gore. Now, the other major preferential tax treatment is
the foreign tax credit. Would you describe that as you understand it {

Mr, DiLron, Well, as I understand foreign tax credit, this is a credit
whereby a tax paid abroad is deducted from the tax after it is figured
here in the United States.
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" In other words, if there is a 52-percent tax abroad, that 53 percent
is deducted from the 52-percent tax which would otherwise be payable
in the United States, and the result is no tax at all in the United
States. I understand that is the way this system operates.

Senator Gore, Well, I have seen in a o:(mlido:en(inll way, and I will
not identify any of the taxpayers, tax returns from very large U.S.
corporations operating abroad which showed that no taxes at all,
n?t any at all, were paid to the U.S. Government. over a long period
of time,

My, Dirox, T would think under this system they would not pay
tax to the U.S. Government if the tax rate in the country in which
they operate is voughly equivalent to the 118, tax rate. Some coun-
tries even have a higher vate,

Senator Gone. 1 have thought, My, Dillon, that this was an ex-
ample of tax favoritism which was wholly unjustified, and I have
sought remedial action,

However, last. year the administration recommended, and the Con-
gress passed, my opposition to the contrary notwithstanding, a bill
to increase this favoritism, T had gathered from yvour testimony he-
fore the Foreign Relations Committee on a specific tax treaty with
India that, perhaps, you, too, wished to make this, shall we say,
sweeter, that is, make the incentive for foreign investment greater
instead of lesser.

That was one main reason why T undertook to dissuade Senator
Kennedy from designating you as his Secvetary of the Treasury.

I am pleased to find that both in personal conversation and in your
public testimony here you recognize this incentive as unjustifinble,
to the extent. that it now exists in the law, and T shall await with in-
terest. your recommendations in this regard.

We have spoken only about Western Europe. This same tax in-
centive operates around the world, Japan, Hong Kong, any place.

I was riding beside an editor of Time magazine recently, on a
plane flight from Nashville to Washington, and we fell into a_dis-
cussion of foreign investment, and I expressed my deep concern about
it, and my apprehension that. unless the outflow of American eapital,
stimulated in a large part by tax favoritism to foreign earnings,
was stopped, we would have developed in this country, in our own
country, a very powerful, perhaps almost irresistible, sentiment for
a high, protective tariff. Pouﬂined by view that it had taken two
major steps:

First, U.S. corporations had established subsidiary or branch fa-
cilities nbroad to supply their markets abroad.

Second, the tax incentive was so great, and the costs of production
abroad so advantageous in some cases that these foreign facilities
began to supply U.S. markets from our production abroad.

He reached under the plane seat and pulled out a transistor radio
bearing the trade name of a leading U.S. radio manufacturing con-
cern, but in fine print below the trademark it said, “Made in Japan.”
I can give you thousands of illustrations like this.

As T say, this is not isolationism. I have long been an advocate of
receiprocal trade, but this does not justify tax advantages for large-
scale outflow of capital, particularly for manufacturing facilities.

If this capital were going into’ facilities for the purpose of pro-
moting our exports, that would be something else. But the record
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shows that only 10 percent is goiug into facilities of that character;
about 85 percent is going into manufacturing facilities, )

I will have no further questions on this particular j)omt, but will
afford you the opportunity of making any statement that you would
like to make.

Mr. Diron, I think the only thing T would like to say, to make
my position clear, is one thing, Senator Gore. That is that I do
feel that certainly the Government should give no encouragement to,
and it should be well understood to be Government. policy that the
Government. does not favor American companies moving abroad,
establishing factories for tho 8{)00“‘0 purpose of supplying markets
here in the United States that have usually been supplied by Ameri-
can domestic companies,  Because T agrea totally with you that this
would, if continued—and I know that there have been some cases like
the example which you gave—cause very serious prablems for our
reciprocal trade program and our whole economic relationships with
tho rest. of the free world, which I would consider fundamental to the
continued strength and health of our Nation.

Senator Gore. In fairness to you, I should say that the treaty with
Indin, which you supported, was a hilateral arrangement between the
United States and an underdeveloped country.

Tho Foreign Relations Committee did not endorse that treaty, and
I doubt if it will, but that was not in the pattern of this overall prob-
lem. That was specific rather than general.

Mr. DinroN. That is correct ; yes.

Senator Gore. This problem assumes enormous magnitude because
of its general application. The incentive applies to West Germany
the same as to Ethiopia.

I would like to nsk some questions, Mr. Chairman, on domestic
policy, but I do not wish to press the lunch hour,

The CuamrMaN. What is the pleasure of the committee? I under-
stand Senator Long has some questions, We could recess until 10
o’clock tomorrow moring if that would be agreeable.

Senator Loxa. Mr. Chairman, I would prefer to come back this
afternoon if the Senate would permit us to rather than carry over for
another day.

The CaairMan, Is that satisfactory?

Senator Loxa. Or stay here, either way. I did not imagine the
questions I had would take more than 15 minutes.

The Crnamatan, Senator Gore, what is your pleasure?

Senator Gore. I will abide by your pleasure.

Senator Long. I do not care to be held to a tight limit, but that is
a guess, and I must say that the Senator knows how difticult some of
those promises are to keep along that line, but I would anticipate
about 15 minutes.

Senator Gore. I did not interrupt to make a suggestion, but I
noticed it was 12:80, and I do have some more questions, I will
abide by your suggestion.

The Cramaax. Suppose we recess until 2:30; will that suit you,
Mr. Dillont

Mr. Ditron. Yes, sir,

(Whereupon, at 12:30 p.m., the committes recessed, to reconvens
at 2: 30 p.n. of the same day.)
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AFTERNOON BESSION

The Cuamyax. Senator Gore, if you will proceed, sir.

STATEMENT OF DOUGLAS DILLON—Resumed

Senator Gore. Mr, Dillon, I would like to pursue a bit further the
question of preferentinl trentment of income earned abroad.

What justification is there, in your opinion, for giving as much as 50
percent tax reduction in the case of natural resource development
abroad {

Mr. DiroN, You have reference to the operation of the depletion
allowance abroad ; is that it ¢

Senator Gorr. I have reference to the percentage depletion tax re-
duction formula which, as you know, has no relation to the depletion
of the natural resource. It is a formula for tax reduction and is
limited not to 2714 percent, but to 50 percent of net profits.

What justification is there, in your opinion, for allowing that for
foreign operatjons?

Mr. Dinvon. Well, I would say that the only reason for that would
be that the same law applies to the American company, whether it
operates within the United States or abroad.

I would think that was the reasoning. I have not particularly
examined this argument to see if there is any difference there.

I can see that actually the way oil has been found, say, in the
Middle East, it has been in much greater quantities and with many
fewer wells ti\an in the United States; so maybe this is more valuable
abroad because of that circumstance.

Senator Gore. Well, in this case, I do not believe it is preferential
trentment. The depletion allowance, when it was ori{.{inu ly enacted,
was granted on the theory that a tax deduction should be permitted
because & natural resource and property was being depleted, used up,
exploited. But I am not sure that—well, later it was changed to a
percentage formula, and the real limit in many, many cases is not the
2714 or the 15, or whatever the percentage of gross may be, but rather
the 50 percent. of net.

But I just wondered why this should be extended, if extended at
all, evel; at home, to the development of a resource in some other
country

Mr. Diron. Iam not familiar enough rith tax laws as yet to know,
but I would assume that our depletion allowances which we have for
a great number of items were written into the tax laws on the basis
that they z:f)plly wherever the resources may be found, either here or
abroad, and whether the American companies operate in this country
orabrond. That the Congress has not seen fit to draw that line, I have
not been aware—it may well have been—because, as I say, this is a
new field for me in this detail—I have not been aware that there have
been any very general considerations or debate on drawing the line
on this in the Congress or among tax experts. I have not seen the
dﬁbuta on whether the tax depletion itself is proper when it is in effect
abrond.

I have seen the fact that the way it operates in, say, the Middle
East it may appear to be more advantageous than hero where there
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are small drillers whom you are trying to help and who have some
difficulty in discovering—finding oil and carrying on their business.

Senator Gore. How enthusiastic are you about tax reform in the
United States?

Mr. DiLron. Well, I would feel, Senator, if we are going to carry
out. many of the programs, which I feel are necessary programs, in the
fields of defense, other programs in the fields of education, in the field
of growth, I feel if we are to maintain a sound and stable budget
which is essential, we will have to obtain the revenues for that, and
to obtain those revenues we will have to have as sound a tax system
as possible.

hat would involve having a tax system that was generally accepted
as being com[,)letely fair and equitable and being as devoid as possible
of what might be considered by a number of people as loopholes.
Therefore, 1 think one of the very first things that should be done is
to take another look in detail at our tax system, such as was last done
over G years ago, to see what changes can bg made to improve it.

I tl;i(;\k that this is a vital thing if we are going to get the revenues
we need.

Senator Gore. Well, the change 6 years ago made it worse instead
of better,

Mr. Do, In all respects? I did not realize that.

Senator Gore. I beg your pardont

Mr. Drron. In all respects? I did not realize that it was entirely
worse,

Senator Gore. Maybe there was some improvement. For the
moment I am not aware of any, and I know of many instances in
which the loopholes were made bigger.

Mr. DiroN. That may be. I have been told by people who are
expert in this field that they feel that one reason for these so-called
loopholes was a deliberate feeling of the Congress, as expressed by
its action, that some of these rates were too high, and rather than
tackle the rates that were too high, it created these loopholes
knowinglry.

Now, I would think it would be much better not to have loop-
holes and have lower rates directly.

Senator Gore. Then, is it fair to conclude from your statement
that you believe we should have tax reform?

Mr. DoaoN. I would think that it was time to have some tax re-
form; yes.

I am not in position to specify as to what at this time, because
it is a very complex and detailed thing, as you well know, and I
think everyone on this committee knows a good deal more about it
than I do in the short while I have had to familiarize myself with
details of the tax law.

Senator Gore. I agree with you that it is time for tax reform. But
one thing concerns me. I do not know just how we are going to get
it unless the Secretary of the Treasury is dedicated to that objective.

I do not wish to press you on what reforms you think we nesd
since you have not formed your opinion on it. That was one of the
things that troubled me about your selection.

I felt that, perhaps, now there was an opportunity to have a Presi-
dent and a Secretary of the Treasury dedicated to equity in taxes
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and to tax reform, that they would provide necessary leadership, and
wa could accomplish it,

{iam not sure that drifting along with some more study is going
to do it.

Mr. Doon, I would hope and feel t':t ~well, I would hopo that
action in this field could be taken mlutivel{ rapidly, because I would
agree with you, Senator, that if action is to be taken this would appear
to be a propitious time now rather than to wait another year or two,

Senator Gore, Well, I like that statement.

Now, reforring to this as a propitious time, Senator Byrd ex-
pressed doubt this morning that the budget, which was presented to
us a year ago, projecting a $4 billion surplus, would actually show
a surplus at. all.

I wonder if you know how many additional expenditure budget
estimates the President has sent to the Congress since he sent the
original so-called balanced budget?

Mvr. Diron, T would not be aware of the number, T know there
was an estimate, an overall estimate, made Inst September called
the midyear review, and I know there is another one due to be made,
I think, next week,

Senntor Gore. I do not have the figure in mind cither, but I know
that the expenditure side of the budget has been ({;rowing since last
June, and the income side has been steadily reduced.

Mr, DinroN, That is correct,

Senator Gore. I will not ask you if ?'on are acquainted with the
President’s budget for fiscal year 1962 which is to be presented within
the next few days. I am not acquainted with it, and I will not ask
you if you are, but I would call attention to the fact that we have had
several so-called balanced budgets presented that turmed out not to be
balanced at all, but severely unbalanced.

Now, with the recessionary conditions we face, 5 to 6 million un-
employed, the necessity to restock some pipelines for international
security, the condition of our national defense, adding up, as I believe
they do, to the necessity and possibility of increased Government
expenditures, is it not necessary for the Government to have some
additional sources of revenue?

Mr. DiLron, I think it might—that may well be the case.

Senator Gore. At least desirable?

Mr, DmLron. It is certainly desirable. I think that may well be
the case, although the question of whether it is necessary or would
be advisable to try to increase taxes at this particular time is again——

Senator Gore. I did not say increase taxes—additional revenue,

Mr. Dinrow. I see what you mean, Senator.

Senator Gore. I think we can obtain additional revenue without
change of rates.

Mr. DiLron. From the same taxes; that isright.

Senator Gore. I would say, first, there is something about which
you can do a great deal through administration, that is, expense ac-
count allowances. ’

I am not suggesting you are widely experienced in this, but maybe
you would have some 1deas on it.

Mr. DLoN, Well, all I know on that is that there seems to be a
widespread public belief that this expense allowance has been abused.
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Certainly it is not a Food gituation in the country when thers is such
a belief, and we ought to use every administrative means Yossible to
see that that situation is corrected or if there is no abuse th
generally understand there is none,

But cerwinly there is a general feeling that there is, and without
having gone into it in demﬁ myself I can only asswme that it is cor-
rect. since it is so general,

Senator Gore, But if it does exist——

My, Diron. It should be corrected.

sof

at people

Scenator Gore (continuing). It should be corrected; and you will
use the power of the oflice to do

My, DinroN. That is correct.

Senator Gore. I will not engage you in a debate about the various
equities which I might charancterize as favoritism or loopholes, which
somebody else would not so jusbifg.

But to the extent that you and we accomplish tax reform, I think
it is going to be necessary to begin, and you say you are willing to do
so0, with firm administration of the tax laws, particularly with respect
to expense allowances.

And then next, it seems to me, one other thing that can be done
by firmor administration is more efficient collection.

I have never ql‘{ite understood the economy of reducing the num-
ber of Internal Revenue agents below the point necessary to have
eflicient collection of revenue. What are your views on that?

Mr, DLron. My understanding is that we can still use more compe-
tent agents, and as long as you can obtain substantinl additional
revenues by putting more agents to work, I am for putting more agents
to work 8o we can obtain maximum revenue through our present tax
system.

ySexmtor Gore. I agres with you on that. So you may not be ns
bad a fellow as I thought you were. [Laughter.]

I really did not think you were a bad fellow. In fact, I want to
clarify that. As you well know, we have been friends socially;
there was nothing personal whatsoever intended. I have been genu-
inely concerned that one who might not be dedicated to vigorous tax
reform would be apt not to obtain any at all. But after you make
thes:al necessary studies maybe you will become enthusiastic and dedi-
cated,.

Mr. Dmron. I trust so.

Senator Gore. Dedicated has been u very popular word for the
past 8 years. [Laughter.]

I notice in your statement to Senator Byrd about your personal
holdings and your divestiture that you seem to make a Xistinction be-
tween direct holdings, on the one hand, and properly owned through
trusts, on the other. Did you mean that or was this——

Mr. DrroN. There is no—the only difference there, Senator, that
I can see is that in irrevocable trusts I do not have control of the in-
vestments myself personally.

On the other hand, I have informed the trustees of what the statutes
are, and the trustees have taken certain actions which they felt were
required in disposing of stocks that might run contrary to the con-
flict-of-interest statutes.
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The opinion of counsol, and my own opinion, is that thers is noth.
ing in the holdinga in these irrevocable trusts that are contrary to the
slatute,

Outside my own personal holdings where T had control, I have
one considarably beyond the letter of the statute, and maybe even
bayond the spirit, and divestod myself of a gvat muny things which
I just felt it was more appropriate not to have maybe in the quantity
in which 1 had owned them bafore,

Obviously, I could not do that in the care of trusts whers 1 was
not the sole beneliciary., That is the only difference,

Senator Gowen The statutes on condlict of intersst, as you know
from ecent examination, pluce heavy emphasis on contractunl re-
Intions with the Government.  ‘That is not. particulavly applicable
with the Treasury Departnient becausa the Treasury Department does
not hnndle defense production contracts,

Would your holdings in gas and oil propertics inany way affoct your
views and your recommendation to the Congrwss and to the President
on the percentago depletion allowance !

Me. Diaox, Senator, they wonld not. - And when T said that 1
wont beyond my—what was required by the letter of the law—I did
dispose of substantinl quantities of oil and gus stocks just. so that there
would bo no appearuncs or that anyone might. think that this would
influence me,

Senator Gore,. But not all{

Mr. Disox, Not all of them, no, I do retain one interest. in one
compuny.

Scenator Gorr. 1 do not. wish to inquire in detail. 1 did notice your
statement,

Mr. Diiox. Yes,

Senator Gore. Would your holdings of foreign corporate interests
or of interests in corporations which, in turn, have foreign intervsts,
in any way affect your views or your recommendations to the Presi-
dent and the Congress on the foreign tax credit or the retention of
carnings abroad without. U.S. taxation until repatriated!

Mr. Dinion. Not in the slightest.

Sanator Goke. I accept your statement on that, T am, I think, sym-
pathetic to the people who come into public service and have to make
a great sacrifice in order to be, like Cacsar's wife, above suspicion,

There is an area in which moml compunction must govern, which
the statute does not. touch, I am perfectly willing to accept your state-
ment. that our holdings of this character, either directly or through
trusts, will not affect your views. I accept it without reservation.

Mr. DiLion. Thank you, Senator.,

Senator Goke. Because I know your standing and the caliber of man
that you are.

I am left in somo quandary about your views on debt managoment
and monetary policy.

You are aware, T take it, that the increase in interest rates over the
past 8 years has added w burden of approximately §3 billion per year
on carrving the interest charges on t‘m Federn] debt. alono!

Mr. Dintox. T have seen that that is the figure that hus been used.
I assume it is correct.
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Senator Gore. Well, that $3 billion is small compared to the addi-
tional interest burden which States, countries, municipalities, indi-
viduals, and private concernes are required to bear, )

Would you like to make a statement on this ‘xwaml subject or do
you wish to stand on what you havesaid previous ﬂ?

Mr. Dinron, I think it 18 dificult for me to make any further state-
ment.

I do think that the decision on policy ut any particular time has to
depend on the circumstances of the time.

think that was very well put by the President-clect when he was
asked a question of whether he had discussed in detail this specific
thing with me, and he said the same thing. This was in a press con-
ference at. Palm Beach, that he thought that these matters had to
boe looked at in light of the circumstances at the time, and discussed
with competent people who are interested, which would include the
Treasury, the Federal Reserve, the Council of Economic Advisers.

So I thing it is very hard to make a brond statement that would

apply at all times.

ortainly from the point of view of the Treasury, everything
elso nside, it is ours—obviously his and should be our—objective to
finance the public debt at as low a rate of interest as is possible, but
consistent with spreading it out over a proper term, and anything
that we can do to accomplish that, without nviting unnecessary in-
flation, is certainly something we would press for.

Senator Gore. Your objective will ba then, if T correctly under-
stand you, to finance the public debt of the United States at the low-
est possible interest ratef.

Mr. DiLron. Consistent with a proper spread of the public debt,
I mean, if you could have it at the lowest interest rate, but having
itall in 1-year obliﬁations, that would be wrong,.

Senator Gore. I am not sure that your statement is correct. Long-
term rates have not always been higher than short-term rates.

Mr. DirroN. Thatistrue. That has been—

Senator Gore, They have been in recent years; that has been
true.

Mr. DitoN. In general, I think it is true, that long-term rates
tend to be higher than short-term rates. That has been the history
of the debt.

Senator Gore. Not entirely.

Mr. DriLron. In therecent past.

Senator Gorr. Intheimmediate past that is true.

Of course, there is no rigid economic formula governing the amount
which should be in short-term, long-term, or intermediate obliga-
tions. But, as I understand it, consistent with the national welfare
and other regards, it will be your intention to finance, and manage,
the U.S. debt at the lowest possible rate of interest ?

Mr. Dimron. Ithink that is correct; yes, sir.

Senator Gore. In so doing, if you accomplished that goal, and it
turned out to be a lower rate than has obtained for the past 8 years,
on the average, would not that, in turn, and does not that, in turn
have an effect upon the interest rate which States and towns and
counties and individuals and corporations pay ¢ _

Mr. Dinroxn. I think that is quite correct. It certainly does.
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I think one thing that has also to be taken into account just so it is
recognized herey particularly in the short-term rate, is the effect. of our
present situation, present. world situation, regarding balance of pay-
ments. We do have to consider the relationship between the short-
term interest rates in this country and the short-term interest rates in
other countries with readily cenvertible and strong currencies, be-
cause we had this situation last summer, which was unfortunate,
where when we were reducing our short-term rate of interest, both
England and Germany moved to increase theirs. As a result, there
was this very large flow of short-term funds out of the United States
to Europe, which was a drain on our balance of payments.

This situation, I think, means that. in the future we have to work
more closely with these other central banks and that works two ways,
both as it affects ourselves and also as it affects them.

I think that by cooperation we mean that we would hope that. they
would not take action that would result in undue strains on our econ-
omy without careful consideration, which I do not think was fully
the case lnst summer,

They have since moved, both those countries, to reduce their re-
discount rate which has served to relieve the strain on us.

Senator Gore. What is your opinion of the “bills only” policy of
the Federal Reserve!

Mr. DiLLon. Agnin, Senator, I can give you my understanding of
it, which is not at all a technical one and not, by any means, a final
opinion.

1 understand that when the Federal Reserve ceased in 1950 or
1051, I guess it was, to peg the price of long-term Government bhonds,
they adopted this “bills only” policy to make clear that they were not
going to ﬁpef the long-term rates, and that the long-term rates were
going to find a relatively free level.

I am told that it seemed generally accepted that that probably was
a proper decision at that time.

Certainly the situation has changed. No one thinks in terms of
egging long-term rates anymore. Qur economic problems are dif-
orent, and I understand that the Federal Reserve has actually begun

to take some first steps toward a more flexible interpretation or change
of ;‘)olicy in this regard in that they have begun to purchase some
slightly longer term instruments of the Government. They now
talk, I have heard it commented, about a “bills usually” policy now,
instead of bills only,

I certainly think that probably it is clear that any one policy is not
a perfect policy for all time, and this is a matter I woul(lxl)ike to dis-
cuss further with the Federal Reserve.

Certainly the flexibility they are beginning to show seems to me
to be a step in the right direction.

Senator Gore. I hope in your talks with the Federal Reserve
oflicials that you will bear in mind that the Federal Reserve Board
was created for the mmmlgement of the mechanics of a central bank.
It was never intended that the Federal Reserve Board would fix
either national or international economic policy. That is for the Gov-
ernment as a whole, primarily the President and the Congress.

Mr. DiLronN, Certainly.

’
H
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Senator Gore. I would lno(}e. of course, that you have no struggles
with the Federal Reserve. If you do, you cannot win except with
the s;‘pys)ort- and the power and the prestige of the President of the
Unit tates. If that is not sufficient, I would think the Congress
would be ready to take remedial action, )

Now, it seems to me, Mr. Secretary, that you have said several
significant things:

One, you think that we need tax reform. I am not trying to quote
you exactly, but if I may paraphrase your statements, we need tax
reform. One objective of that tax reform is the raising of additional
revenue. The other is removal of inequities as between taxpayers.

The Cuairman. Senator Gore, I am sorry to interrupt you, but
they are just about to vote,

enator Gore, Do they havea vote? )

The CuarmMaN., Would it suit youn, Senator Gore, to resume Fri-

dag morning at 9:30°¢
enator Gore. I was about to conclude now. If Senator Long
wanta to come back it will be fine with me.

The CuarryaN. Then, Mr. Dillon, we will recess until 9:30 Friday
morning. Does that suit you?

Mr. DiLLoN. Anything suits me, Mr, Chairman,

Senator Gore, We have a vote at 3 o'clock.

Mr. DrLron. 9:80 Friday?

The CuamyaN. Friday morning. )

Senator Gore., May I just say that I was about to recapitulate
your testimony, and I was going to ask you to %ive us some time

imit, some estimate of the time, in which you would hope to submit
a fiscal J)rogmm to the Congress. You can think about that between
now and Friday. :

Mr. DironN. Fine.

(Whereupon, at 3:05 p.m., & recess was taken until 9:45 a.m., Fri-
day, January 13, 1961.)
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NOMINATIONS OF DOUGLAS DILLON, SECRETARY.
DESIGNATE OF THE TREASURY, AND ABRAHAM
RIBICOFF, SECRETARY-DESIGNATE OF HEALTH,
EDUCATION, AND WELFARE

FRIDAY, JANUARY 11, 1861

U.S. Senaty,
CoxyiTTee oN FiNaNce,
Washington, D.C.

The committee met, }mrsunut to vecess, at 9:45 a.m,, in room 2221,
New (?ennte Office Building, Senator Harry Flood Byrd (chairman)
presiding.

Present: Senators Byrd, Kerr, Douglas, Gore, Talmadge, Hartke,
Williams, Carlson, and Curtis.

Also present : Senators Dodd and Bush, both of Connecticut.

Also present: Elizabeth B. Springer, chief clerk.

The Craryan, The meeting will come to order.

Secretary Dillon is alreadg in the witness chair for further question-
ing. The Chair recognizes Senator Gore.

STATEMENT OF DOUGLAS DILLON, NOMINEE T0 BE SECRETARY
OF THE TREASURY—Resumed

Senator Gore. Mr. Dillon, I have but one more question; however,
Ithink Senator Long has some inquiries to submit.

My question relates to the timing of the fiscal tax reform program
of the new administration. 1 indicated this to you Wednesday. Per-
haps you have had some time to reflect upon it and therefore I lay it
open for your comment.

Mr. DiLLoN. Senator, this problem of fiscal tax reform is one of
the major questions facing the administration.

As I'indicated the other day, it would be our hope to be able to get
some action at this session of Congress, and that would mean that we
would have to submit a program, certainly, I would say, by the 1st
of April. Whether or not we can submit a complete program by that
time, I cannot at this time guarantee, because we have not fully re-
cruited our staff who will be responsibfe for that, and the shape of the
program, the details of it, are not yet worked out. But, certainly,
that is the objective at which we will shoot ; if we are not able to have
a full program, I certainly feel we will have parts of it, and we will
have some requests, and they will be before this committee, I would
say, at the latest by the 1st of April. If they come after that, there
would not be adequate time to get them enacted this year.

Senator Gogre. I judge by what you have said that you recognize the
urgency with respect to both time and substance?

. 47
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Mr. Dinron. That is correct.

Senator Gore, Thank you, Mr. Chairman.

The Cuairyan. Senator Long is in Louisiana today. He will not
be here to question,

I have just one more question, Mr. Dillon.

Would you say that the combination of our Fublic debt, which is now
about $200 billion, the prospect for more deficit financing, the inter-
national {m yments situation, and the position of our goid reserves
would call for the immediate exercise of fiscal restraint and Federal
spendi;lg discipline regardless of what administration might be in
power

Mr, DiLrox, Senator, I certainly feel that we have to maintain
complete fiscal soundness. That means that we have to use restraint
in spending programs, having programs which we are sure are
essentinl.

Now, the question is what rule the measure of essentinlity may be.
I believe we should be certain to have adequate programs in the field
of defense and national security, but certainly 1 equally believe that
they have got to be very carefully looked over to see that all possible
waste and all excess programs in that area are taken out.

Cortamlg it may not, as I said Wednesday, and as you yourself
said, Mr. Chairman, be possible to avoid a deficit in the forthcoming
fiscal year, but we have got to give the impression, and it has got to be
a fact, that we have control of our fiscal situation, that we know what
we are doing, and that we have a balance overa reiatively short period
in sight, through the revenues that we are going to be able to get from
our tax system as compared to the expenditures,

The CuarMAN. Is it your present intention to make prompt rec-
ommendations to the Con with respect to the situation in the
international payments balance?

Mr. DiLron. I would expect, Senator, that there would be very
prompt recommendations or statements in that regard, either from
the Treasury or possibly from the President himself.

Certainly, we wish to make clear, and we will make clear as soon
as we are in office, that we have every intention, as President-elect
Kennedy said, to maintain the soundness of our dollar and maintain
it at its present value. 'We are going to do everything that is necessary
to carry out that sort of policy.

The Crairyan. I assume that you regard the dwindling of the
gold reserves as very serious, do you not

Mr. DiLron. Yes, sir. I think it is a serious thing that cannot be
allowed to continue over any long period of time.

The :Cruuuum And do you expect to recommend some prompt
action

Mr. DiLwon. I believe there will be additional action taken over
what is presently in effect ; yes, sir.

Senator Kerr. I want to congratulate the Secretary upon the forth-
rightness and vigor of his statement, that it is their purpose to do what
is necessary, whatever may be necessary. .

I do not think there is a man in our country who is more familiar
with the problem than Mr. Dillon, and I do not think there is a man
in the country more able to accomplish that purpose, if he sets him-
self to do it, and I am delighted to hear him say that it is their purpose

e S peo—
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to do whatever is necessary to reverse that trend and get it going back
the other way.

The seriousness of the situation is not alone in the fact of the present
status of claims and reserves, but that the balance is running adversely
to us, and when that can be reversed and we start it back the other
way, we have won the battle in the trends that we establish rather
than in the status of the moment, because the reversal of the trends
will restore both confidence at home and abroad, in my judgment,

Senator Gore. I have a further question.

The Cuairaan. Senator Gore!

Senator Gore. I share with you, Mr. Secretary, the sentiment that
fiscal soundness must be observed.

Do you not think it is equally imperative to avoid fiscal foolishness?

Mr. DiLrLoN. Most certainly; yes, Senator.

Senator Gore. Such, for instance, as drastically reducing the num-
ber of internal revenue agents, which causes a reduction in Govern-
ment revenue by a factor of several—-—

I yield.

Senator Kerr. I just wanted tosay—off the record.

(Off the record discussion.)

Senator Gore. In reference to Senator Byrd’s questions and your
response on the seriousness of the gold situation, is it. your view that
the United States should continue—or if the United States does con-
tinue, as I hope she will, as the banker for the free-world economy,
its essential international banking function, and should this banking
function continue to be narrowly tied to gnld ?

Mr. DiLroN. Senator, I certainly believe that the United States
should continue its function of provider of an international reserve
currency and international banker for the world.

Our whole free-world system is tied to a fractional gold reserve.
There is not enough gold in the world to permit a full reserve behind
all convertible currencies, but our whole system is based on that, and
I think it must continue to be based on that, and I think it is per-
fectly workable as a system. I think we can and will bring our
balance of payments into balance, and we will be able to—without any
trouble and without any doubt—maintain the value of our dollar at
its present value in gold of $35 an ounce.

enator Gore. Do I understand you to say, then, that you think
that the international banking function must be tied to the mining
of gold in South Africat

r. DiLLoN. The mining of gold in South Africa is only, Senator,
one of the places where and from which new gold supplies come, and,
of course, the gold supplies—

Senator Gore. Thatisthe chief supply.

Mr. DiLron. It is certainly by far the largest in the free world,
andhlt is probably half of the world’s increase, something like that,
each year.

Senator Gore. Well, I will not lead you into a discussion on this.

Did i/ou happen to read Mr. Henry Alexander’s speech on the
subject

r. DiLLoN. Yes; Idid, Senator.

Senator Gore. It seems to me, and it has seemed to me, that the inter-

national banking function requires a more sophisticated base, a more
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flexible base, A more adequate monetary machinery, than a reserve of
gold which at best can never be overly large and at the worst can
cre:;te quite n good denl of havoc, but I will not engage you further
in that,

The CrairMaN. Senator Hartke?

Senator Harrke. Good morning, Mr. Dillon. I am delighted to see
you here.

I was wondering whether——

The CuairyMan, The committee welcomes to the hearing the two
Senators from Connecticut, Senator Dodd and Senator Bush, and they
are invited tocome to the rostrum.

Senator HarTkE. You mentioned in your testimony on Wednesday
something about the need for a reexamination in the field of deprecia-
tion, There was a study done by the man from Fordham University—
I do not know whether you are familiar with this or not—that indicates
ma¥m depreciation on equipment and plants might be on the basis of
replacement costs rather than original purchase,

was wondering whether as Secretary you would be willing to
examine some of these fields of deprecintion which are utilized, par-
ticularly in Western Europe, in order to place our own manufacturing
establishments upon a modernistic basis so that we can successfully
com!pete with them?

Mr. DiLron. I fell very strongly that we do have to improve in one
way or another our tax system in that regard, because I think it is
essential that we maintain an industrial system, a supply of industrial
equipment in our factories, that is the best in the world. At present,
apparently the incentives for modernizing equipment are even greater
in the countries of Europe than they are here, and the trend in the
last few years is that European factories are becoming more modern
in some respects than our own. This is an entirely new and unaccept-
able development, and we have got to find ways to offset that.

Senator ?IARTKE. I was wondering if there was any possibility—1I
know you are just new—if such a study and such a recommendation
could co?me before the Congress at a relatively early date, in your
opinion

Mr. DiLron. I think we would hope that this would be one of the
things we could reach agreement on, a program, a specific program, in
time to submit it for action this year.

Senator HArTkE. Two fields in regard to the tax itself: In your
opinion, any reduction in taxes, should it occur during a period of rela-
tive prosperity or during a slack period !

Mr. DiLioN. There are two different concepts there, Senator, I
think during a period of relative prosperity, you should give first
priority to having an adequate surplus to offset any deficit that you
might have in slack times,

nator HarTtke. I mean assuming that; of course, I mean from
your original statement, that you felt that a continual long-term pro-
gram should have a balance of surplus and deficit; yes.

Mr. Diron. That'sright,

Well, I would say that long-term tax reduction you would prob-
ably be more apt to make at a time when you were in surplus.

en you were in & recession, there is a strong body of economic
theory that temporary tax cuts, strictly temporary in nature, can be
very effective.
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However, that would not be a permanent thing, so permanent re-
ductions in the system, I should think, would come at times of relative
prosperity.

Senator Hartke. I wonder if you had given any thought to the
raising of the exemption for dependents as either a permanent or a
temporary measure, during periods of recession, in order to provide
additional purchasing power to the masses of the American people?

Mr., Dinton. I think that is generally thought of as being one of
the best ways, or one of the ways, to operate a temporary reduction
that would have rather prompt impact.

As far as permanent reform, I really do not have enough knowled
of the overall tax system to want. to comment on whether that would
be part of it or the major part or a minor part or not at all.

enator HARTKE. In answer to Senator Williams' questions in re-
gard to certain programs, which he based upon a report by, made by,
Mr, Heller, I know that you have read the Samuelson report. to the
President-elect.

As I understand your statements, and you said, in substance, that
you agreed with the overall proposition that much more had to be
done in the field of economic growth, but that this should not be done
in a fiscally irresponsible manner so that it would look like it was run-
away handling of our financial situation.

I thought maybe it ought to be cleared up, because I thought, pos-
gibly, part of that could have been interpreted as indicating that you
did not feel that we should give any consideration to the actual re-
sponsibility of the Government to maintain a sound dollar.

Also there was an editorial in the Scripps-Howard papers of yester-
day indicnting that you had made a statement that the permanent or
temporary debt ceiling, would have to be raised above $285 billion.

Is there any indication at the present time that the Government will
be in & position to operate unless the ceiling is somewhat raised in the
relatively near future, without any change in spending or anticipated
revenues?

Mr. DiLroNn. No, Senator. Last Iyenr the ceiling was, the tempo-
rary ceiling was, $295 billion, and I do not see anything that would
forecast that we could operate under a much lower ceiling in the
coming year. .

What the exact ceiling will be we have to wait until we are a little
further down the rond and see what appropriations look like and
what the fiscal situation looks like for the next year.

But it is certainly clear that we will need an increase over the per-
manent ceiling of $285 billion as we have had every year in the past.

Senator Hartke. And just to clear that point up, there is not just
an awful lot you can do about that, is there?

Mr. Diron. No. As Senator Kerr pointed out, Con Appro-
priates the funds, and after they have appropriated the funds, we do
not have too much to do, but this keeps us closely within that limit.

Senator HarTkE. But I am sure that you are going to do everything
that you can to finance our (Government at the least expense to the
people; is that not right ?

Mr. DinLoN. That 18 correct.

Senator HARTKE, And that this will be done consistent with the
laws which provide for a debt ceiling, and if they are not needed,
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you are not going to ask for an increase, and if they are needed, you
will tell us honestly that they are?

Mr. DiLron. Thatis right.

Senator Harrke. Thank you.

The CuairMan. Senator Curtis!

Senator Curtis. Mr. Dillon, you have been here for a long time,
and you have been very patient, and I believe I have heard all the
giqctfwaion except that 1 was detained this morning. I shall be very

rief,

What is your notion as to the necessity, the desirability of a yearly
balanced budget {

er. Dnuron, I think on that, Senator Curtis, I made my position
clear.

I think the objective is to keep a balance over a reasonably short
period of time, because the economy undulates up and down. )

It would not be practicable to increase expenditures very drastically
one year because we had a lot of income, and decrease them equally
ragidl when our income fell off,

o I think what we should aim for is a surplus that will bring some
reduction in our debt over a period.

I t(llnink that is a generally accepted theory and I think it is fiscally
sound.

Senator Curris. You would not favor that and attempt to bring
the budget into balance every year?

Mr. DiLioN. Not in a time of extreme recession, no, Senator.

Senator Curtis. I understand the philosophy back of that, and it
appears in many places in the Government.

t seems to me that that invites a national attitude that we ought to
balance the budget but not now.

Every year Congress is faced with & demand for needed improve-
ments, needed expansion. There is always some unemployment. There
are always soft spots in the economy, and then every other year there
have been elections in this country, and while I can see the theoretical
bac und for an objective over a reasonable period, that we should
stay in balance, I think that when we waver in that for one year we are
gradually leading the American people to adopt the same attitude,
a balanced budget is a good thing but not right now.

Do you think that it is practical and desirable, or either, that this
hu’ge ebt of our country be amortized in some systematic way?

. 'The reason for that, the reason for my question, is this: I believe
in respect to all individuals, those who get their debts paid are those
who work out a plan of payment and stay with it.

I think that is largely true of businesses. But here we have, ih the
National Government, proceeded on that notion that some haY‘py day
in the future, why, our economy will expand and this will happen,
and we won’t need this and that, and we will reduce the debt.

Do you think it is either desirable or practical to attempt to work
out an amortization of this debt ?

Mr. Dmuion. I think it is highly desirable that the debt burden
be reduced. The only difficulty I find with working out a definite
schedule, Senator, is in figuring out what the proper size of it would
be, and obtaining the extra revenues that would be required.

¢
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I do not think it would be of any use to have a provision that so
much debt be retired every year unless coequally with it there was
provision to raise the tax revenues to take care of it.

Senator Curris. That is very true.

Novw, in the last Cmparticularly in the other body, there were
a number of bills introduced which just say the Congress shall reduce
the debt by X dollars l?:r year.

Well, that cannot be done. It has got to be more worked out than
that; that when they reach a certain poincieither the revenues are
increased or expenditures are cut back, and I firmly believe that is a
necessity. .

I thiﬁvk it is rather grave for our own self-respect, I think it is im-

rtant in connection with our children, I think it is important so

ar as other countries of the world are concerned.

Some day thess youngsters are ﬁoing to rise up and say, “Does Uncle
Sam ever pay his debts, or does he just refinancet”

I would like to see a system worked out, having the greatest amount
of flexibility so that in toufh times may]Je the reduction of the debt
will only be a token, but that would be real; and I certainly agree
with you that a phony gesture does not do any good.

The only way you can reduce the debt is to take in more money than
you pay out—that is correct, is it not?—and it would be improper to
ask you or any other prospective Cabinet member to commit yourself
on legislation in advance and before it’s presented in the usual way.

But I do want to call your atfention to something that I hope that
you and your staff can give some very careful studsy to.

The distinguished chairman of this committee, Senator Byrd, wh
in my opinion, has done more to protect the homes and wages an
values of the American people than most any g:rson of our generation,
has authored a constitutional amendment. Senator Bridges of New
Hampshire is a cosponsor, and it has bean my privilege to be on that
constitutional amendment, which provides that after estirnates of re-
ceipts and expenditures are made at certain periods, and before the
Congress adjourns, that if the budget is not going to balunce the Con-
gress will not adjourn until provision is made to put it in balance.

Now, that amendment also provides that in time of extreme emer-
gency the Congress can vote to suspend, but they have to take affirma-
tive action,

. The roll has to be called, and they have to take & position that we are
in such a serious situation that this is not revised, which, in itself,
would be a restraint.

I think this job of Federal finance is so difficult and the demands
upon the Federal Government are so great that every restraint that
has value should be used and pursued.

As I say, it i8 not my purpose in mentioning this constitutional
amendment to ask you to support it or not st:&?ort it, but I would ex-
press the hope that you and your policymaking people w~uld give
serious attention to it because I thiiik that we are drifting into a situa-
tion where there is nointent to pay .he national debt. ' '

I believe that pressure groups and even committnes of Congress, if
they anticipate an increase in revenue, line up some programs to take
1t up, and, while there will be additional revenue by reason of the
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growth of the country, I think that that has been a pretty well-worn
proposition, and that isnot inexhaustible.

But I would appreciate it if this field could have the study of the
high officials in the Treasury.

fr. DiLLoN. Yes,sir. -

The CHairMaNn. Mr, Dillon; we want to thank you, sir, for your
testimony.

Senator Kerr. Mr. Chairman, may Iinterrupt?

I want to place in the record a statement received from the Treasury
concerning the amount of the U.S. deficit or surplus for each of the
fiscal vears ending in the period January 1, 1953, to December 31, 1960,
as well as the price of gold in the London free market on a monthly
i)gg})s from March 1954 when the market reopened, through December

I would like to have this go into the record at the appropriate place.

The CHamyMaN, Without objection, so ordered.

(The document referred to will be found at p. 24.)

Senator Kerr. I would like to ask the Secretary one question, but
before I ask the question, and as a preface to the question, I would
like to say that the Senator from Oklahoma's record, his official record,
is filled with glittering stars of fiscal soundness and dedication to the
principle of a balanced budget, and reduction of the Federal debt ; and
in the light of that statement I would like to ask the Secretary this
question:

I guess you are familiar with the expansion and growth of American
industry and business as many man that has ever been before this
committee.

Do you know a single growing productive business and private en-
terprise associated with the production of resources or their develop-
ment that hasno debt #

Mr. Doon. I think there are some oil corporations, one or two.
[Laughtar%

Senator Kerr. How is that ¢

Mr. DruoN. Amerada Petroleum Corp. [Laughter.)

Senator Kerr. Well, I am glad you mentioned that, and my respect
for its management is so great that I will not refer to the throes in
which they now find themselves by reason of that unhapp]y condition.
. I would presume that the American Telephone & Telegraph Co.
is one of the great industries of our country ¢ .

Mr. DrLonN. It certainly is, Senator.

Senator Kerr. Would you happen to be familiar with their total
indebtedness ¢

Mr. Druron. No, Senator. Iknow it is very large.

Senator Kere. Would Jou be sur;)rised to know it is in the neigh-
borhood of between $5 and $6 billion !

Mr. Diuron. That isslightly larger than I had expected.

Senator Kerr. And I understand that their expansion program this
year will call for an increase in over a billion dollars.

Mr. DiLon. Thatizcorrect. '

_Senator Kerr. Now, it is a fact that their expansion has been Rro-
vided generally through the issuance of convertible debentures which
constitute an indebtedness, and which go out of existence as the value

!
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of the stock increases to where the owners of the convertible debentures
find it to their great advantage to convert into common stock ¢

Mr. DrLLoN. Yes.

Senator Kerr. And that great organization has done so much in
many ways to contribute to the develolpment and growth of our coun-
try, {las one so by a boldness in policy of expansion possible only
t}m:i h very substantial indebtedness, and then wise management of
the debt.

Would you be able to tell the committee the total or approximately
the total public and private debt of the Nation ¢ .

Mr. DiuioN. No, sir, I om afraid I do not have that figure readily.

Senator Kerr. Would you, as you so kindly did the other day 1n
connection with another request by me, transmit to the appropriate
official in the Treasury a request that that figure for the latest date
for which it isavailable be put into the record ¢

Mr. Diuron, Yes, sir.

(The information requested follows:)

Estimated changes {n gross public and private debt, Deoember 1959 to
December 1960

(Billions of dollars)
1959 1000 Change
December | December
Indlg'lidll_l&l;ge 173 1 +14
OFRBEC. .cveneceeecnrecnecnnncmcreecessaseeenncannnennes %
[o211T211 .73 SN m"l 58 +4
L1771 SO 40%4 43 +234
OB . cccreeccrceccrecacracreccsenenenncnoanaanas 206 286 2034
COTPOrALB b. . ccvvveecnecnecccrereecesmsoeeeamesneenernennne 342 38 | - 16
State and Jocal government..........ceeicneenienanaareoncnnn MKI 00)4) 5
Total (other than Pedersl)......cccuveenecnan... eraeran o732 714 +41
Federal Government . .-..-._.-.) .............................. 291)" 200}6’ -»H
T TSR 963 1, oo«ul +41

! Includes Federal agency debt not guaranteed by the U.8. Government.
Bource: Office of the Becretary of the Treasury.

. Senator Kerr. You would not be surprised if it were found to be
either at or approaching the sum of $1 trillion, woyld you, Mr.
Secretary #

You would not be surprised, would you ?

Mr. Druron. I would not be surprised at all.

Senator Kerr. And that it increases substantially each year, both
public and private debt, as our economy expands and growst

Mr. DmuioN.” That has been the case, yes.

_Senator Kerr. In fact, our economy has been built on a founda-
tion of wise management and wise use of substantial credit, and our
hopeful future growth is on the same foundation.

ank you, Mr. Secretary.
Mr. DiLLoN. Thank you, Senator.
The CrAIRMAN. Are there any further questions?

Mr. Dillon, I thank you, sir. You have been frank with the com-
mittee and have answered the questions in fine fashion.

We are very grateful to you.
Mr. DiroN. Thank you, Senator.
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The CrHAmMAN. The Chair is pleased to insert in the record
statements favoring the nomination of Secretary Dillon by both of
the Senators from Secretary Dillon’s home State of New Jersey,
Senators Harrison A. Williams, Jr., and Clifford P. Case.

(The supporting statements fpflow })

U.8. SENATE,
Washington, D.O., January 18, 1961,
Hon. Harry Froob BYsD, :
Chairman, Senate Finanoe Commiltiee,
New Senate Office Building, Washington, D.C.

DeAR MB. CHAIRMAN : It is a pleasure to add these comments to the record of
hearings conducted by the Benate Finance Committee on the nomination of
Mr. Douglas Dillon as Secretary of the Treasury.

Mr. Dillon has already given {mpressive demonstration of his ability to see
directly to the heart of many critical problems facing this Nation and other free
nations. His experience with economic aspects of forelgn policy makes him
particularly well qualified to serve in a Cabinet ofice which, more and more, must
consider the international consequences of national fiscal and monetary policy.

As one of the Benators from Mr, Dillon’s home State, I am particularly happy
to have this opportunity to express my personal satisfaction at his nomination
for high office in the incoming administration.

Sincerely yours,
HARRISON A. WILLIAMS, Jr.

STATEMENT BY SENATOR CLIFFORD P. CASR, OF NEW JERSEY

Mr. Chairman and members of the committee, it is an honor and privilege to
speak in support of C. Douglas Dillon, who has been designated by the President-
elect a8 Secretary of the Treasury.

The people of New Jersey are understandably proud of the distinguished service
which Douglas Dillon has already rendered to the Nation, as Ambassador to
France, as Under Secretary of State for Economic Affairs and in his present
position as Under Becretary of State. His knowledge of financial affairs, com-
bined with broad experlence in diplomatic and economic matters, uniquely
qualify him for the vitally important role of S8ecretary of the Treasury. This is
particularly true at a time when this post involves our relations with other
countries to an unprecedented degree.

I know that the committee is familiar with the outstanding qualifications which
Douglas Dillon will bring to this new assignment. But I do wish to add, as one
who has known and admired him for many years, an expression of my highest
regard for his character, integrity, and judgment. I belleve our country is
extremely fortunate to have 8 man of his caliber and dedication to public service
available at this hour.

(%y permission of the Chair, the following financial statement, of
the United States and Foreign Securities Corporation, which was dis-

cussed on page b, is inse in the record at the suggestion of Secre-
tary Dillon.)



UNITED STATES & FOREIGN
SECURITIES CORPORATION

STATEMENT
SEPTEMBER 30, 1960

87
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DIRECTORS
AuousT BELMONT Tuomas S. NicuoLrs
Lesuig J. CAvaNAGH CHARLES C, PARLIN
CLArENCE DiLLoN RoBERT G. PAYNE
Freperick H. Ecker DorotHy DiLLoN Srivack

RoBerT WINTHROP

OFFICERS
CuarLes C, PAruIN . ., . . . . . President
RoBERT G. PaYNE e« « « « « . Vice President
Lesuie J. CAvaNAGH . . . . Secretary and Treasurer

RoserT L. CapLBY .  Asst, Secretary and Asst. Treasurer
RicuarD J. LyoNs .  Asst, Secretary and Asst. Treasurer

TRANSFER AGENT
The Hanover Bank
70 Broadway
New York 15, N. Y.

REGISTRAR
The First National City Bank of New York
2 Broadway
New York 15, N. Y.
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UNITED STATES & FOREIGN SECURITIES
CORPORATION

One Headley Road,
Morristown, N. J.

To the Stockholders:

Herewith are submitted a balance sheet, & summary of assets and a list of
securities owned as of September 30, 1960, and statements of income and surplus
for the nine months ended on that date.

The indicated net asset value on September 30, 1960 of $98,035,022, as calcu-
lated on page 3, was equivalent to $29.61 per share of stock outstanding. No
allowance has been made for federal capital gain tax on unrealized appreciation
of $63,843,959 as the corporation has elected to be taxed as a regulated invest-
ment company and expects to distribute to stockholders substantially all net
realized capital gain,

On March 31, June 30 and September 30, dividends of $0.40 per share were
paid. Of each payment, $0.15 per share was from net ordinary income and
$0.25 per share was from net realized capital gain and so designated.

The Board of Directors has authorized the officers to purchase for the cor-
poration shares of its stock, in such amounts, at such prices and .at such times as
they may deem advisable, No purchases have been made under this authoriza-
tion and any future purchases will be reported in the quarterly statements to
stockholders.

By order of the Board of Directors,

ROBERT G, PAYNE,
Vice President.
October 14, 1960,
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UNITED STATES & FOREIGN SECURITIES

CORPORATION

BALANCE SHEET—SEPTEMBER 30, 1960

ASSETS

CASBDQOOCOOO.".""I..l.DOIO..lll.....llll.l..l.....lll

RECEIVABLE FOR SECURITIES BOLD:.ovesrrcoersossonnvensnns
Dmnm RmBIVABLB.i.l.'.'..l...’.'..l..00‘0.00.0'...

INVESTMENTS IN SECURITIES, AT IDENTIFIED COST
(indicated value $97,713,481)

UoSoTWWbi“.ootnc-o-noo'oouoooo-'oltnt ‘!l|879.357
Other securities...... Ceterersennncneseesseess 21,990,165

$ 230,732
48,867
85,830

33,869,522

LIABILITIES AND CAPITAL
PAYABLE FOR SECURITIES PURCHASED. .. ..ot vvvrrrnsanasonns
ACCRUED TAXES. . 0usrssoovescssossssssrsosssssnsassonsse
CAPITAL STOCK AND SURPLUS
Common stock, $1 par value
Authorized —3,500,000 shares
Outstanding—3,310,815 shares.............. § 3,310,815
Capital surplus....coceevvveesrssosvrssersess 23,505,846
Undistributed net ordinary income............. 3,669,157
Accumulated net realized gain on investments... 3,705,245

$34,234,951

$ 18,446
25,442

34,191,063

$34,234,951
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UNITED STATES & FOREIGN SECURITIES
CORPORATION

SUMMARY OF ASSETS—-SEPTEMBER 30, 1960

In the following table, investments in securities are included at values as
indicated on page 6.

CASH AND RECEBIVABLEBS.....coverersassvrsessces $ 365429 37%
U. S, TREASURY BILLS....000eevnessreoseeessess 11,916,611  12.15
CoMMON STOCKS

Chemical and Drug..c.oovvvvvvinnenvenenseess 20,753,168  21.16

Electric Utility......covvvirevcvcenans 5,299,146 5.40
- Manufacturing and Misc.............. ceresesss  11,148400 11,37
Merchandising. . ....oo0vuneinnn. 2,310,000 2.36
Metal and Mining..... ceerseseessaresensaeses 10,891,500 11.11
Natural Gas.........o000ttn Cereresenese 1,612,000 1.64
Olliiiiieireenrenneeeeeressvonnnnnseneensss 33,605206 34.26
Other investments.............. veerreens 177,450 .18

TOTALmm.....l."........"l'.l.l.'l'...' s98’078’910 1mlw%
Liabilities as shown on balance sheet............ 43,888

NETmmnco-cuoonao-.onon--O ess 200 b0 ‘98.035'022

This indicated value of net assets was equivalent to $29.61 per share of
stock outstanding.

The corporation upon request will furnish to any stockholder of record
the latest calculation of the indicated value of its net assets.

CHANGE IN NET ASSETS

Net Assets—December 31, 1959........ feseenensens R $118,757,860
Additions or (deductions)
Net ordinary incoOme. . .oovveeeivirerastanesereersnes 1,922,829

Net realized gain on investments. . .... Meteteseauneres 3,143,585
Change in unrealized appreciation......cccvv0vvvene..  (21,816,274)
Dividends paid from net ordinary income.............. (1,489,867)
Dividends paid from net realized gain on investments... (2,483,111)
Net Assets—September 30, 1960.............ccovvvviinnen $ 98,035,022
TS———

64371 0—81—35



62 NOMINATIONS

UNITED STATES & FOREIGN SECURITIES
CORPORATION

NINE MONTHS ENDED SEPTEMBER 30, 1960

NET ORDINARY INCOME

INCOMB
Cash dividends.......covvevvessionsnenresasss $2,063,308
Interest. .....oeoeevvvenosvcncvssanvasenassss 312,816
Other inCOME. . v ovveeeverervnssscssarsssnans 6,809 § 2,382,933

EXPENSES AND TAXES
Statistical services and research—
Keswick Corporation (Note1)....cec0vneroces. $198,500

Directors’ compensation....ooocorerrorssncsoss 27,000
Officers' salaries. ....ovvvvvivernnensnssronnnns 44,225
Othersalaries. ....ocovvenverrnnrsssssnssonees 33,657
Retirement plan and pensions.......ov0vvvunees 25,311
Professional services. . . ....ccovvecesnnnsosnnss . 21,675
Transfer agent, registrar and custodian fees...... 20,114
Other expenses. ...ooeveeensosrecnnass vevenens 33,448
$403,930
State franchise and other taxes......cccovevvees 30,310
Taxes on foreign iNCOME. .ovvvevreeressocsseans 25,864 460,104

NET ORDINARY INCOME (NOt€2). ... cocerseccecscessncsesses & 1,922,829

NET REALIZED GAIN ON INVESTMENTS

NET REALIZED GAIN ON INVESTMENTS (Not€2)..coconcveoocss $ 3,143,585

UNREALIZED APPRECIATION

At December 31, 1959.............. ceeeenan Cresaranennens . $85,660,233
At September 30, 1960 (Notes 2and J)...... eeerrrenareeons 63,843,959
DeCrease. .. .cooonveensessssnsosassssoss caererreans Leee $21,816,274

(See notes on page 5)
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UNITED STATES & FOREIGN SECURITIES
CORPORATION

NINE MONTHS ENDED SEPTEMBER 30, 1960

CAPITAL SURPLUS

Balance, December 31, 1959 and September 30, 1960.......... $23,505,846
UNDISTRIBUTED NET ORDINARY INCOME

Balance, December 31, 1959..........coevvtnn. ceereeninaaes $ 3,236,195

Net ordinary income for the period................ $1,922,829

Dividends paid, $0.45 pershare................... 1,489,867 432,962

Balance, September 30, 1960................... e verees  § 3,669,157

ACCUMULATED NET REALIZED GAIN ON INVESTMENTS

Balance, December 31, 1959 (net realized gain on investments
from organization to December 31, 1959 of $62,497,359, less
dividends paid of $59,452,588).............. crrerenreeeess $ 3,044,771

Net realized gain on investments for the period..... $3,143,585
Dividends paid, $0.75 per share.................. 2,483,111 660,474

Balance, September 30, 1960. ........ e eteaeieeens vervreeee. § 3,705,245

NOTES TO FINANCIAL STATEMENTS

Nore 1. Keswick Corporation, a wholly owned subsidiary, furnishes statistical and
services at cost.

Note 2. No provision has been made for federal income taxes on net ordinary income,
on net realized gain on investments (on identified cost basis) or on unrealized appreciation,
as the cos poration has elected to be taxed as a regulated investment company and expects to
distribute to stockholders substantially all such income and realized gain. Regulated invest-
ment companies are also itted to retain part or all of net realized capital ?m and pay the
tax thereon on behalfl of the stockholders. Should the corporation in the future to
avail itself of this altermative, stockholders will be s0 advised.

Note 3. As a result of the present unsettled conditions in the Republic of the Con
(formerly Belgian Congo) the corporation’s investments in Compagnie Generale d’Automobiles
et d'Aviation au Congo and Filatures et Tissages Africains are currently carried at no value,
as against an aggregate indicated value at June 30, 1960 of $220,143,

SUPPLEMENTARY INFORMATION

1 fees paid during the period to Shearman & Sterling & Wright, of which firm Charles
C. Pm isa g:nner, ugountg; to $15,000, o ek

Commissions paid to Robert Winthrop & Co., of which firm Robert Winthrop s
amounted to $19080 - 10 P v REAOpTA® partaet

Excluding U. S. Treasury bills, purchases and sales of securities during the period aggre-
gated $782,149 and $4,216,714, respectively,
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UNITEL STATES & FOREIGN SECURITIES
CORPORATION

INVESTMENTS IN SECURITIES—SEPTEMBER 30, 1960

Indicated values are based on New York Stock Exchange or American Stock
Exchange market quotations except those indicated by (t) which are based on
over-the-counter market quotations and those indicated by (°*) which are stated
at fair value as determined by the Board of Directors.

U. S. TREASURY BILLS

U. S. Treasury Bills, due Oct. 17, 1960
U. S. Treasury Bills, due Oct. 20, 1960
U. S. Treasury Bills, due Dec. 1, 1960
U. S. Treasury Bills, due Dec. 8, 1960
U. 8. Treasury Bills, due Dec. 15, 1960

COMMON STOCKS

Principal
Amount

$3,200,000
2,500,000
1,250,000
2,500,000
2,500,000

CHEMICAL AND DRruG

Abbott Laboratorics

American Cyanamid Company

Dow Chemical Company

DuPont (E. 1.) de Nemours & Company
Hercules Powder Company

Lilly (Eli) and Company, Class B
Monsanto Chemical Company

Olin Mathieson Chemical Corporation
Pfizer (Chas.) & Co., Inc.

Schering Corporation

Seatle (G. D.) & Co.

Smith Kline & French Laboratories
Stauffer Chemical Company

Union Carbide Corporation

Shares
10,000
40,000
41,616
17,000
35,000
10,000
*40,800
20,000
15,000

7,Sm

9,000
50,000

5,000
25,000

Indicated
Value

$ 3,196,951

2,497,108
1,245,186
2,489,229
2,488,137

$11,916,611¢

$ 570,000

1,840,000
3,037,968
3,136,500
2,590,000
690,000t
1,489,200
820,000
427,500
375,000
522,000t
2,225,000
242,500
2,787,500

$20,753,168
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EvLectric UtILITY

American Electric Power Company, Inc.

Central and South West Corporation
Florida Power & Light Company
Gulf States Utilities Company

Middle South Utilities, Inc.

Texas Utilities Company

Virginia Electric and Power Company

Shares

15,682
8,000
7,000

11,000

44,000

20,000

13,000

MANUFACTURING AND MISCELLANEOUS

American Telephone & Telegraph Company

American Viscose Corporation
Eastman Kodak Company

General Electric Company
Goodrich (B. F.) Company
Goodyear Tire & Rubber “nmpany
Halliburton Company
International Paper Company
Johns-Manville Corporation
Kimberly-Clark Corporation
National Lead Company
Owens-Corning Fiberglas Corporation
Pittsburgh Plate Glass Company
Procter & Gamble Company
United States Steel Corporation
Westinghouse Electric Corporation
Weyerhacuser Company

Sam
10,000
21,000
15,000

2,000

6,000

8,500
10,404
20,000
10,200

4,000

4,000
10,200
10,000

5,000
10,000
10,000

66

Indicated
Value

$ 831,146
280,000
399,000
379,500

1,298,000
1,520,000
591,500

$ 5,299,146

$ 450,000
335,000
2,331,000
1,095,000
105,000
© 207,000
310,250
910,350
1,020,000
800,700
328,000
352,000
591,600
1,135,000
367,500
490,000
320,000t

$11,148,400
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MERCHANDISING

Pederated Department Stores, inc.
——Simpsons, Limiced

METAL AND MINING

~— Aluminium Limited
Aluminum Company of America
— International Nickel Company of Canada,
Limited
International Sale Company
Newmont Mining Corporation
Reynolds Metals Company
St. Joseph Lead Company

NATURAL Gas

Republic Natural Gas Company
United Gas Corporation

(0), 2

Amerada Petroleum Corporation ‘
Continental Oil Company

Louisiana Land and Exploration Company
Ohio Oil Company

Standard Oil Company of California
Standard Oil Company (New Jersey)
Superior Oil Company (California)
Texaco Inc.

Shares

30,000
20,000

125,000

12,000

20,000

6,000
18,000
87,500
15,000

16,000

155,000

40,000

130,000

20,000
18,000

160,000

3,500
57,22

Indicated
Value

$ 1,750,000
560,000

$ 2,310,000

$ 3,625,000
840,000

980,000
597,000
1,062,000
3,412,500
375,000

$10,891,500

$ 1,100,000t
512,000

$ 1,612,000

$ 9,610,000
2,020,000
6,435,000

660,000
765,000
6,480,000
3,458,000
4,177,206

$33,605,206
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OTHER INVESTMENTS

Indicated
Value

Keswick Corporation (100% owned) $ 20,000
South-Headley Realty Corporation (100% owned) 150,000
Miscellaacous (See note 3) 7,450

$ 177,450°
Total  § 97,713,481

To the Board of Directors and Stockholders of
United Siates & Foreign Securities Corporation:

In our opinion, the accompanying siatemenis present fairly the financial position of United
States & Foreign Securities Corporation at Seplember 30, 1960 and the resulls of s operations for
the nine months then ended, in conformity with generally accepled accounting principles applied on
o basis consistent with that of the preceding year. Our examinalion of these stalements was made in
accordance with generally accepied auditing standards, and accordingly included suck tests of the
occounting records and such other auditing procedures as we considered mecessary in the circum-
slances, including confirmation of the cash and securities owned at Sepiember 30, 1960 by corre-

spondence with the deposilaries.

PRICE WATERHOUSE & CO.

Newark 2, N. J.
Oclober 14, 1960,
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The CaalrMAN. We are honored to have before us Gov. Abraham
Ribicoff, the distinguished Governor of the State of Connecticut, the
designate to be Secretary of Health, Education, and Welfare. You

ma . ‘

l{egore ou do, I would like to say that we are honored by having
the two Senators from Connecticut who, if they wish, may make a
statement introducing Governor Ribicoft,

Senator Dopp. Senator Byrd, I would like to make a brief statement
to the members of the committes,

I consider it a very rare honor for me, and a great privilege, as well,
to appear here with Governor Ribicoff to say to this committee that in
my considered judgment we have here a man of extraordinary talents,
and of a most unusual and remarkable record in government,

He has served in the lgfis}ature the executive, and the judicial
branches of his State and Nation, This is in itself unusual,

He was an outstanding member of our State legislature. He was a
distinguished Member of the House of Representatives here in Wash-
ington ; he was one of our most respected judges and, of course, he is
now, and has been for 6 years, one of the greatest Governors in the
lorg)history of the State of Connectiout. )

he comes before you with this very unusual record. He is a man
of unique executive ability and his success in working fruitfully with
Republican and Democratic legislatures, his success in uniting the
ple of Connecticut behind progressive but prudent government

18 one of the most remarkable feats in the annals of our State.

I would like to safv to Senator Byrd and the members of the com-
mittee that I would like to remain, but I am due at a Judiciary Com-
mittee hearing, and if I stayed longer I could not say more or any-
thing more truthful than what I have said already.

e CrARMAN. Senator Dodd, we thank you for being here, sir,
and you will always be welcome to this committee. ~ :

Senator Dopp. Thank you.

The CHAMAN, Senator Bush . . .

Senator Busu. Mr. Chairman, I welcoms the opportunity to join
my able friend and colleague, Senator Dodd,in presenting Governor
Ribic:ff to this committee.

The Governor has just concluded 22 years of almost continuous
service to the people of the State of Connecticut, and has become
racoglgized not only in our State but in the Nation as one of the ablest
men 1h public life today.

I have had the pleasure, the privilege of knowing him s a friend
and as a fellow servant of our people, and I say with great satisfac-
tion that we have worked together closely and in friendship for the
benefit of our people in connection with issues affecting their welfare,
and so I can consider it an honor to my State and obvious?, a ﬁmt
honor to the Governor, that he has been selected i)y President Ken-
nedy to assume this very hiﬁl:x{)ost in his Cabinet,

I believe that, as Senator d says, his backﬁmund qualifies him
well, with his experience as legislator, judge, Member of House of
Repreeentatives and, finally, the Governor of our State.

said yesterday at a luncheon that Senator Dodd gave for him
that I was impressed with what the New York Times said editorially
at the time his nomination was announced by Senator Kennedy.

i

*
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The Times says that not only would the Governor bring to his
post & wide background of experience which qualified him, but also he
would bring heart. This is a department of our Government where,
obviously, the chief executive of that Department must have s sensi-
tivity to the needs of our people, and the Governor has well demon-
strated that he does have that, and I thought the comment by the New
Kﬁf‘k 'Ii;xmee editor was particularly appropriate concerning Governor

lw . N

Mr. Chairman, I am grateful to the committee for the patience and
for the privilege of letting me introduce the Governor. :

The CHAIRMAN, Yes,

Senator Buss. I submit, Mr, Chairman, a biography of Governor
Abraham Ribicoff to be inserted in the record, «

The CHAIRMAN, I;,,will-hle'luaal-md.k
(The documeptréferred to follows:) ™~
BAOKGROUND OF An‘uuu A,

und : Born April 9, 1610, [i"New Britain, Conn)\son of Samuel and the
late Roge Bable Ribicoff+marriad to the foriner Ruth BSiegyl, June 28, 1031; son,
Alameda, Gilif.; high wschool er, and daughtey, Jane, 19, student
at Pide Manor Juglor College, Wellesley, Mass, \
ucation: Bducated in{the New tain p id schools, attended New York
University 1 20, was ty of Ohp
with the LL.B. degree,
Public and professio
on Democratic ticket
A bly in 1088; ree

Hongrary degrees: Am t Coll (do ro awa).Am can International

College' (doctor of humsnities), Fal field Unjvérsity (doctdr of laws), Hebrew
Union ege (doctor of humane letters), Hillyer Collegé (now Univernity of
Hartford) \(doctor of laws), Trinity College (doctor of Jdws), Wesleyan Univer-
sity (doctor of laws) and Yeshiva University (doctor )

The CHamMAN. Governor, the committpe
statement you would-eare to make. :
STATEMENT OF ABRAHAM RIBICOFF, NOMINEE TO BE SECRETARY

OF HEALTH, EDUCATION, AND WELFARE -
- Mr. Risicorr. Thank you very much, Mr. Chairman and members
of the committee. - S : R

First, I am very grateful to the distinguished U.S. Senators from
the State of Connecticut, Senator Bush and Senator Dodd, for their
kind remarks. = C S ‘

I'have been able to work very closely with both these gentlemen
for the welfare of the people of Connecticut, and I am sure that I
‘will be able to continue 80 working with them, in case the Senate
approves my nomination, for the benefit of the people of this Nation.

y I say at the outset, that I was born in New_ Britain, Conn.,
on April 9’ 1910. ¢ [ <
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I went to public school in New Britain, Conn. ; that I am a graduate
of the University of Chicago Law School. I have been a lawyer,
legislator, a judge, a Congressman, and a Governor.,

have been married for 29 years, I have a son who is a teacher in
high school in the State of California, and I have a daughter who is
a Treshman in college. ‘

As Governor of the State of Connecticut I am at the beginning of
my seventh year, Should this committes report favorably upon m
nomination, and should the U.S. Senate confirm my nomination,
would forthwith tender my resignation as Governor of the State of
Connecticut,

As Governor of the State of Connecticut, I find that over 70 percent
of the general fund budget of the State of Connecticut goes into the
field of health, education, and welfare. .

In 1960 the budget of this Department was some $314 billion ; $2.7
billion of that went to the States and territories and communities by
way of grants; in other words, more than three-quarters of the
Federal budget for this Department goes back to our States and
communities,

The State of Connecticut has received in 1960 some $21,000,000 by
way of grants in this field and, therefore, it would seem to me that my
experience as Governor, dealing in these important fields, would give
me an understanding of the basic problems that I would have to deal
with on a day-to-day basis in this Department.

I also feel that I have no interests whatsoever which would be in
conflict with the performance of my duty as Secretary of Health, Edu-
cation, and Welfare.

After this brief statement, I open myself to questioning by the
committee.

The Cuairman. Thank you. Thank you, Governor.

Senator Kerrt :

Senator Kerr, Noquestions.

The CuaIrMAN. Senator Williams?

Senator WiLLiaMs. Governor, I have been interested in the recent
task force report that has been submitted to the President-elect by
Mr. Wilbur J. Cohen, as chairman of that task force, Mr. Cohen being
from the University of Michigan.

Have you read this report ?

Mr, Rmicorr. Yes, I have, Senator Williams,

Senator WrLLiamMs. Would you care to comment on it and outline
your views in connection therewith {

Mr. Risicorr. Yes.

First, ma]y I state that none of these reports that are going to the
11\’_resu%cfmt-e ect are considered binding by the President-elect on

imself, '

This report, and other reports affecting the Department, over which
have been designated, was sent to me for my study. I rend that report.

I have sent that report to the career people in the Department of
Health, Education, and Welfare, asking them to give me a careful
most careful, analysis of the entire report, the history and backgroun
of the proposals; the positions for and against that have been taken
on these proposals in the past ; also the suggestions that they may make
concerning this report. g
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When this report, when this analysis, is received by me, I will then,
in turn, sit down with the career people in this Department and my-
self question them and analyze it. . . .

After I have finished that analysis, Senator Williams, I will fee} in
position to make recommendations a8 requested by the President-elect
concerning my views.

But I do not feel that until I have that complete analysis by the
career people I should approve or disapprove the basic document.

Senator WrLriams., Do you have any fixed opinions in connection
with the advisability of financing a medical program under the social
securitﬁsystemi ) ~

Mr. Ripricorr. May I say I do, sir. I do feel that health care for the
aged should be financed basicul\y under the social security system,

I think the matter needs most careful study. I talked to })eople
who are on both sides. I have had an hour and a half conference
with the top representatives of the American Medical Association
a3 well a8 the top representatives of the labor unions to get their point
of view. The President-elect, of course, is committed to such a pro-
%\r:tm, and I would feel dutybound to back up the President-elect on
that commitment,

Senator WiLLiams, Thatisall.

The CrairMAN. Senator Douglast

Senator Douaras. Governor Ribicoff is an old friend. He has
made a distinguished record in every office that he has held. I think
we are all ac?uainted with that record. I think the country is very
fortunate in having his services, and I believe in giving him a rela-
tively free hand without quizzing him in great detail as to what his
views are on specific issues.

Thank you, Mr. Chairman, but I shall not ask any further
questions,

The CaHAIRMAN. Senatar Curtis?

Senator Curris. Governor, we are delighted to see you here.

Mr. Risicorr. Thank you, sir.

Senator Curtis. And we appreciate your fine and frank statement.

I remember our days in the House of Representatives together.
I have not checked your voting record, but I remember one vote, in
ﬁu‘ticular, back there to create the Department which is now HEW—

ealth, Education, and Welfare—and I voted against it, and I believe
the distinguished Governor of Connecticut voted against it at that
time,

I do not know what your motives were, but I had a distrust of the
medical program then being offered by Oscar EvvingI who, from all
appearances, was slated to be the new Secretary, and I was delighted
that the bill did not become law.

Mr. Risicorr. Well, let me say this: I forgot that vote until a
newspaperman called it to my attention the other day, and I thought
about it and must say that 1s vexI'y ironical to have been designated
for a department whose existence I voted against.

But if you will ask me why I voted agninst it I think, basically,
thisis the reason.

I have always felt, and still do feel, that we should expand our
governmental cgencies as little as possible. I have always been
against the large expansion of bureaus and agencies, and I thought
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this was the creation of another department, and I had an aversion
for the creation of more and more departments,

However, this Department has now been in existence for 8 years.

It is an accomplished fact. The programs are important and neces-
sary. I would hope that if I were confirmed by the Senate I would
bring to my duties a look, a hard look, at every program that has been
in existence for many years. Could these programs be better?! Are
all these programs necessaryf! Should there be new approaches?
Should there be new ideas?

But I do recall that vote, and it is ironical, Senator Curtis.

Senator Cuvrris. Now, in reference to the general field of social
security, including medical aid, would you not recognize that one
of the problems in social security legislation is that the real costs
are deferred for some time before their full impact is felt by our
people? Isn't that correct; isn't that the way it has worked out?

r. Rmsicorr. Yes, I would say that is correct.

I think this is an important problem, in this field, Senator Curtis.

I have given a lot of thought to the problems, to the philosophy
and the development of all social security legislation,

There is a constant push toward the expansion of these fields, and
there has taken place a jugbgling or a jockeying of position to take
from the individual reponsibility of his care to the philanthropic and
charitable organizations to the cities, to the States, and then up to
the Federal Government.

I would hope that to the fullest extent possible individual responsi-
bilities for his own needs where he can possibly do so would be the
philosophy that prevails, L

I do not think that we accomplish very much when we keep shifting
responsibility from one group to the other without accomplishing a
positive and more constructive approach to our problem; and I think
that we have to very carefully examine this,

I know this has been my experience as a Governor. The individuals
bring pressures on the towns and cities and they bring pressures on
the State for more and more grants-in-aid.

Now, the States are bringing pressures on the Federal Government,

If we are going to go into this field, as we are, because I understand
the President’s budget is some $4 billion—President Eisenhower’s
budget is some $4 billion in this field—we should at least make sure
that we get as much value as possible out of every dollar we spend
and make sure that there is an increase and betterment of services
instead of merely juggling the responsibility from the individual all
up to the Federal Government.

Senator Curtis. I a with the distinguished Governor on that.

Now, the point—and I shall not take a great deal of time this
morning—the point I wanted to establish in the record it this: that
the social security approach, having used the term “insurance” has
been most misleading to the Congress and to the people, generally, and
it has provided a gimmick for voting programs in that will be very
burdensome 10 years from now, 20 years from now, and they are not
felt right now, ' .

For instance, our old age and survivorship program—survivorship
is not—but our old age, under title II, has been in existence about a
quarter of a century. Yet there are millions of people getting less
because of the value of the dollar.

~
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There are other millions of peopls, which can be revealed by the
mail we all receive, who are thoroughly convinced that that is an
insurance program, and that the{v have paid for everything they are
getting, which is not true, it will bs a number of years before they
paf' anything more than a token payment. '

tis a tax upon young and productive people to pay a social benefit
to somebody else now, and for many years the tax was very low, 1
ercent.
P I have received letters from very competent citizens who say, “I
understand the OASI trust account has so many billion dollars in
there, Why don’t you raise our benefits{”

At the very time they were writing their letters, the trust account
was such that it would not pay out the benefits of the people already
retired, to say nothing of those over 65 who might elect to retire or
will be 65 tomorrow or anytime in the future; and the same thing
will be true in connection with this medical {)rogram. .

I have known Mr. Cohen a long time, and I am not at all surprised
to see that he is recomending a program that is going to do a lot of
things for a quarter of 1 percent of payroll, and I think the time is here
when public officials are foing to have to give attention to the hidden
and delayed costs in social security.

If the Congress never passed another bill, if we never increased bene-
fits again, and we increase them before election just about every time,
the social security tax would have to be increased a great deal, and 1
think it is misleading our people as well as a rather dangerous financ-
ing, and I just hope that the d Governor now before us, one
experienced in State finances, and so on, will not only do as he says
about holding costs down and the expansion of the bureaus—I
thoroughly agree with that—but the biggest offense, in my opinion, of
the social planners who have promulgated these social programs in the
future has been that they have operated on a delayed and concealed
cost, and that we have an obligation to young people who are just out
of school, who are buying homes, who are paying bills, and so on,
because upon them must fall the burden of carrying this program.

They are not funded programs, and the Federal Government cannot
run a funded program,

1f the Federal Government had a fully funded program it would be
a question of what could they do with the trust account, and pretty
soon dry up all the assets of the country.

But 1 do call that to your attention because I think that it is serious
and I think it pertains very much to the proposal to expand social
security into the medical field, and the facts are, after 25 years we have
not made a success of social security for old age benefits.

The cost of old age assistance has continued on, but we do add to the
burdens of people not able to express themselves at this time.

Mr. Rmicorr. Well, Senator Curtis, may I add this; I think it is
the duty of every public official to disclose the facts, the full facts, upon
which you are expecting the Congress and the people of the United
States to act and pay the bill.

I think it is the du? of a Secretary to be truthful with the com-
mittees of Congress and the people.

Senator Curtis. We appreciate that.

Mr. Rmicorr. And should any measure come before this committee
that comes from this Department, I would consider it my duty not
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only to tell this committee and the American people what it will cost
this year, but as this m;i)rogram progresses what it will cost in the
future, One of the problems I have found, one of my most difficult,
a8 Governor, is in tl'yltl(l)ﬁ to explain, even to a legislature, that a
grant that is voted on today has a way of doubling in 4 years, and
while you seemingly have the money to spend for the program today,
{ou may not have it 4 years from now, and consequently, I do feel that
here is a duty of candor from all of us in Government to explain the
costs today and tomorrow of the programs that we advocate.

Senator Curris. Of course, we are dealing here with a program
where we cannot project the cost of it in the future because we do not
know what tha next Congresses will do.

Mr. Riscorr, That is right.

Senator Curtis. Now, is it not true that with rd to medical
assistance for the aged or any other group that in the last analysis
it comes down to this; individuals who cannot pay their medical bill
and for the type of good medical treatment that we want them to
have, that the only place to turn to get that paid is to have somebody
else pay it? Isn't that notcorrect?

r. Rmicorr. I would say that when somebody else is to pay it]
the bill, of course, eventually falls upon all of us as a burden, a bil
of that nature will fall upon all of usas taxguyers.

Senator Curtis. It falls upon those who are able to produce, to
earn and have an income.

Mr. Risicorr. Thatis t.rue’ excegtr—-

Senator Curris. That is the inflationary part falls on t.he.n:f and I
believe that Mr, Cohen is totally wrong in saying to the world, “here
is an eagy way for people of middle income, higher middle income, of
wealth income, to solve all of the health problems and do it for a
quarter of 1 percent.”

It will grow and grow and grow and it will be a burden upon every
?'oung fellow who starts out with nothing and has to work with his
1ands to acquire his home, to create savings and the like, because it is
elementary that just merely by projecting a plan in the future does not
get away from the proposition that these bills are paid for those
unable to Fuy them, by those who can, and we have had no success,
and it could not work out that way, in making OASI a type of pro-
glram whﬁm the recipient bought and paid for his benefits. It is not
that at all,

A great many of the beneficiaries who are drawing social security
now that has a total accrued value of upwards of $20,000, few have
paid less than $100, many of them have paid less than $500, and
probably the average have paid less than $1,000. '

I know they are good people, but they do not realize that that -
check coming to them in the mail month after month is tuken out
of the toil and the payroll checks of the people now working, and
the people now working are not building up a reserve for themselves;
they are being taxed to pay these benefits.

ol homhat the career people, as well as the Secretary—and
I am delig that the Cohen relport will receive careful study—will
look at it in the light of its real costs, and also that they will give
some attention to this premise: if we are going to tax the young
fellow working in the grocery store or the machine shop or on the
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small farm, if we are ;ioin to tax him to pay the medical bills of
others, whose medical bills should be paid .

| 'Sln(al}l?d we pay the medical bill of the individual well able to pay it
- himse

Now, there is no magic in the Government whereby the Government
can do this for him, If we adopt the Cohen plan, it is the same
thing as the Forand, we will be saying to all these young people
who are mising families and carrying the burdens of the world:

“We are going to reach farther into your income to pey medical
l;ills of people who are well able to take care of them,” not all of
them,

I think every American wants thoss who are not able to do it to
have such medical care. I realize that in the Kolitical arena, in the
campaign, whether it is for the House or the Senate or for the
Presidency, there is an element of rush, and there is also the element of
making an attractive appeal of something. .

But this health program should be approached on its true basis,
that you are goin;éto ut a burden on the productive segment of Amer-
ica to pay somebody elses medical bills, and you should ask the question
whose bills should we pay.

I beg your pardon for taking so much time. I do not expect detailed
answers or any comment of yours that you might wish to make, be-
cause it will be unfair until you are in there and called upon to make
recommendations in due course.

That is all.

The CHaIRMAN. Senator Goret

Senator Gore. Mr, Chairman, I had the pleasure of serving in the
House with Mr. Ribicoff, along with Senator Curtis.

I would unhesitatingly say that their votes against the creation of
the Department of Health, Education, and Welfare were in error, ex-
cept that I am not sure how I voted. [Lau%l;ter:]

am going to look that up, Mr, Ribicoff, before I brand you for your
vote.

I have listened with interest to the colloquy between you and Senator
Curtis on the question of health care,

Do you think that it would be fiscal soundness or fiscal folly to
neglect our ication?

r. Rinicorr. I would say that one of the greatest problems facing
us a8 a people is in the field of education.

This is a problem that will come before us with increasing insistance.
StAt: Governor, again, we have been bucked up from the cities to the

ate.

Our great problems in the field of education exist in Connecticut and
every other State and then, of course, now the demand from the States
to the Federal Government. I think that there will be a requirement
for Federal funds in this field. ‘

However, let me say this, Senator Gore, that I do not think that
all problems can be solved by the expenditure of money. While money
is needed for certain phases of improvement, there is much that can be
done for the national purpose in the field of education that will not
take any money.

It is a question of leadership, it is a question of discipline, it is a
question of study habits, it is a question of programing, it i8 a question
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of dedication, and it is a change of philosophy of what we do and how
our young people approach their tasks.

But here ngf'li]n iz & problem that we are going to have to wrestle with
as a nation, e President will have to wrestle with it, I will have to
wrestle with it, as Secretary, and Members of the Senate and the
House will have to do likewise. -

The Hovde Committee, as the Cohen Committee, consisting of
distinguished educators, made recommendations to the President-elect.

This program, too, was given to the career people for an impartial
analysis for my benefit, because they make recommendations in fields
that T do not know at the present time. But I would hope to address
myself to these problems and give it as much study as I can, and hope
to be able to come up, after talking to all the experts on both sides of
every question, with recommendations, following through the Presi-
dent’s program, that I feel will make important contributions for the
Nation as a whole,

Again, I do not think we accomplish anything in America if we
just shift the burdens everywhere, from one pocket to the other, unless
in the process of doing 8o we get more value for what we am spending.

There is a basic philosophy.

You cannot spend more money than you take in. We should try
to %et full value for every dollar we spend. Better education is &
problem that will plague you as well as myself and will concern every
thinking American for the future,

Senator Gore. I was interested in your philosophical discussion of
the problem of education and its relative position. Obviously, you
are correct in that money does not solve all problems, if indeed it
really solves any problems.

But so long as we have a system in which the inventor of the best
mousetrap lives in a mansion and, perhaps, the author of an immortal
poem in a hovel, we do have the problem of values, the assessment of
values, our sense of values,

It seems to me that since you approach it in that way, that one
measure of using incentives is to give greater rewards to intellectual
achievements and cultural contributions.

So long as the system remains whereby the driver of a trailer truck
from Atlanta to Cyhicago will earn two to three times the annual in-
come of the principal of the high school, we will have greater and

ater difficulty attracting the imaginative, provocative brainpower
into the teaching profession,

Mr. Risicorr. I a I think the key to education is a dedicated,
inspired teacher and a willing and able pupil, and I do believe that
one of the problems we must address ourselves to in the field of educa-
tion is how do we attract our best and brightest people into the field
of education where they give of their time and of themselves, and
yet pays the teacher enough money to get married and sul‘)iport a
family without having to take a job in a store on the weekend or do
laboring work in the summertime.

I understand that problem. My son is a teacher and I am very
proud he is a teacher. Many teachers teach not for monetary reward
alone, but because they love teaching and they love young people.
One of the key problems is how do we develop more and better teachers.

I'have always felt that—and I hawve said this in my own State time
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and time again—that you do not get an education from n fancy chair
or a bright light fixture and a fancy face brick. Good education still
must. come from the dedicated and able teachers, which is one phase,
We have the other phase, what type of leadership do we need to have
more willing and able pupils. It is going to take both sides of this
to develop our educational system,

Education is n field in which I am deeply interested, and I holpe
in my own way to be able to make some contribution in this field,
Senator Gore,

Senator Gore, Of course, as yon have said, education is, in large
measure, the result of self-promotion, but the essential ingredient is
a good and an inspiring teacher. There can be no good class without
a good teacher,

Mvr. Ribicorr, That is right.

Senator Gorrk, However adequate the building may be, however
scientifically avranged the lighting of the room, unless there is a good
teacher, that cannot be a good class.

This again comes down to the problem of how do we give to this
Nation's educational system a surge to excellence? Would you have
any specific recommendations in mind or do you wish to give this
further consideration before submitting a program?

Mr, Risrcorr. Well, I would say that it would be unfair of me now.
1 know that this is uppermost in the mind of the President-elect, I
have spent much thought on it, and T think it is my duty as a Sec-
retary-designaite not to make a detailed comment until the President-
elect adopts his programs and makes his decisions.

But there has been a considerable amount of research that'I am
undertaking now. I have not completed my tesearch and T have
talked—I would say, since I have been designated to this position—1I
have talked to over 100 people in every phase of education to get
their ideas. ‘ ' .

I have talked to them in Hartford and in Washington and in New
York about almost every phase in the field of education. I have had
many philosophical discussions so as to get their points of view and
better understand what the problem is, not only in Hartford, Conn.,
but what the problem is basically across the Nation. I would ho
that there would be a good pro and plan, and my thinking will
be submitted, in due course, to the proper committees of the Cor;gréss

Senator Gore. Have you advanced to”the point of being for “or
against Federal aid to-education? + ~ ~ .~ - o7

Mr. Risicorg. I would say, sir, that I am for Federhl aid to"edy-
cation, The Presideiit is for Federal aid to educ¢ation, and T stand bz
hind .hf'P ident-elect in thisfield. ~ =~ .Y

Senator Gore, Do you concur in the view, which T at least Hold,
that the very survival of our Nation in the long run depénds upan thp
quality of its education? . L e

1

B

Mr. Riercorr. I do, sir, -

Senator, Gore. Thank you, Mr. Chairman. ' ~* . "'
The CHAYRMAN. Senator Hartke.' T e
Sendtor'’ Harrre.” Governor, I want'tb comment upon one thing'the
President-elect did ‘ rdiie

identsloot did,and I thinlk he wa véry wise in golig to Pu

niversity to pick br Hovde as heading his ‘thsk force group jnt

field of education, not only becduse he is & distinguished Hoosier
04271—61—8

i
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being a Republican, that makes it all the more in the nature of having
a bipartisan flavor, and having the high iden of trying to see what we
can do for young people. ) )

I come from a family replete in the education field. My father
was a teacher, and my wife, before she started rmsm% our family,
was a teacher, and my sistor is actively engaged in education now, an
I was glad to hear of your interest in this fleld.

I was wondering though, whether in your mind you felt that we,
in America, in recent years have done enough to really meet the chal-
lenge of the future which is going to come to us as a nation in this
field of education?

Mr. Risicorr. I do not know what you mean by, “Have we done
enough ¢” .

Senator HArRTKE. Let me not keep you in the dark. Let me say
this to you: We have a high rate of unemployment at the present time
in the United States. The No. 1 group which causes chief concern
are the so-called dropouts from hiﬁh school,

Do you fesl we have done enough to provide the incentive to keep
these children in high school, and do you feel that more can be done
to encourage our young people to, at least, finish their high school
education?

Mr. Risroorr, I would say, sir, of my own experience, that this
again goes to the veri root of American purpose, leadership, pro-
graming, dedication, the proper use of our students,

Some students do not have the will or desire or capacity to go fur-
ther. I have always felt that we should give opportunity to develop
to the fullest limits of each individual’s capacity. Some people who
go to high school should be in vocational schools, They have no inter-
ests, no desire or they do not have the ability to just pursue the liberal
arts or the sciences, but yet they could be wonders to use their hands
in our trades, in our vocations, on our farms.

I think that we have to be able to siphon or direct that energy to
the trades and vocations.

Now, if we find a brilliant young man who will be a great scientist
or musician or & poet, we must do everything that we possibly can
to see that his capacity is developed,

There are t problems in the field of education. Some of the
atest problems in the field of education are in our big cities. There
not too much talk about the problems in our big cities.

.Some of the deepest, some of the gravest and some of the worst
gituations are in the big cities of America, and when you mention
Dr.; Hovde, may I say; frankly, I met hjm for the first time a fow
weeks ago, and few men have impressed n.e a3 much as Dr. Hovde
of Purdue; and he is sound, he has his feet on the ground., There isa
-recognition by many top educators that we need something else

es money. . .

The feeling is that there has been drift, there has been lack of pur-
poes, there has been lack of leadership in the curriculs, the lack of
inspirational leadership, to make young men want to study, to make
young men and women want to improve thiemselves, to make young
?an and women have a greater purpose in life and a greater dedica-
tion. - If we think as a people that we are going to solve all our proh-
loind by mqney ‘slofie; we, are going fo,be sadly mistaken, -

L
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Woe are going to have to have more money for education, but I think,
as n nation, in our States, in onr communities, we are going to have to
give additional leadership for excellence, and this is a very compli-
cated and a very tough problem, It is not an easy one, und the solu-
tion to it will not be casy.

Senntor . ARTRE. W{mt I had in mind is whether or not. we had
heen doing enough in this field, and you have indieated by your
answer you feel wo have not, evi('len.t.ly, to try to accommodate these
people.  But in my opinion, it is still—if you are going to satisfuc-
torily remove this problem we now have on the market, so to speak,
in the labor force, a_group of people who are ill prepared to provide
for themselves; nnd I suppose llm most expensive commodity in Amer-
ien is an unemployed man. 1 would hope that we could see the vision
in this administration under your type of leadership, about which you
have talked, to think in terms of Jefferson who thought in terms that
every child in America shonld have the vight to an education, and in
terms of those who conceived the GI bill of rights which, in m
opinion, were the greatest attack upon mnss unemployment. that this
country has ever concsived,

It is true that you may not touch all the gifted, but you must at
least. attack this t%\iup' on a mass basis, and although I would agree
with your philosophy that we might want to do something for those
exceptional students, 1 think that unless we attempt ourselves to do
something for that large mass of people now who are on the scene, and
who are coming rapidly, more rapidly, on the scene every year, that
something is going to have to be done or we nre going to have what
Senator Curtis does not like. And somebody is going to have to pay
for the bill, because somebody is going to pay for an unemployed man.

I know that my brother gave up teaching for one very simple rea-
son.  You say money is not the answer, but he gave it up because he
conld not provide for his family—their needs—and the necessary funds
for their education to require them to even teach our own children,
on the salary that a teacher receives today.

Mr. Risicorr, When I said, I believe that teachers are inadequately
&mid-—-I believe that teachers should get better salaries. But agnin

want to make it clear that if there is lnck of will and Inck of desire,
and the lack of opportunity, just putling money into something won't
improve it. This 18 what I am pointing out, and that besides I would
hope that whatever we develop, whatever programs on a local, State,
or National level, we will always keeg in mind not just spending
more money, but how are we going to develop the desire, the oppor-
tunity, the will in these young people to want to learn, to want to
achieve excellence, to use gile uppermost limits of this own individual
capacities instead of letting themn wither on the vine, and there is goin
to be, and this is going to take, a lot of hard work, and a lot of g
leadership, Senator Hartke.

" Senator HArTRE. I can understand that, and I am certain you can
provide that type of leadership to us in this field.

Mr. Risicorr. Thank you.

Senator Hartke. I would like to know one other thing in this field.
Do you feel we have done enough in the field of taking care of the
advanced education of our young people who are now and at the

wresent, timé find themselves unable to go into college because strictly
of this matter of lack of finances? Do you feel we q\(:u'e done enough
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in this field or do you think more should be done, without any definite
indication of the approach as to how it should be gione?

Mr, Risicorr. Well, again, I think, more is going to have to be done,
Yet I think there is much more that can be done with some hard
thinking that will not require just. giving people money to o to college.

A lot of us worked our way through college and got an education,
and I imagine many of you here and myself.

Senator Hartre. I did that,

Mr. Risicorr. We are going to have to think more of bringing the
colloges into the communities, the expansion of the community college,
where young men and women can still live at home instead of havin
the expense of a campus living, where the mother and father can sti
Eive them the same room and board they had while in high school, and

ave colleges within commuting distances, to encourage more night
schools or more after work schools,

Again, if there is not this will and desire for excellence in an edu-
cation, you are not going to be able to spoon feed the American peopls
to an education if you do not inspire them.

Now, I would say that what we must make sure, especially in the
scientific ficld, the field of medicine, in the field of higher education,
where a young man or woman, because of the nature of his studies—
take in the field of medicine, a young man going into the field of med-
icine is required to work and study from early morning to late at
night. This boy does not have time to wait on tables, This boy
does not have time to get a job after school or do the errands around
the campus,

Now, we do not want to lose a brilliant young man to the field of
medicine or the field of science; and I think this is where, in the field
of higher education, we should encourage fellowships and scholar-
ships to build up the national reservoir of ability and the national
reservoir of will and excellence,

In this field there are a lot of things we want; there are a lot of
thir‘l’gs we need,

We are only going to have so much money, and it would be my hope
that once we know how much money we have that we will try to estab-
lish n systen of priorities. We cannot spend for everything that
we would like to have and, therefore, we are going to have to deter-
mine what is X, how much money do we have to spend.

When we do, I would hope that there would be a system of priorities
a8 to which is the most important for the national interest at any
given time, and once we have established that list of priorities, then

etermine the amount of money, that recommendations should be
made to the Congress of the United States on the basis of the priorities
as we see it and then, of course, it is up to the Congress of the United
States to determine, first, whether we have the money and, secondly,
whether it goes along with the recommended priorities.

Senator Harree. I quite a with your concern about the fi-
nancing. But don’t you think that the most expensive thing we can do
is fail to educate our young people?

Mr. Rmicorr. That is right. :

Senator Hartke. I mean this is the expensive thing.

Mr. Risicorr. That is correct.

Senator HarTKE. And in the long run unless we have proper edu-
cation for our youth—unless that is the emphasis—we will not have to
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worry about the excellence of our youth. We will deteriorate under-
neath, and Russia will make an easy prey of us,

Mr. Risicorr. We should do everyginn to encourage the fullest
use of the intellectual and physical capacity of our people.

Senator Harrke. I would think we are properly in agreement on
this, I just want to Eot this in proper perspective.

Do you feel also that we have done enough in the field of health,
particularly, for cxample, in the ficld of heart disease and cancer?

Mr. Rmnicorr. 1 would say that Congress has done well in this re-
search. I believe that last year you appropriated something like $400
million in this field. ,

Whether we have done enough I cannot tell you, but I would like to
find out whether we are using the results of our research, Are we
:g!idhl‘:g our findings into the country? This is something that I want

00k at.

Our needs are great. I cannot tell gou, Senator Hartke whether
we are doing enough or not, but 1 would hope that after I was in that
department and had studied it, I could then answer that question for
you, and I will try to give you an honest answer.

Senator Hartee. Let me say this: when I am talking about doin
enough, I am not talking about sfpending enough money, and I woul
hope that you would keep your feet firmly on the ground financially.
But I hope you will keep looking for those stars up there, and I would
hope that you would feel in your own mind that we have not really
done enough in any of these fields, because I do not think we have
done enough, and 1 think we are capable of doing & lot more, and I
think all you have to do is to stir the imagination of the American
pepole, which I am sure you are able to do, as you have done in Con-
necticut, and stir them up to greater enthusiasm and greater drive,
and not let these side issues about what we are goinl% to do about the
moment of the day worry us so much. Because when we worry too
much about today, why there may not be & tomorrow which will be
worth while living.

I think you will do that. Iknow your reputation is all right.

Mr. Rmsicorr. Thank you very much Senator.

The CrrairMaN. Senator Carlson ¢

Senator CArLson. Mr. Chairman, Governor, I personally think you
are coming into this position as Secretary of henlth, Edueation, and
Welfare with a very fine background. You have had service in the
legislative branch, House of Representatives, you have also been the
Governor of a great State, and having served in both of these bodies
myself, I am somewhat familiar with the problems, and I know some
of the problems that you have had to meet. in the educational field and
in the social welfare field as Governor of your State.

I have one or two thoughts that I want to leave with you,

The social security Brogram is 25 years old; it celebrated its anni-
vorsary last fall, and during that period the people in the industriel
arens of this Nution were covered. It began 25 years ago and, there-
fore, you served as Governor of a State with a greater percentage of
people having had more years of coverage than farmers in the agri-
cultural areas, whose coverage only began 3 years ago.

Now, in dealing with the medical care program for the aged, we are
going to be confronted with this problem, and I hope you have given
1t some thought or will give it some.
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~ Inthese ayens in the agricultural sections where we have not had the
benefit of these many years of covearge, we hnve people who have
reached 65 and are past G5, not qualified. What ‘)rovision are {ou go-
ing to make to take care of these people who will not be eligible and
cunu;)b ever become eligible for social security payments for medical
care '

Mr. Rinicorr. Senator Carlson, I do not know. However, the
point that you raise is a point that I think we have got a duty to nd-
dress ourselves to. 4
- 1 do not have the answer, but I do understand the position that you
are nmking, sir, and this is something that I will try to find out and
try tocome up witha suggest ion, ‘

Senator CarrsoN, W e‘i‘l, I would assume, and I am sure you would
agree, that any citizen of this Nation, whether he is under social
security or not, who reaches the age of 65 or whatever age we agree
on, is equally entitled to medical care whether he hus been privileged
to be covered by social security ornot.

Mr. Risicorr. That isright; Ido.

Senator CarisoN. It is one of the problems that greatly concerns
me, in this program, and I am sure you are going o give it every
thought. This committee hus wrestled with it. It is one of the
problems we have, ,

- T have one other question, and it deals with education. I know you
have had that problem, too, becnuse you have State aid for elementary
and high schools, which we have in our own State.

-~ As o matter of fact, 1 sponsored legislation for that as Governor
of Kansas,

Assuming (hat the Federal Government does vote funds for Fed-
ernl aid to, education, would you favor the Federal funds being
hand}ed or distributed through the State agencies, such as your State
public superintendent. of instruction or your State board of educa-
tion or whatever your State agency is, or would you want it handled
directly from the Federal Government to the schools?

Mr. Rimcorr, 1 would say, Senator Carlson, I would be definitely
against having the Federal Government make a distribution.

I would like to see this done, if it were passed in the simplest and
easiest way posible,  YWhatever the formula should be, T would hope
to evolve a formula where the cheek can go into an envelope to the
commissioner of education of every State for distribution by the com-
missioner of education in every State to his communities throughout
the State, and maybe a birddog look at it or an auditor once in a
while, but 1 do not want. to set up a great Federal bureauncracy in
any field, and especially in this field, to try to handle the money to the
States,

I would say edueation is a State function, it should remain a State
function, and if the Federal Government goes into it, it should go
into it on the simplest, cleanest way possible. T believe my philos-
ophy here is consistent with yours, Senator Carlson.

Senator CartsoN. Governor, I assure you it is; and I thank you
very much for that statement. That is all, Mr, Chairman.

he Cunairman. Senator Douglas?
Senator Dovaras. Did the chairman wish to ask any questions?
The Cnamrvan. No. :
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Senator Dougras. I had not intended to ask any questians or make
any comment, but in view of the questions or comments from our
friend, the Senator from Nebraska, I wonder if I might be privileged
to ask a question or nsk for some comment { N -

Governor, do you have any estimate as to the bercentage which ad-
ministrntive costs form of the annual contributions under old age
security, under the insupance program? Do you know what the ad-
ministrative costs of old nge nre! -

Mr. Rinicorr. Idonot. ButT would say they are very small.

Senator Doveras, That is my understanding, that they are appreci-
ably less than 5 percent.

Mr. Risicorr. I would say that they conld be around 2 percent.

Senator Dovaras, Two percent ? :

My, Risicorr, T am not sure, but—T think they are very low.

Senator Dovaras. In other words, the amounts paid in under social
security will be ultimately distributed to beneficiaries, subject only
to a very minor deduction for administrative costs.

Mvr. Rinicorr. 1 would sny that the way that program is set up, as
Iunderstand it, and again T'am going to have to see it—

Senator Douvaras. Yes.

Mr. Rinrcorr (continuing). - It is probably a lower percentage of
overhend and deductions thun practically any. program in private or
public industry comparable to it. .

Senator Doveras. Well, now, is it not true, without any reflection
upon the private insurance industry, that the private insurance com-
panies which sell so-called insurance agninst a loss of earnings or
medical costs, and which collect. their premiums either on n weelﬁfv or
& monthly basis, have relatively high administrative costs?

Myr. Risicorr. I would—well, coming from basically an insurance
State—— ' '

Senator Doveras, T understand that.

Mvr. Rmsicorr (continuing). 1 would say that I cannot. conceive of
any private insurance company having lower administrative costs than
the socinl security system.

Senator Dovaris, Now, it has been some years since I went into this
matter, but when 1 did go into it, which was 20 years ago, the adminis-
trative costs of the companies were very much more than a third, 3314
percent, and I found some costs which, as I remember it, were roughly
over 40 percent.

Senator Curris. Will the distinguished Senator yield hriefly for a
question ?

Senator Doteras. May I be permitted to develop this? T did not
interrupt the Senator from Nebraska, who had considerable comment,
and after I do that T will be glad to yield.

Senator C'orTis, Yes,

Senator Doveras, But there was a very thorough study made in
Great Britain on the subject which showed administrative cost that
were approximately 42 percent.

Now, I am not. going into the question at all as to whether these
costs nl'e excessive or not.

I would merely like to raise this query: Is it not true that the
amounts paid in under old agxe, security go almost. entirely to the
beneficiaries: is that not true! ,

Mr. Rsrcorr. That is my understanding.
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“ Senator Dovaras. There is a minimum of overhead in administra.
ve costs,

Mr. Risicorr. That is my understanding,

Senator Dougras, Ithink the facts bear that out. " )

The Senator from Nebraska. emphasized the fact that peogl‘e'wxll
not benefit in precise proportion to their contributions. 'This is
true, althouqh everyone who contributes will ultimately benefit, but
not necessarily in proportion to the contributions, )

Now, the practical problem which we face is the problem which
the Senator from Kansas has properly called to our attention. When
a system is started the people who are already aged, and others in
middle age, if the benefits are confined to the actuarial equivalent of
the contributions which people will have made, will get no benefits
because they will have made no contributions. And those who are
in the fifties will get very slight benefits because they will have only
a few years to make contributions.

So I was greatly pleased when our qood friend from Kansas called
attenion to this fact. Is there not, therefore, a social obligation to
take care of what I believe the insurance people call accrued liabilities
* These are really accrued liabilities that should be taken care of,
and the only way to really take care of them is either through a gen-
eral system of taxes, which I think our friend from Neb would
oppose, or from the social security system in which the oncoming
generation assumes the liability of the people who have not been
similarly protected in the past. .

. Rinroorr. I would like to say it is very obvious, Senator
Douglas, after listening to you and Senator Curtis, I well realize that
is one of the toughest groblems Ihave. [Laughter,

Senator Dougras. I merely wanted the record to show that there
yvasl x(xllore to this issue than our good friend from Nebraska would
include. ;

Senator Curris. Would you yield now #

Senator Douaras. Surely.

Senator Curtis. Governor, it is quite a different proposition ascer-
taining the date of the birth of an individual to find out when he
reaches 05 and ascertaining whether or not he is totally and perma-
nently disabled ; is it not?

Mr. Risicorr. I would say so, yes.

Senator Curtis. Now, one other question, and then regardless of how
I might further be brought into this, I shall not take any more of your
time.

The Forand bill and similar bills would brir;lg medical benefits now
to our aged who have qualified for title 2 benefits under OASI.

Have those peoy})‘le made any contribution in the past toward medi-
cal care through the social security system ¢

Mr. Risicorr. No. I would say that this is actuarially—this would
be a new program, and the people in the past have not. They have

aid for a different type of fund. You would have to be starting a new
nd and taking care of the progression of people as they come in.

Senator Curris. The bill that was before us last year would have
made eligible for medical benefits now people who were social security
beneficiaries.

Mr. Risrcorr. Ibelieve so.
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Senator Curtis. But those people have not made any contribution
through the social security system for medical care, any more than the
person who was too old to earn credits under the social security or was
engaged inan occupation, such as my farmers, ) i

Ir. Risicorr. Of course, this is the great philosophical difference
between the Senator from Nebraska and the Senator from Illinois, and
I recognize one of the knotty or one of the knottiest problems to be
is the one raised by Senator Carlson of Kansas. If you have such a
[)I’O%l‘am what do you do for those people who have not been covered
atallf In n sense of fairness, if you say, people are being brought in
now because they have had social security without making additional
contributions, can you neglect the people in Kansas who are just being
brought into the situation—on a sense of national fairness and treating
all veoples equally ¢

You have raised one of the most difficult and toughest problems,
Senator Carlson, It deserves thought and consideration from n sense
of fairness.

Senntor Curms. I agree with my colleague from Kansas whole-
Ibteul'tedly. As o matter of fact, that is true of all of the agricultural
States.

But the point I am trying to make is this: that the farmer who has
been under social security 3 years and has had a crop failure 3 years
and has paid nothing, or the individual who was too old to go to work
when the Social Security Act was passed 25 (ﬂenrs ago have paid just
as much into the social security fund for medical care as the qualified
beneficiaries, which is zero, yet the bill before us last time was dis-
tinctlly class legislation, to give it to the qualified beneficiaries and no
one else, -

Mr. Rmsicorr. If you would adopt the philosoph’y that you would
want to take care of our aging population who have problems of
health, then I think that you have to f;o all the way. I think that
there could be a meeting of the minds; I do not know.,

But I think when the Kerr-Mills approach, which would take care
of people not under social security, and then you add the social securit;
approach, then you might find a bridge in the Kerr-Mills a])proac 1
and the social security approach. I think there is something here,

Do I have the formula now? I do not have it, but I am sure going
to try tosee if I can find it.

The CHAIRMAN. Senator Talmadge?

Senator TaLymapoe. Mr. Chairman and Governor, I regret that I
was late in getting here. We had a meeting of the Agriculture Com-
mittee at the same time, and I did not get an opportunity to hear all
of Xour testimony.

. All that T have heard about you from mutual friends and my own
mde})endent investigation has been very good.

I have heard a little of the testimony here with Senator Carlson
and Senator Curtis and also Senator Douglas.

There has been, of course, a great deal of talk by members of the
medical profession and many others about socialized medicine, I
voted for the bill that was devised b{ this committee, principally
authored by Senator Kerr, primarily because social security would
not take care of the people who had the greatest need, as I saw it, not
only in Georgia but throughout the Nation, and they were the people
who had no social security entitlements.
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Would you come before this Congress at any time and advocate
any legislation of any kind and charncter that would deny a doctor
the right to choose his patients under any circumstances?

Mr. Risicorr. For this I can answer you very easily. First, T am
against socinlized medicine.

I want to choose my own doctor, and T want every man and woman
to be able to choose his doctor,

Frankly, I think the name of the bill “Medical Care for the Aging”
is nmisnomer.,

The bill that T have got in mind, I think, even the Anderson—IKen-
nedy-Anderson—bill had nothing to do with doctors, It had provi-
sion to tako care of hospital, nursing, nursing homes, and n few other
incidentals that do not involve the doctors.

In any bill that T would present I would not include physicinns, It
does not cover doctors,

T would want there to be definitely free choice for the individual,
whether he came under the Kerr-Mills approach, under the socinl
security appronch, to alwnys have the right to choose his own doctor,
to always have the right to choose his own hospital, to always have
the right. to choose his own nursing home, and to alwnys have the right
to choose his own nurse,

I believe in this, and I would not advoeate the so-called socialized
medicine approach,

I believe that the time has come to stop calling it medical care for
the aging and eall it the name it deserves, health carve for the aging,
becnuse doctors are not. contemplated to be covered in the bill that
we are talking about,

Senator Taryance, Would you favor a plan where it would not be
compulsory, where it would be optional, for citizens to determine
whether they wanted their health benefits with the Government or
a private source !

My, Risicorr, Well, this, if it is under the—I think here we have n
basic difference. If it is the social security approach, [ assume that
it covers everybody under social security, Senator Talmadge.

Nenator Tavarance, The thought would then arise as to a wenlthy
person who, perhaps, has resources to select any doctor or any hos-
pital that he sees fit, why would you compel him to take his medical
msurance through the Federal Government instead of somewhere else?

Mr. Rinicorr. Let me say this: I would always be willing to enter-
tnin an idea of how what you are talking about could be done to
exclude such an individual.

Senator Tarmance, I did not get that.

Mr. Risicorr. 1 would always be willing to entertain a formula for
writing into a bill or discussion or passage of how this conld be done
and excluding that type of individual.

Senator Tartaance. For instance, as I understand it, it is optional
with ministers whether they come under social security or not. That
is the only profession I know of offhand where it is optional; is that
correct

Senator Kern., Correet,

Senator TarMmanor. Would there be any objection to making it
optional with the citizens in this health care plang

H
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The main argument, as I see it, that the ogeponents of the social
security approach make is why should they be compelled to carry
their insurance with the Government against their will$

Mr. Rmroorr. I indicated, I am not trying to avoid your question
Senator Talmadge, but before you came into c‘ueetion, I indica
that I did not have all the answers. I mean, I have been sitting on
the Governor’s side of it instead of a Senator’s side of it or Secretary’s
side of it, and I have asked the career people in the Health, Education,
and Welfare Department for a com})lete analysis of the pros and cons
to every approach, the arguments for it and against, and the sugges-
tions, and I would hope to be able to come forth with o measure that
could help solve many of the dilemmas, and many of the questions
that are raised. I do not have the answer, Senator Talmadge, to all
the questions that you raise now.

Senator TaLamapge. I have no further questions, Mr, Chairman.

Senator Gore. Mr, Chairman, if I may.

The CrzairaaN. Senator Gore.

Senator Gore, If you succeed in making available to us the luxury
of option, perhaps you could extend it to me in the case of education.

y son goes to a private school here in Washington, but I still pa
taxes in Tennessee to sup&ort the public school system. So this
luxury of option can go into many directions, and can become quite
advantageous to many of us.

But if we have a social security proEram I would ful}( expect to
pay my fair share, and hope also that I am never a beneficiary of it,
of necessity.

Now, you say that——

Senator Tarymapoe. May I interrupt at that point? I understand
that it is, that the responsibility of paying taxes always carries with
it the rig'l.lt to draw benefits. If you do not pay the taxes you would
not be entitled to benefits. [Laughter.]

Senator Gore. This is the nearest to an argument that my friend
and I have ever had. [Lauglxter.;])e '

Now, you said you wanted to be free to choose your own doctor?

Mr. Risrcorr. Yes, sir.

Senator Gore. And I affirm Senator Talmad%e’s sentiment that the
doctor should be free to choose his patient. 1 want to enjoy that
same freedom.

That is not the crux of this problem at all. The crux of this prob-
lem is the availability of medical care or hospital care, whetherr we have
enough doctors, an adequate number of nurses, hospitals, nursing
{\ltlm;es; then whether those who need the care have the money to pay

() 0%8- ’

This leads to the necessity of providing the service, and I think some
standardization of fees. If you will come back to the Senate when
we are debating this question we will give you a full education.

Mr. Risicorr. I would say, Senator Gore, I have gotten as good an
education in this hour or two that I could possibly get in this field.
I have learned the different philosophies and approaches of this
committee, and probably the Congress of the United States, which

should be very, very helpful to me in trying to put together a pro-
gram to bring here.
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Senator Gore. Well, I would like to make one other observation, and
then I will quit,

Senator Krrr. Would the Senator yield

Senator Gore. Well, yes.

Senator Kerr, Wouldn’t you make that first statement without par-
tinlly impairing it with the latter?

Senator Gore. I would not deny you anything, so I may have some-
thing else to add.

1 could not help but wonder when Senator Hartke was adjuring you
to taking nctions which would stir all of us to vigorous activity, if
Senator Byrd wus very stirred ! [Laughter.]

The Ciamman, Idonot get too excited.

Senator Gore. That isall,

The Cuamman. Governor, we want. to thank you, sir, for a very
fine presentation, and I am especially pleased, informed, and interested
about your discussion with respect to the respective power of the local
government, the Stute governments, and the Federal Government,

I think you have made one of the most impressive presentations I
have heard of the fundamental principles of our Government. I hope
they will get. general circulation.

I)t, has never been my custom to predict what the Finance Committee
is going to do, but I think I ean do so in this case. I predict that you
will get o unanimous vote from the Finance Committee and you will
get a unanimous vote from the Senate of the United States,

Mr, Risrcorr, Thank you very much,

The Cuamraran. In recognition of the fact that you are one of the
nblest appointments to the Cabinets that I know of in recent years.

Mr. Risicorr, Thank you.

The Cuamrman. I would like members of the committee to remain
because we have a bill here to take up.

Thank you very much.

Mr. Risicorr. I thank the committee for their courtesy.

(Whereupon, at 11:35 a, m, the committee adjourned.)
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