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NOMINATIONS OF WILLIAM J. DRIVER TO BE ADMIN-
ISTRATOR OF THE VETERANS’ ADMINISTRATION;
FREDERICK LEWIS DEMING, TO BE UNDER SECRE-
TARY OF THE TREASURY FOR MONETARY AFFAIRS;
SHELDON S. COHEN, TO BE COMMISSIONER OF
INTERNAL REVENUE; MITCHELL ROGOVIN, TO BE
AN ASSISTANT GENERAL COUNSEL IN THE DEPART-
MENT OF THE TREASURY (CHIEF COUNSEL FOR
THE INTERNAL SERVICE) '

WEDNESDAY, JANUARY 13, 1865
U.S. SENATE,
CoMMITTEE ON FINANCE,
. : . Washington, D.C.
The committee met, pursuant to notice, at:10:25 a.m., in room 2221,
New Senate Office Building, Senator Harry Flood Byrd (chairman)
residing. o , L
P Present: Senators Byrd, Long, Douglas, Talmadge, McCarthy,
Hartke, Ribicoff, ' Williams, Bennett, Morton, and Dirksen.
Also present: ii‘.lizabeth éFringer, chief clerk.
The Cizamman. The'meeting will come toorder,

NOMINATION OF WILLIAM.J. DRIVER, TO BE ADMINISTRATOR OF
: , THE VETERANS ADMIN’ISTI‘RA'I_‘ION '
~The CnAmuANThe first’ order of bus,inessls the nomins,tioi.l of
W. J. Driver, of Virginia, to be Administrator of Veterans’ Adminis-
(:Sratmn to which office he was appointed'during the last recess of the
enate, R -
Mr, Driver, do you care to make a statement of your experience in
addition to the biographical gketch furnished by the Veterans’ Admin-
istration, which I now place in the record? =~ - - L
(The l’nographlcal etch and statement of Mr. Driver follow:) -
- VETERANS’ ADMINISTRATION, ’
. INFORMATION SERVICE,
o Waqlz_inoton, D.0., December 29, 1964. -
Willlam J. Driver, selected by President Johnson to be the Administrator.
of Veterans’ Affairs, is the first career Federal employee to-liold that post.
He has been with the agency since February 1948, with the exception of an
interval of 2 years during the ‘Korean conflict’ when’he returned to -active
military service. S
He served in the Contact and Administrative Services, the Compensation
and Penslon Service, and thenlater directed the entire benéfits program as Chief
Benefits Director before becoming Deputy Administrator. -Driver brings to his
new assignment & more: thorough understanding of the VA program than any
of his post-World War IT predecessors.
1
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He holds the Veterans’ Administration’s two highest awards, the Bxceptional
Service Medal and the Meritorious Service Medal. In 1064, he attained national
prominence when he was awarded the Career Service Award of the National Civil
Service League.

His wartime service brought him other awards. He served during World War
II as a_commissioned officer. with headquarters, Adjutant General, European
Theater of Operations, from 1942 until his separation from active duty in 1646.
His military decorations include recognition from Great Britain and France
as well as the United States. He holds the Legion of Merit, the Bronze Star, the
Order of the British Empire, and the Croix de Guerre.  ° | o

During the Korean conflict, he served with the offi¢é of the Assistant Chief
of Staff, U.S. Army. He returnéd.to the VA in August 1953, .

My. Driver came with the VA in February 1946 as speclal assistant to the
assistant administrator for Contact and Administrative Service. He later served
as director of the records management service; director of the planning and
fleld supervision service, and special répresentative to the Assistant Administra-
tor, all in the Contact and Adniinistrative Services. . o -

It was during this period that he attended law school at George Washington
University at night dnd earnéd his LL.B. degree in 1952. He was admitted
to the bar in the District of Columbia that same year.

Following his Korean conflict service, he became staff assistant to the Chief
Benefits Director, and in February 1950, he was named Director, Compensation
and Pension Service, an office responsible for the disbursement annually of ap-
proximately $3.5 billion in benefit payments to more than 3 million veterans or
their dependents. SR 1S A

In January 1938, he became Acting Chief Benefits Director, and in February
1959, he was named "to the post of Chief Benefits Director. He was named
Deputy Administfator, second in command of the VA, in February 1961.

Mr, Driver was born May 9, 1018, in Rochester, N.Y., and recelved his high
school education In that city. He underwrote his college education at Niagara
Univérsity by employment' with' a Rochester insurance firm -and received his de-
gree in business administration, cum laude, from Niagara in 1041, .. )

He married the former Marian McKay, the daughter of professor-emeritus of
economics, Marion K. McKay of the University of Pittsburgh, where Professor
McKay is also ¢hairmati ‘of the eivil service éommifssion; = o

The Drivers have two sons, Joe, 13, and Kellle, 9, and make their home in
Falls Church, Va. T , N A

Mr. Driver has been principally responsible for many of the important achieve-
ments that have occurréd in the Veterans' Administration in recent years.

These include; | o o . . P

‘The veterans pension latv, Public Law 86-211, twhich is more equitable ta
veterans and taxpayers. . , L
The work measurement and performance standards program which pro-

. vides knowledge essential in improving operations and the quality of service.

. Effective planning, ot ofly, to anticipdte and meet organizational prob-
- lems, such ag declining workloads in certain areas, but also to improve orga-
- nigational effectiveheas as such. . . R

The large-scale application of automatic data processing and the establish-

.- ment of a new Department of Data Management to ;)rovlde a completely

coordinated agencywide approach which will exdblé VA’to realize nore fully

' the potentials of ADP personnel skills and équipment. . : o« o .

Mr. Driver, Thank you, Mr. Cheirmati; T have been in the Veterans’
Administration'in oné capacity ot anéther since 1946, I had 5 years’
service in World War II before I'arrived and I went back in service in
1951 for 2 more-'ygtrs during the Korean emergency. All of my adult
working career aftor lea,vmg‘collp%e and being drafted into the Army
liag been either in the Atiny or with the Veterans’ Adniinistration, . .

- Prior to receiving the appointment. from the. President on the 2d

of this-month T had been the Deputy Administrator for 4 years to the

previous Administrator. L A
In advance of that I had been the Chief Benéfits Director. In that

Egsitio’n I supervised the activities of all regional offices wherein the
nefit programs, as distinguished from medicine, are administered.

bl adsacis ol alianllsatiaaas o
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Prior to that I had been Director of the Compensation and Pension
program, and in advance of that a management analyst in'a general
administrative capacity. , ' C i

I have served with each Administrator since General Bradley; and
find the Veterans’ Administration stimulating and extremely interest-

ing. : .
%‘ha Cuatrman. I believe Senator Douglas has some questions..
Senator Lona. Might I have a question first$
First, let me say this, Mr. Driver, I am happy to ses your name down
here. I think you are eminently qualified for the job and I am sure
you have done a fine job in the past and you will do 4 fine job in'the
future. X just want to ask about one matter. : , :
en we were in conference on this veterans insurance matteér our
House friends held out but they finally came out for-a compromise
which from my point of view was going to make 50-percent of the
veterans eligible, A. fellow could be eligible for this insurance with
zero disability providing the disability wae in an area where if it were
more serious it would be compensable, and I just hear by the grape-
vine some pressure is being brought to bear on’you to try:to be restric-
tive in who you make éligible. You intend to administer this th'mg
the way we had in mind that about 50 percent of the veterans wotl
be eligible for thig insurance? . - 0 o 0T
. Mr. Driver, Absolutely, Senator. . And there is no diffexence with
anyone, I think, on the point of service-connécted disability. If it is
& zero percent disability, which merély means you get a rating in naine
only without any money, but which could become worse, that is, a case
of flat feet, zero percent disability, could, with aggtavation and com-
gl:ca,tions increase to & rateable degree of disability. Such a man could
eligible for insurance. T
The difficulty we are having is in regard to & person who has no
service-connected disability. Some of the Members on the other sidée
want to be certain that & non-service-connected veteran cannot get in-
surance with the VA program if he can secure it commeréiallin L
Senator Long. In'my own case, my ears ring} they will?_rigg orever.
Fooling around with demolition did that:to me.. Do T understand be-
cause that is impairment ih my 'hearing I would'be eligible -+ ! - :.
‘Mr. Driver. If it is service connected, absolutely; regardless of the

d ’ ‘Sil‘. o ‘ o
g ena’tzr Na. Right. Isee. - - o e
The CHARMAN. Senator Douglas? -~ = -

~Senator Doveras. Mr. Driver, I, too, want: to exﬁl*éés‘- ‘xﬁyﬁplea;sure
at your a’pXomtment, you have had a very distinguished record in the
dminigtration. I think you are almest uni gcogf qualified.

l A '. B

Veterans
'.Il‘here is one question I would like to ask about the-med

may. o S

-Iny1951 I was chairman of a subconmittes in thé Comititten: on
Labot and Public Welfare whichiwent iito thtiguest_ion of tho medical
service inside VA. ‘Woe fotind that when Dr. Magnuson had been ap-
pointed initially after the Second Wotld War as head of the medical
service, that the laty was interpreted and, gerierally, broadly sb cartied
out, as to make the Chief Medical Dirctor the real director of the medi-

cal services and the hospitals, -~ S
After he left, the Administrator took over the direstioh of the medi-
cal service, and out in the field you would hiave the chief ¢ivilian of-

sorvice, if
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ficer in' the hospitals more or less giving orders on general medical
policy to the doctors and for the local medical chiefs, :

We went into that carefully. We made a recommendation that it
was the intent'of Congress that the Chief Medical Director of the Vet-
erans” Administration should be the principal:medical authority of
the agency with primary authority to control, manage, and operate its
medical and hospital program.

I would like to ask, first; if you approve of that récommendation and
then, second, whether that recommendation has been carried out in th
neariy: 14 years that have elapsed since'it-was made. - -

. Mr. Draver. I certainly do approve of it, Senator, and I think that
it has been carried out, There have been some differences in the past
that I have been.familiar with before' I became associated: with ‘the
medical program; when I became Deputy Administrator, for ‘exam’PIe,
which gets down to'the question of whether something is medical or
administrative. I think as a result of the consideration given to these
problems that today we: have an absolutely.perfect relationship in
terms of the Administrator’s: responsibilities and the Chief Medical
Director’s responsibilities. . ~ + - - 7o o .

-:Senator Dovaras, Hag: that been crystallized in administrative
ofdersoris this— . - . : N ' L

Mr. Driver. Well, the organizational manuals of the Veterans' Ad-
ministration ‘and- the delegations from "the Administrator specif
exactly what the Chief:Medical Director is résponsible for, and
believe they do so to his satisfaction, and they clearly state that any-
thing having to:do with rhedical matters is-the principal primary
responsibility of the:Chief Medical Director, and the present-Chief
Medical Director and I certainly have a fine relationship. I have a
thorough respect for him as a physician and I believe we have no
differences on :this subject. - I believe also he has talked with Dr.
Magnuson. . O A -

. Serator Douaras.- You can always get a tame doctor who wifl go
along with thebigboss.. .- - -, . e R '
-+ Mr. Driver. On that. point, Senator, if I could, Dr, McNinch ias
Dr. Hawley’s assistant during the war. I am sure you would agrée
that Dr. Hawley and Dr. Magnuson iwere:two- of the stanchest advo-
ocates of & strong medical program, the indopendence of the medical
program, certainly from civil service or anything of that sort and-I
can assurs you that Dr. McNinch is of the same stripe and if there
were differences he would make them known, .-, o o
.-Sendtor Douagras. Well, I have had—I -don’t think I am betraying
any confidence.to say I'have had a talk witli Dr, Magnuson and heisa
pretty responsible fellow. TS O Y
o Mr, DRIVER: Y€8, ' ... oo U o o R

Senator Douaras, And he doesn’t feel it has been carried out. -

.. Mxr.. Driver, If there is any way in which it-hasn’t that could be
brought to Dr..McNinch' or to me, I assure you.that in the spirit of
this which I am familiar with, they will be carried out. ' _
- Senator Dovoras: Thank you very much, L

%} would. be sati,sfac_tory,xf;Dx:.zMagnuson got in touch with you?

%nm:k. Absolutely, absolutely, Senator, *
The CHAIRMAN. An f)i,l’rther questions?' L
: SenatorDirksen. Mrc.Chairman. . c

- The Crarraan. Senator:Dirksen? -

iey

\
¢
1
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Senator Dirksen. Mr, Driver, in connection with the program to
phase out certain facilities and certain services by the Veterans’ Ad-
ministration, is that done on recommendation of VA or does it come
essentially from the Budget Bureau? o SR

Mr. Driver, The phasing out and the selection' of the locations, the
amount of dollars concerned, is directly related to studies that have
been in progress in the Veterans’ Administration over the past several
years. There has been, I assure you, and I am sure you are aware of
this extreme pressure from the Bureau of the Budget in'carrying out
the President’s program to econorhize wherever we can without
impinging on essential service, diid because of this I would sdy that
perhaps in the Veterans’ Administration there has been an acceleration
of weeding out of areas which we consider marginal and ‘in places

where we could devote rﬂdnefr,t’o’ bétter purposes. ook
Senator DIrkseN., Have the specific determinations now been made?

Mr. Driver. Yes; they have, Senator. _

Senator DirgseEN. Havetheybeenreleased? - -~ o

Mr. Drrver. There is a story in this morning’s paper which I under-
stand stems from information distributed .from some member that
lists essentially the plan. An official announcement becauso of this is
being made this afternoon and I am havg:f letters hand delivered to
ea’cthemberof'the'Congresswho'isaﬁ‘ec d, Lo e
Senator DirkseN. Does it show all the installations? -

Mr. Driver. Yes, Senator., _

Senator DireseN. Facilities, and mergers? B

Mr. Driver. Yes, sir; it does. e )

(The chairman subsequently received the following letter explain-
ing the proposed changes referred to above.) L ~

Hon. HArrY FL0OOD BYRD,
Ohairman, Finance Oommitice,
U.8. Senate, Washington, D.C. .

DeAR MR. CHAIRMAN: In accord with our policy of keeping you informed, I
want to tell you of our plans to streamline operations in the Veterans' Admin-
istration through adjustments to be made in our fleld structure, )

These changes provide for continued high quality service to veterans and a
savings to taxpayers in administrative or overhead costs amounting to some
$23,500,000 in fiscal year 1966, o .

The past decade has seen many changes in all programs administered by the
Veterans’ Administration, as well as significant changes in the management of
these programs. Many of the benefit programs established to assist veterans in
readjusting to civilian life are phasing out and will terminate in the not too
distant future. Indeed, some have already done so; and, as is to be expected,
participation in many of these programs has dropped sharply. At the same time,
we have improved and simplified our operational procedures to maintain maxi-
mum efliclency at the lowest cost. As a part of our management improvement
Jprogram, we have converted some of our benefit programs to automatic data
processing, utliizing the most versatile electronic computers yet devised. Still
other programs and functions, such as personnel data and payroll, ave presently
being converted to automatic data processing. g T S

In-our medical programs, we have seen significant breakthroughs in medical
sclence which have greatly altered the type and nature of medlcal care and the
facilities necessary for providing such care. Tuberculosis is a good example of
this. Where formerly we had 21 hospitals devoted exclusively to long-term care
of veterans with tuberculosls, today, as a result of chemotherapy, we have little
.need for entire hospitals devoted to nothing but the care of tuberculosis patients.
The progress of :medical knowledge requires additional diagnostic anad thera-
peutic tools. The inability to provide these within the confines of existing physi-
cal prants has made some of our hospitals -obsolete. These obsolete hospitals
must be inactivated and replaced with.niodern facilities, if we are to continue
to provide American veterans with the broadest possible spectrum of medical

41-960—65——2

JANUARY 13, 1065.



6 NOMINATIONS

care. Hospitals also were established in some areas that now have a more than
proportionate declining veteran population. As the number of hospital beds we
may provide is'Hmited, it 15 important that In establishing replacement beds, we
place them where the greatest need exists and near the medical schools with
which we are afilliated. . :

The characteristics of our domiciliary members have also undergone significant
changes in recent years. This program was initially established to provide a
home for ihdigeht veterans who could not sustain themselves in thelr communi-
tles. Today we have a vast soclal security program which, together with in-
creased veteran pensions, is providing more and more véterans with assurance
of freedom from financial want. Additional wide-ranging programs on both the
Federal and local level are also providing more facilities to these veterans as
well a8 to the rest of the population, ‘
" As you know, to cope with these changes, we have, in recent.years, adjusted
and :readjusted.our organizational pattern to keep pdce with the changing needs.
We have ¢losed some bospitals; we have relvocated others; we have merged some
%'Sglc%ml offices ; closed a number of small VA offices, and consolidatéd program

geuons, . . . ‘
- We¢ hdve recently conipléted a thorough analysis of our programs and opera-
tions, both.in the Department of Medicine and Surgery and the Department of
Veterans Benefits, We find that additional organizational changes must be made
it we are to:.continve to achieye maximum operational efficiency and economy,

and #t the same timé maintain our high standards of service. Accordingly, I

havé approved the following actiony: -

Glbse the following hospitals: o S '
VA Center; Bath; N.X, e 'VA Hospital, Fort Bayard, N: Mex.
VA Hospital, Lincoln, Nebr. - YA Hospital, Brecksville, Ohlo (Btoad-
VA Hospital, Castle Poinel:" NY . *  view Heightg Division); . .
VA Hospital, Rutland Heights, Mass. VA Hospita), Miles Oity, Mont.
VA Hospital, Grand Junction, Colo. VA Hospital, Sunmount, N.Y.
VA Hospital, Dwight, Ill. * VA Hospital, McKinney, Téx,

Close the following domiciliaries: T
Bath, N.Y. T Whiteé City, Oreg. .
Thomasville, Ga. .Clinton, Iowa.

Meérge the following reglonal offices :

State Merging station : Receiving statlon
..... eeeesetressamennesavananes] NOW York,
. ‘ uffalo, .
Philadelphia.
Cleveland.
St. Louls, '
New Orleans.
.-} Weoo,
...... ..} Houston, ]
Del B AT S
............ ..| Phlladelphia, Pa.
.............. ‘}:os.\ngeies. Calif,
. .| Boston, Mass,
| Jmtbg L | i s,
...| Fargo, N, Dak......... ..l 8t. Pa .
Sioux Falls, 8, Dak. .- 11110 Do.’
Cheyenne, Wyo.... .. IO BRI Denver, Colo,

lo;?f:oklyxi 4nd New York fanctionis wlil bo consolidated under 1 manager, but femaln in the same physical
ns, RN

To insure that uninterrupted service will ‘be continued at-the same level, a
VA office in the former regional office city will continue direct personal services
to veterans, their:beneficlaries, and others involved in VA program actlvities.
A staff of employees will be retained at-these offices for thls purpose.

In our Department of Veterans Benefits, for & number of years we have been
adjusting our resources to the' changing demand for benefits. These adjust-
ments began ‘soon .after the peak workloads of the postwar years had'passed.
Initially, our actions involved the reduction of employmentiin regional offices
and Insurance activities, and in the past 10 years staffing dropped over 50 percent.
In more recent years, major changes to the field organization were accomplished,
reducing substantially the number and size of our offices in the loeal comihunity.

i

!
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In recent years, four regional offices have been merged with other offices. In
each instance it was determined that the office into which the workload was con-
solidated could serve the VA public effectively and eficiently. This has been
substantiated by actual experience. .

One of the fmmediate benefits to be achleved by the consolidation of these
offices 13 A substantial recurring annual salary savings. The economy factor is
important, but continued provision of high quality service ‘to veterans requires
equal emphasis. Our planning considerations took this into account.

Since the VA’s major objective is to provide high quality service to all veterans

and their beneficlaries oh.a timely basis regardless of their location with respect
to regional offices, we have'given much thought to the important factors that con-
tribute to provisions of service. We considered especially the factors of com-
munications and distance as'they affected service. In a recent analysis of re-
glonal offices, it was found that in fiscal year 1984 approximately 90 percent of
cuntacts with regional offices vere by mail and about 10 percent by personal con-
tact or telephone. Further exploration to determine whether distance wag a
deterrent in securing benefits confirmed our bellef that it has had no adverse
effect. Veterans who are great distances from regfonal offices rely on thé matils
moreie heavily than do those who live nearby, but'they obtain the same effective
service. - -+ o Ve ’
. In the scheduled, consolidstions, we are generally, merging small offices with
larger offices. This has the advantages of causing the least disruption of opera-
tions, necessitates the transter ¢f fewer people, and receiving stations génerally
have all programs. This results'iii:greater savings bedause operating cost s less
per work unit produced at the larger stations. I . S

With reference to our hospital program, the general guidelines used in de-
termining which hospitajs are marginal and necessitate closing are obsolescence
of physical platit, whiich' would bé undnly costly to modernize; limited demand
for hospitalization :due td remote ‘location; difficalty in attracting the number
and caliber of professional staff required to assure a high quality of medical care;
and the capability of surrounding VA hospitals to expand the boundarles of-the
geographic area served. -

The domicliliary system in the Yeterans’ Administration has undergone gradusdl
but proféound changes from its inception dating back to ‘the 19th céntury, To
provide a completé:spectrum of medical care, domiciliary activities must be inte-
grgt,ed with ‘hospital activities, In line with the general VA policy of affiliating

ospitals with medical schools, or any other lovel of. higher professional activity,
the integration of hospital-domictliary activities will result in improved care.
"t The relocation ‘plan ‘calls for offsetting a substantial portion of the total
domiciliary operating bed loss by activating additional ‘beds at most of the re-
maining domiclliaries pending reevaluation of.nationwide domiciliary needs.
A further offset will result from authority given by the Congress which permits
yA t!o plan for nursing-type care, both fn VA installations'angd in State or private
acllities. oo
' .\We expect to complete all of.these actions before June 80, 1905, some of them
before April 1, 1865, .. AB stated earllier, the total savings to:be realized in fiseal
year 1960 will be approximately $23,500,000. T PO I i

We have a high regard for the welfare of our employees and asgure you ;lﬂit
all employees who cannot Bé retained at thefr present location will be given an
opportunity to follow their-function to another fleld station, where applicable,
or accept an offer of a position at another:VA station. The VA is placing re-
strictions on hiring at itg installations throughout the country. This will give
maximum ol{)po,rtuiijty for placement of employees affected by these changes.
The cost of thoving will bé paid by the Government. | . - R

The decislon to take theso actions was not arrived at lightly. The feasibility
of each was carefully considered. - In every instance, primary consideration was
given to our ability to continue to. provide high quality service. I assure youn
this will be maintahied throughiout the Veterans' Administration. .

Sincerely,

W. J. DRIVER, Administrator,
-Senator Dirksen. Have you gotten any reaction’from the service
organizations on this?
r. Driver. No; I have had— .
Senator DIRkseN. American Iegion? . L
.. Mr. Driver. I have had about six telegrams this morning all of them
coming from local posts. . I have had no-réaction at all from the na-
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at 3 o’¢lock.

Senator DIRgsEN. I see.

. That is all, Mr. Chairman. ‘ :

"t ‘Senator Witrrass: How riuch aré the expected savings as o result
of this B]Bﬁgl?‘k ' ‘

Mr. . Just at 2314 million.. .

- Senator WirLriasms. Where will this show up i this year’s budget ¢
‘Will it be expenditures below last year or what? The reason I asked
is that I haye supported all of these reorganization plans under Mr.
Truman and Mr. Eisenhower and have been greatly disappointed with
them because of times we found we consolidated two or three agencies
and in the consolidation we ended up with a superstructure which each
of these agencies kept running full blast and as a result it really cost
ug more money than it did before.

1 don’t suggest that that is the case here but I am asking where will .
this show up in thé badget so that we can tell our constituents, who
may ko affected, that there really are savifigs because—

Mr. Driver. It isintwo areas, Senator Williams, . .

ﬁiThe‘re are about $3 million tied to the consolidation of the regional
offices.

“Senator WiLLiams. Their appropriation will be that much less$

Mr1 %)B%IVER Their appropriation will be that much less in 1966, for
lgsg?ator Wintrams. It will be that much less than it was in fiscal
196 _

My. Driver. That is right, sir. About $3 million. The remaining
$20.5 million is due to the domiciliary and hospital consolidations.
Nearly all of that money will be applied to implementing Public Law
88-450 which authorized us and directed us to establish 4,000 nursin
home beds in the medical system. Instead of asking for additiona
"mone{ to do this, we will use most of that to activate these nursing
home beds in the medical program.

Senator Wirriams. Then that won’t show up in the budget?$

Mr. Driver. Well, there will be several items directl{ keyed to the
nursing home bill which had seven or eight parts, and the amounts of
money attributed to thoss in the 1966 budget, will come out of the sav-
ings as the result of consolidations.

enator WiLrrtams. I mean will there be places——
.~ Mr. Driver. Where you can see the amounts. , :
-~ Senator WiLriams (continuing). Where we can compare this year’s
‘tt’ppro%-iation with last year’s appropriation to find the reductions?

Mr. Driver. Yes, you will. It is something I might add which the
‘Bureau of the Budget has been careful to document, ’

" Senator Wrrrrasms, Will you furnish for us a list of those reduc-
tions where we ‘can find them because many of'us are going to have
this question to answer.

Mr. Driver. I will, sir.-
 (The information subsequently submitted by Mr, Driver follows:)

JANUARY 14, 1065,

tional officers. However, I am meeting with all of them this afternoon

Hon. HAreY F100D BYRD,
Chairman, Committee on Finance,
U.8. Senate, Washington, D.C.
DEeAR MR. OHAIRMAN ¢ In my letter of January 18, X informed you of our plans
to merge 17 regional offices with other offices and close 11 hospitals and 4 domi-

|
'
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ciliaries. As a result of further discussion of this subject during my appearance
before your Committee yesterday, I would like to explain the impact of these
changes on our 1986 budget.

We estimate savings of $23.5 million in fiscal year 1966 from these reorganiza-
tions. Of this amount, $3 million is attributable to the merging of reglonal offices :
$16.6 mitlion, to closing of 11 hospitals; and $5 million, to closing of 4 domicil-
iarles. These are net savings which will reduce our 1968 appropriation require-
ments by these amounts. :

Our regional office operations are funded under the “General operating ex-
penses” appropriation. Our requirements for 1968 under this appropriation are
approximately $5 million less than those for 19685. Three million dollars of this
reduction 1s attributable to the merger of regional offices.

Our hospital and domiciliary programs are funded under the “Medical care"”
appropriation. The estimated savings from closing of hospitals and domiciliaries
of $20.5 million are applied In the 1966 budget as offsets against additional and
expanding program requirements. Approximately $18 mi]lion of the savings will
be applied to implementation of the nursing home care program autl<rized under
Public Law 88-450 and provision of drugs to pensioners authorized uuder Public
Law 88-664. The balance is related to implementation of new treatment modal-
ities ‘and strengthening of professional medical steff. In addition to these re-
quirements, the 1966 budget reflects rising operational costs, resulting in a net
increase of approximately $23 milllon over 1965. Had the savings from the
hospital and domiciliary closings not been reflected in’the budget, the total in.
crease in the medical care appropriation would have been $43.56 million rather
than $23 million. ‘ : .

I will be pleased to furnish a more detailed analysis of the 1968 budgetary
lmpaftt%fl these reorganizations as soon as preparation of tlie¢ 1968 budget has been
completed.

Sincerely, S
' W. J. DRIvVER, Administrator.

I“lldenttca'l letters were written to the other 16 members of the Committee on
nance:

Democrats; - Republicans:
Russell B, Long Frank J. Willlams
George A. Smathers ’ Frank Carlson
Clinton P. Anderson } ‘Wallace F. Bennett
Paul H. Douglas Carl T. Curtis
Albert Gore ) Thruston B, Morton
Herman B, Talmadge ) Everett M, Dirksen
Eugene J. McCarthy i
Vance Hartke . -

J. W. Fulbright
‘Abraham A, Ribicoft
Senator WirLiams. And if there isastraight reduction——
Mr. Driver. That one is easy, on the general operating side.
Senator WiLLranms (continuing). And not a transfer?
Mr. Driver. Yes,sir, o . o - C
Seénator Wiriams, I saw in one of the J)a.pers there that many of
these employees could %et,—lt was suggested that Members of Congress
could assure these einployees that they would all get Government jobs
elsewhere, Isthattruef . o o
' Mr. Driver. Yes. We will assure all of them that we will make
them an offer of & job elsewhere, =~ S g
Senator Wirrrams. Then how do you reduce the payroll—that is
what I was wondering, is this just a switch from one office to another ¥
Mr, Driver, No., Woe have two things at ‘work. We have 150,000
full-time employees and 20,000 part-time employees and overall we
have about a 2 percent turnover per month, In addition to that when
we move an element, and we, as you know, because of declining pro-
ms have discontinued literally thousands of miall offices an some
arge offices, we find that invariably no more than a third of the em-
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ployees, even with a job offer will move somewhere else. They will ‘geb
2 job at some other element under their own initiative locally. Be-
cause of that, we can assure you that with fewer people remaining after
the consolidations we can still make an offer to everyone affected.
Senator WitLrams. And in this {ear’s‘ bu'diet‘t 6. number of em-
ployees that are provided for the Veterans’ Administration will be
reduced {. | ' : o ‘ -
Mnr. Darver. In the administrative area. ' o
“Senator Wirtrams. By the amount that is recommended in ‘this
year’sbudget? L ) -
Mr. Driver. In the general o eratin%
from medicine it will be rediiced. In't

expense area as distinguished
| . In the medical area the budget will
be increased. The itiirsing home grogmm for one thing, and the num-
ber of patients {reated, despite fewer .operating beds, is increasing
every year because of theé turnover and that sort of thing. But I will

in association with the budget which will bs forwarded'ths week of
the 20th, sometime, niake certain that you.do get an explanatory letter
that keys in directly with 'the VA so you can see directly how these
changes can be accounted for, .. .7 . o L SRS

Senator WiLriays. That will be reasonablg( satisfactory.

.. Senator DIresEN. Are you finished, Jolin¥ '
" Senator Wirtrass, Yes, o

Senator DIresEN. Is the offer at every civil service level? -

Mr. Driver. No, sirjitisnot. Most of the turnover is in the medical
area where we have 130,000 employees. The turnover,is.more in the
lower grade employees than it is in the higher grade employees. . This
is always true. The likelihood of acceptance on the part of an em-
ployee when dyou remove his (IiOb is always higher. It is the person in
a lower grade who'finds difficulty in picking up and’ fnoving, it is
true, but we will pay his rr'mvin%l expenses and to the extent we can,
save him from economioc loss, if he is willing to move. -

Senator DirgseEN. That is all, Mr. Chairman. S

The CHAIRMAN. Any further questions? R

Senator McCarrrY. This is not directly related but, Mr. Driver,
here you said the budget puts extreme pressure on the agency.- ‘How
do they put it? o : R .

- Mr. Driver. Extreme pregsure I don’t think adequately degeribes it
Senator McCarthy. What they did wagto revive a list of areas we ha
mutually considered in the past, man{‘of which had been placed in low
priority for consideration in terms of the budget, and they asked, with
more emphasis this year, that we furnish a final report to the’,i’re,si-
dent and the Bureau as:to whether or not we. should move in these
areas. ' B R TR

.. For example, we have bee? delaying the deacttvation of certain mar-
ginal hospitals waiting until we got farther along in the reconstruec-
tion program.. Noy, that,is over.4 years underway, and ;we feel that
we have enough new beds in position around the countey, and especially
in. position where vetérans have moved since World War IT, that we
can close out, marginal, operations and rely on the newer hospitals
t faster furnover. . . .

where we can give better carg and ge Lfurnover. . .yt
" Senator McCarrecv. You,would have, dono,that anyway withoit
Pmﬁum‘ﬁ?m ﬂlexBumﬂlg Ceve gty it o f;v;hi:i"f’: RN U IR T RN

_ Mr, Drrver: Yes. .. .. .. e E T e $oeld Betld nc o Ty eeved
Senator McCarriz. Do they say, “Do it fadlétopalsery < ©

|

.
g e ] ]




NOMINATIONS

11

Mr. Driver. The “or else” comes tvhen the Budget, doesn’t have the

money.

Senator McCartry. They won't give F
Senator Wirriams. How many em;e)
have after makmg an overall réduction

Mr. Driver. T

sorry Sénator. If I coul

% able to document it better.
$23 million savings is due to reduction i in salarles mobt df the motley
Senator Witriams. ‘Yes.,
Mr. Driver. There is an oﬁsettmg mcreaSe in' puttmg these tmrﬁmﬁ
woul

beds into o

like to—if

by location if you wo
Senator

WILLYAMS. Overall
M. Drivir, I would be gladt

Mostof t

out the money?

yees do you think you w1ll

1 can’t supply you a figure in‘ thé medical aren; T'am
gpfglgish tha%u

re; I'would ﬂ.%precmte be-

the' mone attn

either way. TS
to'dothat. -

The Caamrsan. Furnish that for the reoord? '

' Mr. Driver; Yed. “Our 1966 averdge employ}ﬁent mll bé about 2 800
less thian it would havé been had wé not ¢losed:thaye stations, -

- (The following data was subsequently furnished by M. Drivai"

EEE S

Estimated aavmgs from clo&!ng or melrging VA facitmeé«-SumMa}y, ﬂacal year
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"
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Ffvsay

uted in thé'

feratlon and that is where I.£fall but a little bit.: T
might s ‘Sglly you with the exact ﬁgures and I ca:@ dd‘that

,r

mr.‘.* .':s:

W

L ) B vt M :
S I!oontin ‘i‘obere- Estlmat 'vi
A g:;w' e,
me
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. The CHAIRMAN. Any further questions? C

Senator DmmgseN. Mr. Driver, in the normal bud%et‘ procedure your
divisions and bureaus.ostimate -pretty well what they will need for
the coming fiscal year.. Then I assume one by-one. they sit down with
you aad with your budget officer and go over all these estimates and
you ‘then make a -determination, .Then when tlps policy has been
completed for every. division head you'then consolidate it and you are
ready to sit down with the Budget Bureau$ : R

Mr. Drrver. That isright, - o . o

Senator DrseN. How many 'people does the -Budget :Bureau as-
sign when you sit down with them¢ -~ = . . L

. Mpr, Driven, About adozen.,, - . - N

. Senptor DmEgpN.:-A dozent =~ .- . ...

Mr. Driver. Yes, sir. T

Senator DirkseN. All who are somewhat knowledgeable g

Mr. Driver. Different areas—some in medicine, some in this phase
of medical operation, supply;.yes;sir. -~ ... -,
- Senator, DmkspN.. As a_general thing,' how -m,an&v periods would
they allocate:to:going into the budget with you and:your:nssociates
bef.oma_ﬂnalﬁ%misoontnved?« e e e '

Mr. DRIvER. i

}

ach of these budget examiners is in constant contact
during. the year:with‘the departmental people; the'Medical' Depart-
ment, the Veterans’ Benefits Department, the Insurance Department,
and they would have at least & quarterly review of everything—cur-
rent operations, exl})ectatlons in the coming year.

X would normally’ ifi the courss of a year have three meetings with
the Director of the- Budget and his principal assistants, and mine, and
as a result of those meetings we adjust current operations and ie
get a figure for the year that is coming up about 18 months off, and
then we keep slowly working toward that with the people working
for me and his assistants in constant contact. N
. Senator Dmrrsen. Now, when you and the Budget have agreed
pretty wellon a fi for the Veterans’ Administration, I assume you
sit down with the President, don’t you e |
. Mr. Driver. Yes, sir—if wé have disagreements. If we are in total
agreement, and this has not been our fortune, if there is total agree-
ment, I understand you don’t have a meeting. In our case we did not
have total agreement and we had a meeting with the President.

Senatot DIrkseN. One meeting or more$ - : :

. Mr. Driver. I had three meetings with his assistant and one with

m. . T .

Senator DirkseN. Over how long a period {

Mr. Driver. About a 80-day period. S

.. Senator DiresEN. How long were these sessions$ '

i Mr., Driver, Well; some of them were as many as 2 or 8 hours.
The one with the President was about halfthat. - »

- -Senator Dirksen. That is all, - ’ ,

' The CHAmMAN. Any further questions§ o
- Senator: Morron. Mr, Chairman, what percentage, Mr. Driver, of
the total expenditires by the Veterans’ Administration are strictly
statutory in'that they are pensions or disability allowances or fiinds,
El}i;até%r‘e_ ‘p:a:xdg out as & result of a direct specific program enacted by
the Lon R g L Tel i e

m% In the medical program, of course, you are treating
people whom you détermine need treatment. That: prugram costs

4
i
1

!
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about-a billion and a quarter-dollars each:year. ‘ In the benefit: pro-
grams.where.we are, glvmg‘ehecks;to people we.are spending ‘over $4
bxl};on and our total budget remaining is something like $300 or $400
million,

Senator MorroN. Thank you,

The CHAIRMAN, Any: further uestions?

If not, thank y )I(‘m very much, Mr, Driver.

Mr. Driver. Thank you, sit. Thank you, gentlemen,

NOMINATION OF FREDERICK LEWIS DEMING, TO BE UNDER
SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS.

The Cmmnmn. The next nominutxon on the, agenda is that of. Mr.
Frederick Lewis Deming, of anesota, to be Under Secretiry of the
Treasury for Monetary ﬁ'alrs .

The: Chair now places in thd record your biogx‘aphlcal sketch

(The biographical sketch of Mr. Deming follows:)

- BroaraPnIO RESUME .

Name Frederlck Lewls Deming.
“.Address: 4401 East Lake Harrlet Boulevard, Mlnneapolls, Mlnn.
Born: Des Molnes, Jowa ?eptemberlz 1912, .
Married ‘Corinne Inez Wilson, February 4, 1035,
mSOéllldren Frederlck Wllson, Deéember 29, 1035} Rlchard Louls, December 25.
Education : Woodward Grammar School, St. Louls, Mo, grad&?ted June 19253
Oleveland ngh School, 8t, Louls, Mo, graduated June 1029; Washington Uni.
¥ rslt33428t LOuls, Mo., B June' 1934, AM, June 1935, Ph (economics),
une’l
. Professtonal career“ g
August 1941-April 1957, Federal Reserve Bank ot st Louis. asslstant
manager. research department,. 1941-47. ,manager, research. department,
1047-48; ‘assistant vicé presldent, 1948—50 vlce president, 1951—52 §rst vice
presldent 195857,
oth Aprll‘loﬁ’ldanua‘ry 1965 pres!dent. Federal Reserve Bank ot Minneapolls.
er:
April-J 3:19 1956, Chief, banklng advlsory mlsslon to cmef of State, Iie-
public 6f Honduras,
"~ November-December 1960, central bank consultant. Govetnment of ‘the
Republic of China; Talpel, Tatfwan, . ., - Crpe
. Bl-State Development. Ageney, St. Louis. {Missouri commlsslqner) 1954—67
‘ Oouncl on Fo rel latio &s New York, 933 to present.
l Member of b of ‘trust Macalester college, 8t. Paul, 1968 to presen;
. (presldent of bo. rd of trustees 1060-68); -
* Vice president; Upper Midwest-Research’ & Development Oouncll and chalr-
man of its research committee, 1058 to present. _
Director, North Star Research Institute, Minneapolis, 1063 to present. ’
Director, United Fund of Hennepln county. 1960 to present (presldent,

1960-61).

a0 .2 Chalrman ﬁnfuiesota orldA alrg ter; 1963top nt .
- Presid t" Minnesota Junior (‘C:I{ege oard 15%3“% resen
"Trustee, Westminster- p yterian’ Church, mmfeapous 1959 to i,resent

The CramMAN. Take s seat, Mr, Deming. fIs there any, statement
you care to make, sir?

Senator McCaRtaY. M Ch lrmlm,v pld X be geard for Fust -a-
moment . I would like to introduca Mr,’ emmgtot e committes and
hnﬁﬁy ‘commend him as an-old. friend and an outstanding. economist,

Deming. Thank you, Senator. I'have no statement fo make
Senator. : ‘You. have my, biographica} sketch, I beheve, and I am,ef
hope, ready forany questions that youmayhgve. = ..

41-960—65——3

? M I
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- -'The' GmarmMan, Have you got any conflicts of  financiil character?
~MroDeMing, No, sir. I senttin & financial statement. I have one
here if it Wwould interest you., I havenostocks. This consistsof cash,
car, cash value of life insurance, retirement system, residence; furni-
ture, and personal pro'Bert,y, an automobile and sdme savings bonds.

Senator Doucras. Take at-least one of the Franciscan oaths of
poverty. S T BN -
thl\fr. Dexine. I haven’s takeh the oath, Senator. - It has just'worked

aL way, et an 4 e s s i e , ,
-Senator DotioLas, Yo 6bserve the practice. -

Discussion off ‘the record:). .. - 7 owg oeon
Senator Long. I don’t know whether the majority of the Congg‘ess
feels that way, they:will vote on it, but I'would hope we tvould use
dévices’ like this interest equalization tax to :tighten: u;s ‘on interest
rates if need be in preference to trying to:¢hase these interest rates
up as they fo"u‘p in France, England; and Germany ‘and elsewhere,
anl(}'l t\}oul be curious to' know'what your general attitude'is on that
subjec ,

Mr. Demina. Senator, I don’t thitik'aliybody in the Federal Reserve
System, or_as far as I know anybody in:the Treasury,‘is interested
In seeing the léng-tetm interest Yate in’this colntry'tise, and this
interest equalization tax, I think hag Hielped s great deal'on that,
- As:far as short-term:interest rites.are concerned, particularly those
with respect to Treasury bills, and so on, it has been the policy to try
toholﬁht’t‘ate;‘ﬁp and hold It compétitive with yates abroad because

that ghort-term money moves falily rapidly. . Bit the policy objective,
gt oney. fﬁmysuco’ésSfuuly’iemévéa,;ig’?b sort of Lvist
this thing so the short rates move up higher competitively but:to keep
ﬁresure'oﬁ’thelbn‘pirate!. L e
"1 naticed ‘oiie statistic that Wag sort of itiipressivée, © At the'end of
1964 the yield on long-term Governinent bonds was 4,20 percent; it
was 4.19 percent' just exadtly a year: before, so that indicates u great
deal,ofstab%gtyiq‘th.e,lpng-tmp. abe. .
‘Senator WiLrLtAms, Ars you' églng‘to have diffiéilty with your in-
terest ceiling.of 414 percent¥- . .« oy oo - i vt o
_ Mr. Deming. Senator, we have been skating; as you know,just below
this'rate. I think thdt ihis’.pap’ bb opefiited under foi: thy foreseable
future. . There seems to be quits a flow of long-term savings and the
long-term rate doesn’t show & tendency to move up, Justas :.eglane-—
~':3fSena;:or "Witrrams. Thé short-terin:-rates are not covered by that
ceilin ST e T it e T

S

i i

- gl‘;. ; "ii‘('}..NO.uf:L: Zn;; P T PRI o .
enator Wirtans. That would be B years$ . R
My, Demina, Yes, ' '1t!is always possiblé, I thiik, that at some
time. you i@iﬂght"fun‘iﬂ% o findnding situatidh where the 414 rate
Woul! te di c‘ult,jang'if that Were, the case, I assume'tliat wé would
compdown dnd ty to talkito You'abdutit. - -~ il
The Cuamuan. Any further questions§ =~ P10 oo+ o ¢
* Senator DéovaLas, M&:?T%hk g%uegthﬁ?’j" ST e
“ You have had & distiriguishéd fellow towtisman lﬁ)f, yotrs who oceu-
pled‘the dame position that'you Hive ﬁ_bwibégn_,a?’__ inted'to. =
CoMy, Dedineg. M. Bairdy I Jrrra D T e
' .Senator Dotidras; Yes.' He floated d Bipercent issue and it ‘whs ob-
viously the declared policy of tlie Treastity at that timé to raise the

R A N
.t te .

, P
H
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long-time interest rate on governments to 5 percent. . Some of u ,pro~
tested .that on the ground that we did not. lieve tha .thig reflected

the actual productivity of money in, the: market and, 1t, was-an rti-
fioial increase in the interest rate, wluch wonld have:an agverse.effect
upon private business,. a,nd despite the pressure, agamst this, we re-
fused to agres to removal of the statutory limit of 414 pereonts, .

That lms been some ; (fa , Dor .6 in the past, and:I submit tlmb Wwe
were proved correct, and tha t Mr. Baird. was Proved WIong.,

Now; we hope .t a.t this infection, if X 'may,say so, ior,}ugh mbel;est
rates Whlc}i started ,in Minpeapolis, home of oux. distinguished. and
beloved collengne, has not spread to_you..: We know, how, potatoes—
I have just beenz}‘eadmg about the Irish potato, famme, how this i in-
fection spread and ruined the pot,ato crop. We hope it. doesnt rum
the Minnea ol\s crop of banke{)s

Senator Mo Amny %y anl, we have an entlier tradition of low
mtereﬁt, tea Po ulist wb oress,lve, and Farmer L;lborltes Whlch L
think wonld pvemde the rd influence.

t"emp,thr OUGLAS. | km)w. o I \vould ]ust hke bo feei Mr. Demmg
ont o o o od Ll

Donyoﬁ? éx'pect to move for a - percent mterest ratq undgr TOuF
admmlstx;at), n§

DzyINa, No I t fected mth bl Myvmi high
mtemt “j‘ Senator. y k tgl;«té lly, any uryoffi Qxa W,
is respo, rmwmg mqn o finance th . would
hke to'd n@,l ¢! eaply #8 he possibly,could, andsp f,hat 1?} haven

bias in domg ﬁ; ob 1t wqu lge s economically’ as could
be possible, Wi he one e ceptlon of the qhorg rate when youy have got

balanoe-of—pnym qg asyouh s}z GGy b oy g

If you ran into a ancm 81 uatlon where h réquirements FI\Q
}ou lugher, why, as I say, I.think we wou}d come dqwn,

inion that m
‘had’ op,t 18, iaﬁ’t would be ablg t‘omfﬁ))emw fo:.i% f

the 414-parde t ceilin i
Skt owe, Coutd adkiblsthiont o
How riuch money do you real y pnk is ;l;volved m t.he balanoe gf
payments on; thls gho -teqn rate? . read somew jere  therp .are
around $60 mi lloﬁ involy
.M ényou mto————

I, e .

| %sggt?o&“Loxo, Do’w‘%ﬁat smﬁng like & fs,lr guess to you, a,bout, $600
milli

M, }ll)zu{)rig ‘Well, l;;hlé xlml ofdex%e{lts or:1 t{:lls ate that t‘.lgere gge
somewhere between a ha ionand a 1911 ollarg th funds
wcgg’d bTe lﬁenmh}'g to lﬁaﬁ'l smal?%ll)llfexl&tm 8 in P‘ wbteem o funds

8 woul ma ) na,pprqcl ) n that,,.

A Seribtor Lona b ca D& ‘the infarest
mualnzhtimi tax 1f we w:mt toti hbe?l {(JM o ig ﬁmqg ® m(ams

DremiNe, Notsomugho t,he termm
ator NG, You ave; # inj ;‘m a )
:3 bt f}i wg gut ih.on. ba?& iqané‘ge

S -:1w

‘we 1mpré<red our i uatxon
cansqmdélt‘ . )( ;” 0o, 1 ;nt 0
mxd‘ "“v‘v%: two Onng}m,n rfg
s b WB? i
0 asion co 0
.ho own ihonéy, ‘ean shift'it ‘from one pét% a%{o gr t? ge& gprala



18 NOMINATIONS

of return; and a foreigner, for example, instead of buying «' U.S. Tréas-
ury bill at, let’s say, at 8.85 percent, which is approximately what it
is at the present time, may be able to buy a Canadian Treasury bill at
4 percent, in which case he may decide to put his money in Canada. Or
the British Treasury bill is at 6.4 pércent, which might make him sehd
his money to England. It is those moneys that also are affected by
short-term interest rates. It is something connected with but distinct
from the rate onbank lending. A o

Senator LoNa.: Let me be suré how far you depart from that esti-
mate ‘of $600 million. That is the éstimate of how much, I have heard
of how much, monéy might be outside the country rather than inside
the country on thé balance-of-payments side ‘of it, if we didn’t let the
shott-term rating vp, | |

Mr, Demina, This is a figure, I think; that lias been used, ’x"éferr_j‘%%
Lo shifts of liquid funds abroad—in the order of magnitude of $6
million. ‘The améunt’ of money that would move from the United
States to some other countries ina’limited gefrio'd of time currently is
‘estimated, this “hot motiey” thing, at aboutthat figuré. But that ﬁ%’lure
could be l)igger or it could be smaller; nobody knows exactly how
‘mu¢h'thatis, -~ - o R

Senator Lona. Here is the thought that occurred to mé'and if I'am
‘in érror you ‘can correct me. But'I gain the impression ‘,t,hat-t"ryi_:;g
to kéep $600'million of “hot money” over here we proceed to boost, let’s
‘say boost, interest rates ‘bf’ 2 percent, that is the best justification for it.
Let’s say, suppose it is 1 percent. ‘On your public dnd private debt
that is going to cost you, let’s see, what isthe latest figure on the debt,
about; ‘wé' have a ceiling ‘of $325, $315 ‘billion, all right, so 'you pay
,$3,130 million in purshit of $600 million’ which tb the is sort of back-
"+ S, it geems to' mé you woitld do bétter to' just tightén up on your
intordst; by

t* equilization“tax and make it 4 2-percent’tax rather than 1
-percent tax and apply it to bank loins'dnd maks it a very strict, rigid
tax giving you the authority to make some excéptions where excep-
tions were necessary, to have some regulations, aind meet the problem
that way rather'than putthaton. ~~—~ * "1~~~
‘Of course, probably the private "debt‘ig & trillion dollars, and 1 per-
cent on that works out to be about $10 bil ,’i,bh.‘js‘yyea'_r‘,"sb'{t_$16§billioh tdx
on borrowers for the benefit ‘of lenders just to pursue $600 tiillion, $10
billion tax to chase $600 milliori doesn’t inake a lot of sense to me, -
) M]:' Demuna. Senator, if I might just make a couple of comments
 Senator Lone. Because what you are paying is 20 times as big as
Mr. Demine, I would saIy' in that i(i':fb; of a situation it wouldn’t be
‘good business to do it but I don’t think it is quite that kind of a situ-
ation. T, :

, First of all, the'initérest rates that hi;’véfgg'me up héivé heen the short-
‘térm ntevest ratés. on Treadtry bills and that 18 not tho tota] debt,
“The’ total ‘debt ‘tinder 1 Ze‘ér ‘at the present ‘time is on the order of
magnitude of about $9Q billion instead of the $318 billion that, I be-
Bl ﬁp’séha‘m,‘isﬂfé present 16vel of the Federaldebt, =~ =~ "
' "Sedond, they Tiaven't gone up by 2 percefit,  They have nioyed up
"iii‘thé,lé.s&, 8 monthis or 8o by about a qlarter of 1 pércent, and this his

¥
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kept us reasonably competitive with the situation abroad. I think we
have got a masonably:%god business bet in trying to keep that money
here or to attract some from abroad at the present rate structure.

Senator Lona. When I came to Washington 16 years ago we weren’t
trying to compete with France and England for “hot money” as an
excuse for giving the public higher interest rates, and I would hope
we wouldn’t try to.sell the public debt, but to try-to bring the interest
rates down rather than to keep them at the high level we found them.
We Democrats made a lot of politics about it and we did a lot of
talking and by the time we got in—I would like to seg us do something
about it. Here are interest rates with the public-paying $10 billion
a year in interest rates more than they have to.  Maybe I am just too
much of a Populist on this but: generall{)espeaking‘ I‘tend to regard
interest rates as a tax on tha'poor for the benefit of the rich so here we
proceed, especially when they get hi%her than they need be.

So, here we have interest rates at least $10 billion mére than they
ought to be, in my judgment, and then we announce a $2 billion war
‘on poverty. It seems to me as though you would make > bigger con-
tribution to get the interest rates down. . .

Senator Douvaras. And, also, we don’t keep the longtims-interest
ratesdown. .. . - - _

Senator Long. That is where the money is. L

Senator DmrseN. We would save that issue for the next campaign.

Senator Long, I wish you would make an issue of it. %

Senator WiLLAMs, at is the average interest rate on our na-
tional debt this year; that is, the most recent figures that you have?

r ‘(li\{r., Deminag. I don’t have that, Senator. I should;- T suppose, but
on’t, -~ ' o

Senator WirLtams. Do you break that average down in your De-
partment in two .categories, one-for your short term—that is, below
byears—and oneabove? . = . o 2 ,

Mr, Deming. Yes; it is broken down in various ways. There is an
interest rate computation on the debt as a whole, where you just simply
average out the—- ...z e : -

Senator Wirriams. 'That is the whole $318 billion

Mr, Deming. Yes, and then there are tables that are computed. I
don’t have it ih my head at the present time. =~ . .

Senator Wirtiaas, ‘Will you, furnish'me the average interest rates
of the past:10 years of ‘the debt ns a' whole? : I woiild just like to see
the trend. - . ; ;

Mr. Deming. For the ,Ipast 10 years, | o

Senator Lona. May I add to that question, ask for 20, go back 20.

Mr, DeMING. Average interest rate on the debt. j

Senator Loya. Last 20 years. i -: = . : .

How about new issues, too, what the average was on new issues so
we can see how that got in there. - . C i

Senator WiLriams, That can all beincluded, L

Senator Doudras, What ave thie quotations on the magnificent five’s
that Mr. Baird obtained? . o !

Mr, Demang.:Yes. -, ., iy, .

(The following tables :were: subsequently 'submitted' to meet the
above reqqufts‘) D .. : :

Gt i
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- : N ‘“Tuwl—Cmnputedmualmferestratemthcpublwdebtbydauofam
) , = , ' Marketableizsiins.. . Noamsrketable issues : :
: Date -, ) licdebt - Certiff- Treasury .| Savings | Taxand o fssues
- = : L Total ! Billss cates | Notes bonds - Total | Dbonds? savings | - Otber:
- AN - oL . K notes I
June 30: - RN ) - : -
1045 e 1938 1L718| 0381} 085 1204| 2314 2,473 2.789 1076 2 000 2,436
1048, 19061 13773 .. .38 875 1.239 2.307 2.567 27T 1.Q:0 i 2.000 2.443
1047, ‘2107 | 1.871 . .382 875 1.448 . 2.307 2.503 2.765 1.070 2.423 2.510
148 = 2120 - L42]  1014| - 1.042 1204} 2309 2.623 _2.75% 1.070 | 2.414 2588
1940, . 228 ° 2001 1178 L2251 1.375 2.313 2629 2,751 1L290| .- 23w 2.508
1950: . '2.200 | 1958 | 1187 1363 ‘L34 2.322 289| - 248 L3853 2407 2 589
1952, 4 . 220} - Lesi - 1509 L875)] . 1399} . 23| 263 | - 22 1.567 - 2717} 2.606°
1952 ‘2329 2051 L7 1875 -~ 1,560 L2387 |- - 2.659 2.745 1785 . 274 2,675
1983, s 2438 { 2,207 22¢1 . 2310) T LM 2342 - 2720 2. 760 2.231 278 | 2.748
1054 2342 | 2:043 L BAR 1928 L3881 - 24401 - 2751, 2.193 2377 } 2709 | . 2.671
1958, - - 2381 2.079 L539] - L173| """ L8468 -~ 24801 - 2789 2,821 2.35%9 2.708 |;. 2. 585
1956, s 2.5 @ 2.4 26541 - 265} - 20781 : 2485 2.8% 2.848 1..., L 2713 2,705
1957, 27| - 2707 3.197 33450 _ 28047 —24m2} 2 853 2.830 2718 2635
1958 _ J2.638) ..258}) 1038 3.3301  2806] - 257 - 282 2.925 2718 2 639
1950 - -2 867 2:891 3.318 2842 - 3304 2619 c2928 | 2961 {o oo . 2714 2 64
1960... -3.297 3649 - 3.818 4.721 40581 2639 3.219 3.293 2.715 2,72
" 1961 “ 2 3.072 3.063| . 2584 3.073 3704 | 2829 3.330 3.408 |onereeeeee. 2713 2803
1962, - 3.239 3.285 2, 3.377 3.680 3.12 3.364 3.449 2.670 2 891
1963 = 3.360 3425 - &081 3.283 3.621 334 | " 3412 3,482 |oaeeeo... - 2770 | 3.003
1964 . 350 3.6% 3720 3.85%4 34711 3462 . 3817 |ueeeeeroo. 2.913 T 3238
Dec:30,1964....... - 3602 f 3.696 3.8% Jemeecacnn-. -3.81 | 3.536 | 3.837 3.528 leeeeiae . 3.622 . J.248
xmm%@mnm.mmmmwlmmd iMmmtomAwﬂtvappMWmmsonﬂtand!n&
’Conpnbc dhcountvdu ’ . : ) ' : Source: om«mmomamnm OmcoofDebtAnalym J’an.lo 1965,

81
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TanLe 2,~Treasury bonds issued f% ;gfz‘or in refunding maluring securilies,

Issue date ! Description Term to Amount Rffective

maturity fssued rate

{Years) (Months) (Mdollc'mm:)o! (ffc'ld)
1948—June 1,...eca. | 2 pereent,mnola.lm-n..... n : 7,967 2.500
234 percent, June 6, 969—02....... 17 5,284 2.280
1 peroent,Deo 15, 1080.......... 8 [ 2,685 1. 600
2}4 percent, D .15. 1961-72, 27 1 11,689 2.%

2 pe:oeut,D , 1 1 3,470 2
peércent, M ﬁ 927 2.376
percent, June 16, 1 1 4,245 2,318
24 pereent, D 10 620 2.600
834 percent, June 14 1,000 3,250
. percent, Bept. 1 10 3,239 2.760
234 peroent, Dec. 34 1,748 2,500
234 peroont, Nov.l 9 13,177 2,800
2 peroent, 3 3,808 - 2128
BT B s iml e
July D2, dol .2 .................... ol % 7 *821 : 3,000
1057—0ck, l. . . 12 0 067 4,000
Dec. 2....... 10 114 854 3,878
lObS-Peb.ll...'... (-] 0 3,854 3.000
A N |
2 1 1,185 i
] 8 7,888 2,625
21 1 884 4,071
10 [ - 819 4,000
.25 1M . 420 4.250
7 9 1,070} 3.878
8 6 1,218 3.750
8 Dﬁ V48 1. - 3,932
lNl-—Aug l....... (] 9 : 749 3.981
Nov. 15...c.. 4 ¢ 384 3811
18 0 817 3074
Dec, 20....... peroent, M 6. 8 32 8.084
1962—Jan, A....... cpereenz, ct. 1,10608, ........... 7 84 1,114 4,038
Ape, 18....... percent, Aut. 15 1908....cccuee 6 4 1,258 3,750
Muy 18...... . perotnt, Nov. m......... 9 6 3,204 .93
Aug. 16,2220 3 5ercent, Beb. 1 15,1 6 ] 1,84 -~ 4000
4)4 percent; Aug. 1 0 1 885 4,101
Nov, 15...... 4 nt, Feb, 18, 1 .9 3 2,844 4,000
, 18. . ....] 834 percent, Nov, 15, -8 - .41 . 82
' 4 percent, Feb, 15, 1 17 3 4 & 041
1963—-Jan, 17..... .| 4 percent, Feb. 18, 1 30 1 250 4,008
Feb.15...... 8 peroent,Au&lB,l“S'.. L] [] 2,490 3,760
A 20 4pereent mls“im ‘% ‘3 008 | %
..... sy ceeman .
1004—May 16,..,2.] 43 percettt, May 15, 1074...030000 10 0. 1,532 4%

lOrtnummuun date on réeopenin olexisun hsuu.
? Reopening of existing issue, T B st

1 80ld at competive bidding.
Bource: Office of the Bommy of the Treqsury, Office of Dobt Analysis, Jan, 19, 1m.
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TaBL® 3.—Tveasury bonds issued in'advance rafundings June 1960 1o Javiuary 1965

“"Bitectivé yleld {0 ma-
i L turity based on—
Y A ) o e o | Amount P T
Issue date! Description Term to maturlty | fssuad “Pricé of
: . i 1 (millions)] Par plus eligible
P ‘1! (or minus) [issue plus
[ A Y - _cashep&y; . (ormnua)
X . .| men
v P . : men&alyl
-Years  Months | Peréent. Percent
mo-qunez;.... 3 pereent,Mny 15, 1068.... 7 11 © 8320 :3.08 414
Oct. 3.....1 834 percent, Nov. 15, 980... -] 1 643 13. 50 1.5/
. 34 percent, Feb. 15, 1990 .29 4 903 .3.50 3.98
T 34 percent, Nov. 15, 1908... . 88 1 2,343 $3.50 . 13.08
lNl-Mar. 15....] 335 percent, Nov. 15,1966...] | 8 ' 8 2,438 3.38 3.63
: - . | 334 percent, Nov., 15, 1067 ol 6 ..8. 3,604 $3.60 43,75
Sept. 15... 3 percent, Nov. 15, 1980 4._.[ | .19 . 2 1,278 $3.32 . 14,16
- percent, Feb, 15, 19008 .| i 28 5 1,208 §3.52 1422
o 3 percent, Nov. 15, 1 1998} . 37 2 .| 4187 83,57 14,19
1%Mu.1..... 4 percent, Aug, 18, 1071 . ..... 9 5 2,808 8385 | . 1410
! ‘4 percent, Feb, 185, um«.... . ¥ | 11 o563 3.8 . 4.2
3i2pe:eent. Feb. 15, 10004_ .| = 27 11 900 §3.42 . 04,20
percent, Nov. 15, 998‘,. ] 8, o34 $3.49 . 44,18
Sept. 15...1 4 nt. lll§ 15, 1072. ... HE S | | - 2,619 14,08 14,08
l%Mar. 18.... percent, ov. 15, Wty 8. 8 1,515 $3.99. 3,97
percent, Nov. 15,10744..} | .11 . 8 1,074 . 43,9 $3.07
d,pereent. Feb, 15, | 690 NS T T 1,130 4,08 44,04
Bept. 15. ..} 3% peroen Nov. 15, P I 1 2 . .1,601 84,07 . 402
) 4pexcent, lhlf ..... B ) ) ) S . 3,804 4,18 §4,.18
434 percent, Ma lé.loso-ou ;3% . 8 | vL2e| . sa2t 4.2
1964—Jan, 22.... Gpereent,Aug. IW()‘.... v .68 © 7 2,223 84,15 - 04,18
T 434 percont May15 a1 .4 7T 84,27 4,25
July 22....1 4 percent, O¢t. 1, 10694, . ... .. N 2 13,726 14,00 84,08
! 4 percent, Ndv. 15, 1973... 9 8{2 . 4,357. 4,22 44,23
S percent, Aug. 18,1 8.0 7 1,190 54,25 4,2
1065—Jan. 15.... 4pereent, eb. 15, 1070....... N T 4,350 f- 14,18
! . percent, Feb, 15, 1974..-. 9 1 ' 3,112 . V4.4
co 4 percent, Aug. 15, 1687-921] ;.. 27 . 7 2,236 [Q , 84,28
L’ :}"}me“h (ng d?swb bseribers, mi cash lst bscribe! j
; us cas| on su rs, minus ayments to su rs. '
¢ Prleesarelt):e?: of bldyand ask at Noon ot day bglgr? announcement, .
¢ € Reopening of existing issue. :
-§ Welghted averago yleld based on amounts of eliglb!e issues exchmxed.
. ONotavallable.
f Source: Omoe o( the Becretary or the Treasury, Office o( Debt Analysis, Jan. 19, 1966
" TABLE 4-—Range of market pricéa of 5~percent notes due Aug. 15, 1964,
T T e Tt {gsued- Oot. 15, 1959 :
[Closing bid prices pertloo ol face value ! doclmals am 32d’s] SN
R R R R : (* YIS L Tl Low
Price Date Price Date

$101.00 | Oct. 21,1059 $100.09 | Deo. 4,105
105.20 | Deo. 30, 1960

30, 100,17 | Jwm. 6,1080

105.28 | May 12,1061 103.07 | Dec. 12,1961
104.07 | Apr. 4, 102.25 { Dec. 31,1062
, an. 6, 100.24 | Deo. 31,1063
100.28 { Jan. 16,1964 00.31 | Aug. 12,1064
105,28 | May 12,1061 90.31 { Aug. 12,1084

1 As reported by the Fedaral Reserve Bank of New York.
Source: Office of Debt Analysis, Jan, 19, 1065,
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Senator Wirriams, They have been paid off. T
It is my understanding that the 5 percents were sold to avoid raising
the long-term- interest rates. We had been financing an unusual large
percentage of our debt on a short-term basis. o
© Mr. DesmiNg, Yes; the argument was, as Senator Douglas knows,
with the four and a quarter ceiling rate on the longer terms you
couldn’t sell long-term bonds at that rate and the Treasury-argued it
was forced to go to an issue under 5 years and price it at 6 percent to
make it salable. oo ‘ REEEEE
Senator WiLiams, That was my understanding, Can you foresee
a possibility where you would be caught'in the same box where you
would have' to either raise the short-term rates to higher level than
the four and a quarter perhaps up to & percent, should Congress refuse
to comply with your request should you come down and ask to have
the four-and-a-(}uarterapereent« rates rexnoved or increasedq.. ;.-
Mr, Demina. I can foresee.a Possibilityj but I don’t think :it.is &
probability and I don’t think it’s a probability at least for the im-
mediate future. ' Tl T E e e
Senator WiLrrams. But iou are within five points of the ceiling now,
. Mr. DemiNg. Yes. We have been moving right below it, .~
Senator Wirrians. I know you are. NIRRT
‘Mr, Deming.” And this last bond that was part of this advance:re-
funding,.the long one, was at a four-and-a-quarter-percent rate. ‘But
it is selling at a premium in the market so the effective yield on that is
less than fourand aquarter percent, ... - . .. e 0
‘Senator -Dovaras. You can avoid that difficulty, if ypu_‘e?& .. geb
pinched, by simplfr throwing the issues open for,competitive bl;“;img,
and then you will: get an. adjustment; in.price;which will give you,s
market %;eld-, and if that is above 4,26 »proviciing it is honest;, com-
petitive bidding, OK. - So, T don’t think you need legislate,. - Youijust
need to have competitive bidding., .« . . 0 iany
Now, I see no reason why you should have these gentlemen’s agree-
ments with. repIresqntatives of the bankers to determine what the-in-
terest rate is. I happen to believe in the.free competitive market, and
I see no reason.why it shouldn’t.be ap&lied:to; monetary: matters as
well,” You do it‘part,mlly,wl,l%l:lot go.through it all the way. T:got
Mr. Dillon to do this twice:. The first fime 1t was a real success and
he said the second time wasn’t a success,: But I am asking you to keep
an Is(ipen mind on this l?luest:ion of compegitivebiddiggé T e e
_ Mr, Demine,, I will, Senator: I think this needs further exploras
tion, but as you have said the first one, was a howling success. ., The
second one wasn’t, so we have got one on each side. . Lo
...Senator Douaras. I‘undqrstabnd.‘_ eyt L
Well, if Mickey Mantle could bat 300 percent— - e
. Mr.Demiyag. Iwill rememberthat. .. . - . T
.Senator; WitLiams. Assuming that you did put the honds on' com-
petitive bidding and your bids were at 4.3, you would no be allowed
to acceptt at bid underexistinglaw. . . .
~ Senator Dovaras. Oh, yes, yes; the law does not prohibit you. ‘It ig
stated rate of interest, it is not_;‘xie_l’d.' S
" Mr. Draning. ‘There is an opinion from the Attorney Grénioral to thak
effect, as I understand it, Senator,... . ., ... . . . ...k
Senator Dovaras. Yes. .-, . o

'

1
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Senator Wirrrams. Do : you mean that you’ can sell a. four—and a-
quarter-percent bond at 90 v ;. -
o My, DEMING:: At a discount. ‘Well, tb’”put it; Senabor the other way,
that ou can sell a bond with a toupon rate at four and a quarter per-
ubdiscount it 8o that the ylel ould be above four and a quarter

v Senatnr Wm.uim You could sell 8 four-and-quarter-percent bond
as lowas 90 or80¢. e .

Mr. DeMing. I hope we won’t ha.ve to do that.

~Senator WirLrams. I do, too;but:is this the Attomey General’s ru.l-
m thst tonceivably you could éo that? . -

r.' Dedanag, ‘The Attorney General has so stated. T haven’t seen
gmt imon. I am falrly now: at tlus but I am told this i is the mtm‘-
} ¢ (S

Senatos’ Wmt.uns Well, don’t l{vo’u thmk that would be & rather
datx;gérousfpreoedent, éVen wbrse than changmg the ‘rate; thé coupon
T2

Senator Doyaras. Prowdm itisa dulg competltxve prlce, I would
niot objéct to it becauss that would mean that was wha:ﬁou had:to pey
in order to gét the money. ‘T simply ob]ect t'artifici ¥ foreed: h1g
mterest rates,,
Senutor WiLLiAms. Assummg that instead-of sellmg IS 5-petcent
bond at'par you sold 4 414:petcent’bond st 90; does that-not nean that
thé ‘maii who buys this ‘bond can: then' convert this :10-point ‘spread,
which is really a part of interest, as capital gains rather than gar the
rb%tg?r inéome tax. ' Would'this hot be a tremendous tax'windfall for
th'higher thx Brickets; isn’t that true? ‘Could you not conceivably
gell 5. 134-percent bondfor 50; thisy then'could tonvert practically all
of their ititerest to capital 'gdins ‘and thereby put a'ceiling bf 25 ercent
ofi'thé tax on income that'the man would! ‘normally be s EO per-
cm;t ].;éam surprxsed the Sena,tor from Tinois woul support that

tineiplé. .
B Séﬁawr Dovléras. YOu put the ceilm on capital gam Johﬁ not L.
"'Benator Witrxass, - Oh'tio, this would kive a'man a chance to con-
veért & portion of hig'ititer pa.yments tb capital gamsﬁ would it not?

' Mt. Draino, I'think yout argument, Senator, is probably perfectly
é&i'rpct. ‘T'don’t think that: you WOuld d'# Treasu ﬁnancmg gitia-
{61 whére: you t%ally woitld ‘bg selling boitds at as deep & discount as

you @nwm‘% '''''''
niyass, T Hope fiot. T dofi’t think weé shoiild Iam ’just
‘thdt' wheéti' 6. reach thiy 414 pércent ceilifig that you shotild
face 1t openly and gét the tdrrective’ leglslatlon rathe than to detouy
around by the back door and try to kid somebody that yoii ate ' Holding
e o My, 1 wold’ b iiord comfortable—I
ersona wou oré com ortable—

K’%:{bygh Nyt

' iﬁg&}‘t"doﬂ : ‘this‘to’ ahswer this com pletely: with
ote Certdinty. "1 tﬁmk, ehator Doﬁéla@ ‘that'ty

mi o m-
- don, IB hat' tl; feeh ig of the that t!tx)g # ‘
vhtd wak'to b & rate’ ili’ﬁ’ oﬁ’doﬂ and bil dwhé}i‘ hé"lésu

in r o with't Atto*me Genéml {t st séeins :
F “1&1‘6’1; s "é?égrfﬂéglhb? f, anid” I}tﬁiﬂ T would 'bé s 1itH1d fridre o
fortable not selling—I hope we would 1ot havda to sell ]i,e?n at a sub-
stantial discount is what I am saying.

|
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Senatoir TAusrapce. May I ask &' question; Mr. Chairman.:::-

I regard the dollar deficit of the gold drain as one of the most serious
problems facing our country today, I would like to’have your views
on that and your recommendations as to what to'do to correct it. -

Mr, DestNa: Senator,I think this is one of the really difficult prob-
lems that faces the country todai.] -: S

We have done—of course, I think, we have gone & considerable way
in biinging ourselves into better balance. You are familiar:with:the

Senator TaLaape. I ses a lot of reports, though; that indicate that

thgfald*lbss ‘this yedr.will probably be a billion dollars. = ' .
- My, Demina. V&él_l,'l hope-it:isn’t that large. The gold loss last
‘K'eat wa$ quite small. It will'probably be larger this.year. But we
ave reduced ‘the overall deficit in the balance of payments largely
through inéreasing ‘our spread between exports and imports. Our
balance oh trade and services hias beéen steadily improving, which indi-
cates that this country is in a pretty strong competitive position inter-
nationally, and thigisquiteimportant, @ .- o ta Lo
- Seniator TaLMAnds. ‘Agredd, but that is something the Government
can’t necessarily control. ‘ S I R
Mr. Desing. Yes, afid I was going té coms to more 6f this,
_- The deficit that we have is at the present time sort of a joint product.
We are still losing somie funds‘on such governmental expenditures as
We make abroad. "Theds are matters of internationial political affairs
and I think’gdvernmental policy is aimed at trying to ieduce the
foreign exchange drain of both military and foreigr aidéxpsnditures
through tying aid and rellucing military expenditures abroad where
this can be dccomplished. - The big drain-last year has been:capital
outflow and this -has taken the form of bank lending ‘abroad both on
ghiort term and ldng terni; of direct investmerit abroad, and. of port-
folio investment—that is selling of foreign securities in.our markets.
* Thé latest figures I have seen on thisrun’rqufh]y‘ this way: It is
roughly a $5-billion espital outflow. in total; the améunt of ibank. -
lending abroad this yeat was about a-billion‘and a half or more of this;
the capital issues sales in this country in spite of the interest equaliza-
tion tax have been dbout:u:billion dollars; and direct investmient is in .
the order of $2 billion. : There-are 8dine other-items in-this figire. " .-
In terms of recommendations, I think.we have: got to look -fairly
hard at this bank lending abr d;/This gubject is under study.and we
have got to see what we can do with it. R C A L N
-%Q?ator‘j Tarsanor. How much are we invésting. abrodd: annually
WOWE  coid ol e i e T el e
' My, Didane. In bank lending it is aboit: a billioh'and 4 half or
mobe, o heeoctgaoiiare Ty s D T e
* Senator Tarmaves. How much:ara wé receiving back:on-earnings?
' Mr. Desrana:, That ig direct inVeétane_nc?vou’are‘ talking abouti: Liast
iiear our’ dirett Mivestment abroad was a fittle over:$2 billion aiid the
vidend' incoins Aowing. in' from: that and:previous- investnients Jast
year grosses on the magnitude of $316°to $4 billion, . s i o
Senator TartamAnge. ' In other words) the inflow was about twive what
the outflow was fron direct investment® - -y e L Ll
» Mr. Demrne. Divedtinvestment, -~ i . oo Lot o
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. Sen'ator. Tarmapce, And equal to about direct investment and bank
oanst - - . S ey e e i Co :
..Mr. DemMING. Yes8, .. .oz
Senator MortoN. . Whatisthe third factor? =~ .. =~ .
-Mr. DemiNg, The selling of securities in American markets by for-
eigners. A lot of that is—— e R
7 Senator Dougras. Stock youmean, L :

«- Mr, DeMiNG. ‘These are primarily bonds, Senator. These are secu-
rities that'are sold in the American capital markets. .
~ Senator MorroN. U S. securities, . .. . ., ... .. "

Mr. DemiNg. You see there are three things here; one is that under-
developed countties were excluded from the intgrest equalization tax
and Canada was exempted from the interest equalijzation tax, and some
foreigners have found the American market attractive not merely
from the rate standpoint but just because it happens to function very
well :'These figures are not final, it is an estimate, It looks like about
abillion dollarsnet, ., =~ . . . . e o

Senator Douaras. Has thesaleof stocksinoreased$. ;. . .
.. Mr.DeMming. Not that I know of. . But don’t take that as a defini-
tive answer because I just don’t knowit that well. - . . ..

Senator Wrtrrams. Bank lendings haveincreased substantially.

.» Mr. DeMiNe, Bank lending.has increased, particularly term loans
of banks, and this has perhaps been a response to the interest equaliza-
tion: tax: . Some of these borrowing:athat would have taken place in
the capital. markets have been shifted over into the term lending o
banks.::/We have been getting reports on this—Senator Gore’s amend-
menty of course; made this necessary—for the past year and this sub-
ject is under study, or I guess you would say it has been under constant
study during thispastyear: - ... ... . ., . oo 0L
- Senator Taraapde. ‘How much free gold do we have now, something
ontheorderofabillionandahalff- . .. . . g
- Mr. DemiNa. We have roughly between $15 and $1514 billion worth
»ofggld and about $13 billion of that is lockedup in the gold cover.
:_Senator Tarmapee. How much has De Gaulle announced his inten-
tion'to convert thisyear$ - - - .. o0 e
.- Mr.: Desana, Well, what the French' have said so. far js that. they
will take $150:million-in iold.-s This is the thing that has been.in the
phg:i‘sduﬁngtheklastwee O e T P S
s:5enator TaLmapee. Fonwhat period? .- ... . . ir. ;. -

i L
!

‘Mr. DemiNa. This is now. R A LN U SR T AT DI
=" Senator Tararapce.. When are they %oingto make anotherdipf - -

Mr. Dermine. I don’t know when they are going to make another
pas$’at the:gold:.. Theirjforéign exchange in: 5}_«:1];;1 form, is: roughly
a billion 800 million dollars or a little more at the present time. ..The
dollar:loans that ‘they -have from ms:and from Canada, are -roughly
$700 million and'it can-be assumed, I beliey 63 that, they. . wouldn’t, bor-
row :$700: million-from the United States and Ganads and:then bring
in:gold claims on this, so;this is being regarded as!$700 million 'they.
wouldn’t convert. i il B o, U G ok b g Al g s e oo
- Senator McCarray. : And $600€mill.ion-§hey*can,qgle ateonf..i. ... -

Mr. Deming. Well, perhaps $400 million‘or méire they need to operate
on so somewhere between a billion one and.a;billiontwo would ﬁg.the
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' miftinim '‘ahiodnt 'of dolisad thatl they' would want to:hold. : If they
acquire, ‘Serator; additional”feserves as: their balance:of %ayments
w strongar, I suppose the French might convert some of those.into
gold. The margin at the present time, which is what they waiild have
over and above this billion‘oné or billion'two that seems to be pretty
much an irreducible minimim of what they ¢ould hold in dollar form,
is xlllot very great. ' The only ahnouncement they havé made is thls $150
million.
- Senator Taritapop. I have seen something to the effect tha,t short-
term clairs' held by ' foreigtiers abroad now amounts to in thé di'der of
$25, $26, $27 bllhon, isthat correctt - .
v, DEatiia. That i igcorrect, ‘
. Sena’tor TALMADGE In other words, that could be presented for gold
claims - -
Mr, Demina. Well no that is the total And of course{lm pnvate
individual ‘éan'get g old from this’ country. It has to ug —

. Senator Donoms Couldn’t they deposit their claims

" Sendtor TALMADGE. ‘Foreigh central ban :

. Senator Dovuovas. Foreign central banks and the forelgn‘ central
banks—

‘Mr. Dmmm 'Yés; they could." But; asyou know, Senator, they have
to keep-working: fances and:s goo proportlon of tlns, unleas they
feared'devaludtion of the'dollar—— D ong

Senator  TArmApce, Couldii’t they ‘OOnVert theu- own dollars ‘mto
. Qwiss frati¢s and’ other foreign currenay {- ,

Mr. DeMinG. :Yes; they ¢ould dothat., = = =

Senator TALAtADGP.  If they do-thi§ they would 1mmed1ately go] mto
_the central foreign bank.

‘Mr, Dearva. But just to do business they have t¢ have's | vod block
of these'dollars and, Sénator, déspite the gold losses, the dollar ix'still
the strong currency of the wor}gl of course, and wé want to keep it't that
W A

o génator TALAADGE, But. ihat I o t £o ﬁl‘idr out is isii’t it rlght
‘Bitical if these ftx)ll&s de¢idb to call and sa 'We want gold.”

" *Mr., Desriiva. 1t Wotlld. be vei'y ¢ritlca. lf théy dec ded t.b call anﬂ
say they wanted \_ld. g I -
BEA %g?a:(g‘ " A:u(;ln h(ti' 3 bwo: ;a ."":A .,--';‘_,::; “ ,’ n:.i
1at do you recommen oabout it ¥ TN SR AN
- MY, Dextne: I"thi v%mve ‘got' to 4o’ sometlixng about lhé éold
GOVG . BREEH FAd

‘Sefator Drkkawn, *Herm‘éﬂ“ﬁfay I intéiposé'a’ quéstlbn
Senator TAIMADGE. Surely. § o z n

... .Senator Dirksex., I ta'that t Bxll \frﬁ h
oA St ot merfﬁm dead o i %tmdm, AL’ }Zr
‘the removal of the gold cover from the commercml bé ﬂk tle its With

li:e,gleralReserv l,sbhl:t(‘g GEITIA ’n T
i ﬁm e hie iiﬁfa? ﬁn:fsﬁ?;?i b ﬂ m 2
hhtoi- mgﬂi& W ??3%“ ouyek L

ll‘x‘ibw' L) Dty a1 iat 1 et .é..,,,f i

DEMING. (1) arafsllga mTii,’ ndﬂnu O owsinil e
r DIrgsEN (EShtihting) ! THE' té’I ei{m’th f
R i 4 ndrit BN T ey e T it

({3
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it comes e ‘here with administration:blessing. : That would connote
obviously there has been oonsultatxon betweeu ’I‘reasury &nd Federal
Reserve ‘and others,.

.- M¥, Demang.: Yes, .-

- Senator DirkeeN, Have:you or has engbbdy within your knowledge
sat m on'consultations with respect to that movef . |

d Mr, Iznanue xYes. I -have not. But there luwe been—this has been
under stu

Ana bro:{d gonse, there are three possible eppr%nehes to this; One 1 ls
‘thie bill that Con an Reuss has introduced which would takeall of
the gold cover off and free it completely.

One would be just to reduce the 28-percent level to some lower ﬁgure,
88y 10or 18 percent, which is essentially the action that was taken in
1945 or 1946 when the then 40- and 85 percent reqmrements were re-
-duced.to.25 porcent, NIRRT
thA thtgd wey would be to t.ake off the cover on exther the deposits or

e no

Now, the deposits are roughly $20 billion. . 'l‘he Dot j )ssue is rou MI
686 billion, . So that {ou have:got—what does that work.out.

If you took it off of the depostts it would free up about & bill 1on
gou took it off t.he notes it would free up. somewhem between 1. or 8
illions,: . _ .

Senator Dovaras. Tf my colleague wonld penmt. me, i vt fnother
.factor: which;needs to be.considered; nemel /) 1epe is gmng to be an
inorease in note issue end expensmn of credjt during th ing ear
and assuming, say, roughly a 8 or.4 percent fmwth, 'l? ‘iQ sey,
b;ll{}on this- wou%}i ‘require further reserves of &

r. DeminG. Yes,

. «Jenator Douqras. So thatyour margin of a billxp and Y ha]f M,ihe
end of next. yearj}vm prob 1y be down toa b).llion,)}sn 't that t.me

r. "y

ator Dotmms H nothin elseha gens.
aMr a. Yes, If the 8'01(1 position of t.he United Stetee Te-
mained & lutely unchanged and we had the econqmie e;pa,nalon t
everybody hopes for.over the next 2 years; you woum come right
to running nqa nst the 28. lBrcent gold cover.
Senator Douvaras, Mr. emmg, I have ,q;$20 Federel Reﬂerve note
here, I would like gold forit. -
Defmm. T.am getting out of the Fedeml Reserve System, Sen
atéi-, and I can’t do tha
“Senator DQWGI‘AB. -But L will have you eot; ee my a.gent. Can 3 yqu get

1d fOl' wpeiy _1 SITRIRE
ggm ‘ rvﬁ&owfﬁere 3.0 65 ﬁiﬂ Fed "; serve note. I woul
:\q go] ’Qr et T N

S iovo?\sh "?& $1 bin fo merly vedeernad 'in
- a:degf 9 %110 pﬁm d" 1 ] iy

: o. No,sir. Not or P Y
.u ,S .;. v _. & ﬂ%ﬂ . -', .‘: t
e i Mo don et cen.c or., ailw omiﬁo#e

————
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Senator Tarmanor, If the Government of Mexico had those they
could get gold for all of them# :

Mr. Demina, Yes, _ |

Senator Douoras. What is the use of maintaining a gold reserve
when you can’t get gold on presentation? You don’t get it for the
notes, St;fzpose a bank, which is a depository in the Federal Reserve
System, asked to have its deposit. converted into gold, it couldn’t get
gold. ;\lVl;at is the use of covering that gold when nobody can get it
mternally - ,

Mr. Drming, Well, the United States, along with some small coun-
tries, is the only Nation which really has a fixed gold reserve require-
ment against its central banking liabilities.

Senator Taraapar. What nations are they?

Mr. Deminag, I don’t' know. Nevertheless, and this is, I guess, in
good measure an emotional question—Senator Douglas being an econo-
mist views it through somewhat clearer eyes—there is a great emo-
tional t?tp‘peal that gold has, and I think that the—did I say something
wrong .

Senator McCartity. Noj yon are rig‘ﬁt;‘?

Senator Douaras. It reminds me of the opening opera of the Wag-
nerian cycle. L

Senator McCarthy. You giva the Congress téo much oredit.

Mr. Demine, Being an'economist, There is & great emotional ap-

1 in this'and the fact that the Fréich went a larger gold reserve
is an indication of this. -~ .~ . R , .

There also is from the, I suppose, from anycountry’s standpoint
o desiro {0 hold its interniiticha) reserves in a form that has unchang-
ing value, whereas if you hold them in thé currencies of another coun-
try there is at least a possibility of devaluation,:

Senator Wirrrams, How aié your stooks of silver?

Mu. DraiNag, Senator, the silver stocks are p,,robablf not high enough
to meet the coinage need indefinitely, This subject 13 under intensive
study. I read some long memorandums on that since I have come
down here to do some work in the Treasury. As you know, the coinage
situation has become c{glt_e acute, ,

Senator WirLrAMs, oulg_szou furnish for us a record of your in-
ventories of silver for the past § years?:

Mr. Desyna. Oh,yesjsure, .. ' v

(The information requested follows:) = !

Teevra - o-.
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TabLE 5.—U.S. siloer stocks, 1960-64

 [a troy. ounoss and doliars]
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Senator WirLLiams, Is it not true that you are soon going to be con-
fronted with the question of changing the silver.content of these coins?

‘Mr. DemiNa. 1 don’t:know the answer to that completely because
this is under study, bt the reason for this $1 Federal. Reserve note that
Senator Douglas handed me is because of the.relative shortage in the
' silver stocks,

Senator TALMADGE. Gettmg back to the gold sntuatlon a moment
novw, gold never has been devalued, has itf ..

r. DEminag. Currencies are devalued agamsb gold, Senator

Senator TaLmapae. All right. . : A

Mr, Deaine, Or revalued sometlmes

Senator Tiramance. Does the German mark: have anythm behmd
it except the Government? Germany says they will pay- what ‘What
isit they say they will pai

“Mr. DemiNe, ‘The mark in terms of the dollar ls—there are 4 ma,rkp
tothe dollar,

‘Senator Tarmanee. Allright. - '

- - What does Germany-se to guarantee thelr merk or the——r-— Ly

Mr. Deming. Well, they preserve their foreign exchange jtion
by having reserves on whic they can draw to meet; thexr lance-
of-payments needs. S

enator Taruapee. On what, dollars or gold or both?

"M Desind. They holditheir reserves mainly in gold or doIlars i

Senator TAumApge, What 1. am trymg to: get at 1s ‘What supports
8 overnment’s cuirency?

r. DEmMING., Well,.there are two things: One of. the- thin ‘;ilat
support the overnment’s currency. is the confidence of the peo ple that
it 1a acceptable. Thisis acceptable, domesticall dy S

~Senator TarLymapce. What; creates tha confi enee? .

‘Mr. Demtne. Well, the strength of the economy. and conﬁdenee in
the government itself pursumg well-balanced policies. " ..

Senator ‘TaLma ¢ the ‘weakness in the pound now is
eaused by the poune deﬁcxts m nglan& and the mﬁatxonary spxral——-—

~ Mr.DEMING. : Yes. o s

.- Senator TAmumoe (contmmn ) And 80 on, .

Mzr. Deaane.: Yes. - Therg 1s—there has been, . 28 ev1dence of hese

chan some evident lack of coén,ﬁdenee in the- gbxhty of the Bmtlsh
to hold tﬁle value of the pound at $2

they don’t, the 4
%ﬁl}a rx:.me. Weli uggosedmgy fl?en q:ivh:vho holc'l pounds at

t

}he preselnt tnmt: wo R emse ves wi ds; that- were woxth
ess in value in torms er
‘Senator uTAmmzq Uk wonld’ tﬁat d to the doilar?

Mr.: Dsmno. T the n}xsh (l yaloed the ] imd at the it hine‘
it would have some eonmderable ' impact,on. the do lar. W g
depend (@) .0n whether there, wa,s ;angoa precia le eimluatl eﬁ

gsmhether tﬁe othar coun%nés 1:1 oW it W wou
gyerybod de va lued e dollar, wou e‘,
doiler expensive ou 1;]1;;(: O exports the

British are mtemiutﬁ deve u the p‘q” p& gré’ v‘é
l

strongly opposed ¥ ol "t
h 3&& p’B vae. 1 wou nnk a f%{: oﬁl& 3 ‘nb-
lently op])osed to devaluing’ thexr currency, 't théj §

-
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' Mr. DestiNg. Well, undercertain circumstances, which do not exist
in-Britain, this may be the only cotirse that is open to them. .- :

Senator TaLsapGE. That is what I mean, eircumstances would com-
pel action and not a willing desu'e to see it devalued; isn’t that right{

- Mr. Demine, That is rig

Senator TaAvLnaapge. If mtmn devalues their pound is it Foul ]udg- ‘
ment that many other countries will follow suit ecause of the compet-
itive advantage it might ive tothem?

Mr. Dranna, I think this would depend entlrely on how much the
devaluation was and what the competitive situation was at the time.
{ don’t think this is answerable, Senator, at the present time. And

think that the British, as I said, are determined to hold the
vall of the'pound at $2.80,

Senator ALMADGE. Suppose they ﬁnally devalued at 25 percent?
Wl?mt,, in your judgment; would other governments, in¢luding our own,

Mr. Demine, If they devalued by 25 percent I would' think that
would be far thore than they \vould have to devalue by: to keep their
foods competitive,

If they devalue b{ 28 pement p § thmk we'w ould luwe a veryx dlﬂicult
situation to deal wit

Senator Taraanoe., All riF

What do you anti¢ipate that France; Holhind and Belgmm would
do and’other countriés under those ¢iroumstan cesi

Mr. Demina. I think you might find & wave of devaluation.

~'Senator TaraAvee. In other words, you'believe' devaluation would
be' prétty much across the table ythe powarsf =

Mr. Demine, Yes; bécniise this'is 4 standard of. keepm your goods
competitive in the market ‘and if you can buy gt oods in Britain 26 per-
cant less than you can buy at thé present 'time this Wmtld be the P ace
to buy, and the Fenich arid Germans would sell Jess. -

Senator TALarADoE: Would this conipel us to follow: smt? 3

'Mr. Deanno. If everybody did 28'percent we would certainly want
to review our position. That is about as far as I want to'goon this.

‘o Jonator TaLmapor. Stippose Mr, De:Gaulle and Mr. Krhaid ‘were
ogether this OVGN{l)g and say, “we are going to present a billion
8 hn 1 dollars to ths US. Government. toMbrrow for gold. oo

What would we dof

Mr, Deniva, If the tesented it—we al‘é‘ ifh an Ainediivoesl position
on th 4= vvd Woule ‘hohgk i6. “We WOukl g ierm the gold

"Senator Taratapar. ‘Whete would that o b thé—

Mr. Deming, This wo k&; Qave’ t‘i ht ﬁp aghinst the! llmlfﬁ-t—-

_ E{en tor TAmtAbé? t $1'bve) t & Jim hat would wed6 then? :
hat dtgsé ‘th" oder:i eServe System woﬂld Sus-

ﬁqnd the't '%ﬁmenw, whic it'cafi’do.”
- Setinfor it \woul amfp n&sthe stook mrket dnd the

e “‘ E,
3ioniic's k ma ivdhld 0 9 (W it the world - i (o
LMY ?n 0 hm éib 3‘ g mg‘hea exlibd I%Hihklp(djh
" ] ] rld\lg ﬁo grm Ry
| Senmr hS’ i’rl.ple t)ixo t is ‘ﬁtgseéWh oy et
i} .
'%"”fea‘%‘* hew im?f BRI HINER

"{‘}f." \r u;" 3,;' 131"'"; i ;-"4){

tha rendon’ I {vak -
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Mr, Desinag. Well, for the entire balancwof-pa{)ments program, the

administration is going into this matter and the President, I assume,

is going to send out a balance-of-payments message. ~
enator Taraance, Allright,

Sugposing he makes:this recommendation that he is going to sup-
port Patman’s bill which I understand will uncover the deposits with
the Federal Reserve. : . T
b lll&gfl‘ﬁDnmNu. If this is the bill the administration would.put in, $5

illion, T
--Senator TaLmAbaE.. This tvould go to-the dégree of $5 billion?.

Mr, Desina, Plus better than a hillion and & half we have got this
would give you between $6 and $7 billion of free gold. . - = .-

Senator TaLaance. What hasbeen our annusl gold draiii, annually ¢

Mr. DEmtwa. It hasvaried considerably. - L _

Senator Tarsapce, The last 10 years, say. B T

Mr. Desine, Ican't give you an average becausé I don't have it
in my mind but I'can give youn range. - ! T

Senator TarLmapar. It has been around a billion to a billion and a
half diyear,hasn'tit? . . ROV VRS c
: Mg&-Dnmno. I don’t ‘think.it has run that high for the 10-year
veriod. T
! Senator TALMADGE, On the average. L S

Mr. DeMING. We have come down from. $25 billion to' $15:billion.
XVB have lost almost $10 billion in gold since 1049, as' I recall 'the

gures, o S TS R

Senator TarLaapae. About 15. In other; words, a little less:than a
billibn a year if you put the average over the 15-year period. -

Mr. DEMING. lightk' more than $600 million a year. SRN

Senator Tarmance, Allright.- .~ . 7. . 0 ..

- Suppose the situation remains- the same, :and we continue to lose
gold at that rate that would only buy timb for about 6 years. . .

Mr. Desina. But we. would not; I hope,-do this, - Thére are two
things that need:to.be said about this gold drain: One:is that in' the
earg. years of the gold drain while we weren’t exaet,l{- teyhig to lose
gold we were perfectly happ,v'inxa’senSe; ve had = lot of gold.and
we wanted to have it.more widely distributed. - ..~. -+ .- Cd

Senator TaLsanae. Right; in fact, e encouraged by offshore pro-
curement and other ways. AR LTS B
Mr.. Desnine. - That is right. - So the:first losses on gold. Were not-re-
sisted in any Way.by.the United States,” Tt'has been really since 1957
that this £mblem has faced us. L TS
‘iNowy the gold drain last year was about $128 million. -The,year be-
fore that it whs in the neighborhood, as I recall it, about 8500 tillion,
is that correct, Senator? "'F don’t remember. the figures procisely. . ;..
:rSenatorDonsyYés: SN e M ) g g g e
Mr, Deanne. This year I don’t know what the figures will be., I
would;hopé we would: control or-stop. ourbalance-of-paysents drain.
+:Sohaton TALMADGE. Whabig ourpresent dollar.defiolt #:1 .. 1% pi...
Mr. Dearne, I think capital flows at the presont bimermts; i i

. Sgrlator Taumavor. Capital flow, analyze -what you mean by capi-
tﬁ] ﬁQMSp@O{ﬁOﬂ“Y:;LQ:L ool Thoiae alier nt g ooy RAFP RTINS

- vt oy, .
«MreDeMiNG ‘'Thig inclddes diredt investment abroad, -0y e,
coprtitvng Do M sidiealnh o s sl ady e it g )
Caneme a8 DNl e o b o) st e yroie T o3 1t o od Bia
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‘Senator TaLaapge, All right, how much is that direct investment ?
Mr. Dexine. $2 billion in round figures. oo
hSe(lila,tor TaLmapee. Direct investments $2 billion, all. right, go
ahead. -
Mr, DemiNg. A billion dollars in sales of new securities by foreign-
ers in our markets, : - o
Senator Taratabae. Sale of security $1 billion. All right.
Mr, Deaing. Bank lending abroad in total on the érder of a billion
and a half, -
Senator TAraapce. A billion and & half. All right, now there are
a few other items you haven’t mentioned. How about military ¢
Mr., Demana. Thatisn’t counted in the capital flow figure. N
. Senator TALmMapge. What I am trying to find out is how our dollars
get overseas and become a gold drain; how much does the military
contributetothat? . P
" Mr. Deminag. Atthe present time the total drain on military expendi-
tures and foreign aid for a year is in the neighborhood’ of between
$2§§ to $8 billion net. - : T
enator Tararance, All right, how much does the foreign aid—
- Senator DirgseN, When you speak of military you include soldiers
spending abroad { ' "
Mr. DemMiNG. Yes. . :
Senator TALamaoce. And procurement abroad ¢
Mr. DeMiNg, Yes. 4
Senator MoCartay. Everything?
Mr. Desing. Thatis military and foreign aid. .
Senator Tararapee. That is both, military and foreign aid. - How
about tourists? . - ' R .
Mr. Deming. Well, it is a little difficult to talk about tourism, be-
cause:you see we get income from people who buy our services and
travel over here we get an inflow. . - .- - 2
Senator Taraapce. But isn’t that & net loss of about $2 billion? -
Mr. DemiNg. And we spend money when we send tourists overseas.
The total balance on our s and services ac¢ount is over $7 billion
in our favor, so if you take the tourists out of that, if you treat this
thing separately, you would get a bigger balance—— : '
Senator TaLmapce. I am asking about tourists specifically now..
Mr. Demina. Idon’t know the figure. _ IR
Senator Taratance, What is it, Senator Douglas, abbout $2 billion
& Senator Douaras. No, I think the excess is about a-billion four or
ve. i ; h . .
‘Senator:MorroN. A billion three last year and that is included in
your $7 billion of export, import and services, goods and services, is a
plus seven for us, and that is after taking 6ff the loss of tourism, so if
y<()lu separated that out then you-have got to add that into your assets
gide. - Lo L RS
- Senator Taruanar, So, in order to:correct. this dollar deficit then;
potential gold flow, we: hive qot to attack these: five separate items
either individually or collective g RS Ao
- Mr. Deming. Yes. I think, Senator, what you try to'do in this is,
first of all, you try to makoyoursqlf_»imv_e a bigger export balance
overall, - ﬁow,' if this means curtailing tourist expenditures from‘the
United States this is one way of doing this, Mtﬁ personal preference
would be to try to get more tourists to come to the United States.

§
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Senator TarLmapae. I agree but that is something we can hope for
and not control. : . |
Mr. Deminag, Well, it can be promoted, I think, and probably we
can, : . :
- Senator TaLMapcE. We have passed laws to promote this now and I
think it went on with some success, maybe not as great as we had
anticipated. But it seems to me when you start correcting: problems
you have to get-out of the dream world and get into the world of
reality that the Government can control and not hope for. S
Senator Douaras, May I say soniething? "
I think there is & compénsatory factor which is at work which shoul
reassure us, and should not cause us & panic, and that is the fact that as
EOld moves abroad even though they try to sterilize it by the central
anks it will have an effect in Increasing the price levels:in those coun-
tries, and this is already evidenced by ‘the fact that the German and
French price levels have been risin%; . R
‘Now, wholesale price levels have been constant. : |
Now, this is inevitably going to stimuldte an increased flow of ex-
on‘ts from the. United States and, therefore, increase the favorable
alance of goods, at least, and thereis a plus factor. - .|

There is another reason, too, I think, that as more capital goes
abroad which would naturally be used in less profitable lines, and you
would, therefore, ¢ t & fall in the rate of interest abroad and, there-
fore, diminution'in the differential and in other.words, that some of
these compensatory factors which operated ini the case of the old'gold
standard will continue to work in a somewhat different. form. =~ =~ -

So, that:whilé tlie problem is very serious and I think the questions
of the Senator from xﬁi):; are very:penetrating, I do-hope we don’t
anio over this matter. I bélieve that1f we remove the gold cover,and
see no logical reason for maintaining it on the high level deposits of
the member banks in the Federal Reserve System or on notes issued,
to remove the gold cover we.will be in the strongest position of any
country in the world. . e
The %“old-reserves of England are not more than $2 billion. ‘I don't
think the gold reserves of Germany are more than $2 billion, gold
resorves. Therestiginthe formof dollarreserves. - ... -~ . -
Senator Tarmanae. Will the Senator yield at that point? - .
Senator Dovaras. Sure, Lt e .

- Senator TaLymapge. Germany does have, though, a:tremendous in-
flow of capital rather than loss of marks, as I recall it, do the{_. not$
Doesn’t that contribute to the strength of the mark very substantially$

Senator Douaras, What T méan to say is if they get tough we can get
tough, too, in spite of the fact that our loans are longtime loans and
theirs tend to be-short time. If they want to do it, we have weapons
with-which to meet le%t,im&f& olaims, and we can cause them trouble, ..

‘Senator Risrcorr. .Will the Senator from Georgia yield?.. .. .

Senator Tataapge,  Certainly, .. . .00 ot L

Senator Rmico¥r. I, too, believe the Senator from Georgia has been
raising some pertinent and lgenetmt.m questions for, fufure polioy,
Pursuing the line of questioning of the Senatorfrom Geo g@a," wouldn’t
it be the better part of wisdom on tle part of;thg_'_Unitegi States, if we
are going to remove the gold cover, either totally or.in part, to do it
when the dollar is'strong than to wait until a situation develops, where
the dollar may be under pressure.



~-a’balance on this.

‘moving in the“direction thifit wa'should bé, and
_some of thé meagures that are taken here s beihg:just palliative; Sen-
‘ator Ribicoff, ' I think the'interest equalization tax ghould bs ré;iﬁi*ded
‘94 a’ tenmipordty ind of ‘4’ meaghre becuss'we want our capitdl

| togoon. g

34 NOMINATIONS

- Mr. DeMiNg. Oh,yes; I think unquestionably.. R
Senator Risicorr. And since you can see from the line of question-
ing' of the Senator from Georgia, andi I think he:is maybe 'driving
at that, that the dollar will become increasingly under pressure, aren’t
we better off doing this soon instead of waiting when it would cause a
panicky situation that the Senator from Georgia seemed to indicate
might develop and I think heisright. ST
* Mri'Demina. I do, too, and I'think, as Senator Douglas mentioned
earlier, that without any change in the gold situation, without our los-
ing a nickel’s worth of gold from here on out, the very expansion of
the economy will force an expansion‘in thd.cerdit base which will
run us up against this ceiling within & year or twdy and so that the
time todo this'is now. A good:many people think:the time to have
done this was pérhaps4or§ yearsago. - :: . -« o
Senator Riercorr. Isn’t bagically everything we have been talking
about, interest equalization tax, and othér situations; essentially. pallia-
tive, not going to solve this unless you strike at-the two reasons; tour-
1s%and'fo'i‘eign aid and military costs abroad ; S
- In-other ivords,what:dowe ‘do? e have a favorable trade bal-
ance of about $5 or $6 billion a:year, if you just take trade by itself,
so'we Haye that..: Now, We have been embarked ‘almost 20 years on
foreign: aid ‘and military aid progranis and we are in a'situation-o6f
having helped France and’the other natiohs now, De'Giulle and the

ohecks and 'ask for gold' out’of what we “overthere. - I
mean, how long do we continue doingthis# - - - ’
- Mr. ‘DeMing, ‘'Well, Senator%yowraiSe‘fa' very difficult point.
- - Senator Ribrco¥r. I'know: -.But it'is the difficult questions that ave
thebotliersome oriés that ars causing the trouble. -+ .-~ =
Mr.Demine, Thatisright. 22 oo woete
- - On-the aid;it is'new pretty:well tied;'and the net foreign exchange
loss an-aid is reldtively'small: :+Ws are moving Tmioré and'more t6ward
Loy NIRRT
: On the direét' military expenditiires abroad, I think this i§ a niattér
of ‘high'interndtional and military policy, and T: just am' simply:mot
competent to judge whether thesé exXpenditutes should be raised, low-
ered, 'the]d_ I A 1 (AP ST I E AT 1' "t)ii‘::{'llv\
Senator Tauamapce. Will the Senator yield at that point? - Tithink
you Have raised-n very, very pertinent point, Abe;  What I wa§ try-
mg to ledd up to in‘my questions and I think yoli have summarized
very fevegl ‘18, aren’t we placing too big a-burden oni‘the dollar for us
tochrryt . oo A e L
* Mr. Deating.2I£ ws doin’t do anything to resolvé this balaxice of pay-
ments, if Wwe'just let it 2¢'T think we wonld bé plading tod big & birden
on the dollaf* to carry: " ButT think w‘e‘itré,‘iﬁg’;’ﬁng' and I'think we are
T Wotlld ‘riot Yegard

~-others come and say we have given them théféppo'rtml'}l;? to putin their
have pou

L tonifs | neqghre: e Wat mar
kets t6 be'free; and to afford entry for people to use them. We want
té’bfe‘thé’ﬁbﬂd”ébaﬁkérFiﬁ‘tliiéjéa'” ), L T R e e
"Rt th et o cun't afford €500 it complétly aid 56 i et

)
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But as- we move, as we maintain our costs here relative to costs
abroad, as we move toward bigger export balances, bigger trade bal-
ances on this thing, and I don’t think, Senalor, this is dreaming,
I think this is attainable; weé will find that our balance-of-payments
deficit will continue to shrink.- CosT o

Senator Rimsicorr. Mr. Chairman, the thought.occurs to me, and it is
brought out by the questions of the Senator -from Georgia and the
exchange, that it is very probable that within-6:or 9 months we are

oing to be faced with this problem.” I am wondering, Mr. Chairman,
. 1f you would consider, whoever the proper people from the Treasury
to be, to come up and brief this committee somé time on a number
f probleins, 'The sterling crisis in London, the impact, f)otentm_l im-
oty on the United States of the sterling orisis, how the International
netary Fund and all the various national banks got together to solve
this ster ihtg crisis arid how effective was it. - The impact on the future
economy of this country and the dollar on the maintenance of the: gold
cover. If there is to be: consideration to.withstand the pressures
abroad from thé constant flow: of gold and if weare to go off the gold
cover when would be thé propéer time, and I svonder if it wouIdg,t;{:e
gs:rt of our education and better:tb be able to handle the problem in the
ture if we would be able to take a’look at’this now instead of 6-or
9 months or a year from now:wheri we are to be confronted with it:
I mean if the chairman thought there was any value:in it, I think
I need some instruction; I would be very frank withyou. - - ...
The CHAIRMAN. I think that is an excellonit idea, - o

- Mr. DEsring. The Treagiry will be delighted to'dothat. .. ' .-

- Sendtor DikrskN: : Mr. Chairmén, I hope in that connection they.can
find a'miracle mai1'who can give us some answers which are prompted
by the experience I had on the:House Banking Committee many, many
years ago, further back than I care to remeriber' when Marriner: Ecoles
was Chairman of the Federal Reserve Board and he was testifying
that afternoon,’and on that very afternoon: the afternoon: press came
out with a statement to ‘the efféct that an unnamed spokesman, speak-
ing.for the 'White House, said that this ‘tountry could rwithstand a
public debt of $55 billion, - .c . T T T
- S0, at once'that question whs submitted to Mr. Eccles: ‘What did
he thitik was the lavel of ‘debt beyond: whicli-we ¢ould not sa,felfv.gb?
He says, “I. think it is that dAmn’ point where the' humble and frugal
people of thé cé'untrg will undertake to haul their savings out of banks
and stick it in the old family sock and put it undér the mattress.” . .-

. Now, Mt.-Deming,if you have a miracle man around ‘who ‘knows
Just where'that pdint is, and:that is the thing that disturbs me about
all this- gold :business, what is-the- psychological point? : 'What is thé
psychological Point where-it begins:to'tave int ~ Just the rumblings
caused-thepotind-to-lose 4 éents the other:day. . But to makathis
a vreah?;'ta}:é off this gold cover so that g)edplé'may say, ““Well,'instead
of-zold’ cover: we ‘riow have a*gold-plated cover,” which is what:is
really’ donejwhat i$ its jmpdct, not only- here bt ‘everywhere-in - the
world and that is an utiméasurable limit, T would say. " . -  .:

* Sénator 'Wrztrams; Iiwould like for him 't include: inn'the recom-
mendation and tx:g.o’pt a8 to ‘what extent theinternal deficits contribute
toward -the instability: of ‘the dollar.: :Can.:ive: sit' back and saythat
once we'have solved our ba]ance-of—payments problém we are orit of
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trouble on the dollar or do we have to give some congideration to the
continued deficits? i L
- Senator Doucras. IfI may be permitted to make a comment; I think
it is well known that ifi 1946 the total Federal debt amounted to ap-
proximately $267 billion, and the gross national product was approxi-
mately $200 billion, and the ratio of the debt to the gross national
product was as 133 to0 100, . , L

Now, it is $318 billion, gross national product of $624 billion, ratio
of the ’Federal debt to gross national product is not 133 to 100 but
58 to 100, and I think that before people take fright on these issues
they should realize these figures, . |
_'Senator DirrseN. There is one difference. When that happened
before you still had enough war fever in'the country to make people
rather oblivious to it, éhd the second— : R
_.Senator Dougras, There can’t be a run on gold irternally because
you have seen the incoming Under Secretary refuse to give me gold
suécessively of a $20 bill, $5 bill, $1 bill; nobody can get gold.
' Tf I were the president:of a member bank in the Federal Reserve
System, and asked to have my ‘deposit in the Federal reserve bank
rédesmed in gold, what fortuns would I'have? S
" Mr, Deaane. None. ' You can’t get it. It is:used as the base for an
international payments system; but internally the currency is not
convertibleatall. - - A ' ,

Senator DirrsEN. I was going to complete my story. You had the
war fover of people so oblivious to it but since that time the little
guy has come into the market in a great big way, and the best way
I can illustrate it is the last time I saw iy twin brother-out-home
I said, “What'’s doing down at that Commonwealth Edison Elant?.”
and we talked about various things and he said, “Oh, éverybody is
souped «ugvgn the market.” ‘ ' : :
Isaid,"What do'youmean” e ‘

He says they now get more copies of the Wall Street Journal in every
department of that plant than they do the local papers, and eve
department now has a market boss, so to speak. Thel‘yi trust him wit
the money and after studying the journal they ¢onclude what stocks
to buy, and it is just meetings all over the Ela;ce-and they aré the guys
tvho take the run when' the time come$, when the psychological wave
hits them, and I don’t minimize the: danger that confronts us one
moment. o e . T .

Senator Douaras. - You may very well have a deérease in stock prices,
I don’t doubt that. It may well be that the ratio of prices td earnings
look to me inflated but there will not be the run on'banks'that e had
before. We have'got a bank guarantee law and you carnot convert—

ou can demand money; even to demand nioney, $20 bills, $5 bills, and
gl-‘ bills, you: canriot detnand :that gold be'given for the money. - -.
- So, there is'no danger of an internal run on gold, just none &t all,
and I don’t think there is any danger of anintérnal run on.banks. But
there may well be a fall in stock prices.- But people took their'chances

i

onthat whentheyboughtit. =~ . -~ . 0 fion

-1 Senator WiLriams. I have been interested-ih the commiénts of both
Senators from Illinois: bt I'would: also-like to have your comiment
as to whether you think there is any'danget ifi thesé continued deficits?
* *Mr, DEainag. Do you mean, Senator, if we always liad a defloit; yes,
I think thore would be danger. But I am not at all unsympathetic to

)
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the presént approach that you try to balarce the budget over a long
cycle, that you would have deficits at times when you need to stimu-
late the economy, surpluses at times when you didn’t want to stimulate
the econom%but ivanted to hold it back. o
Senator WiLrians. But over a cycle {{ou do feel there should be——
-Mr. Desina. That it should bé‘r'ou%h y in balance.

Senator WirLrrams. It should bein balance?

Mr. DeyMiNGg. Yes. , .

Senator WiLLrams, And that géts back to the question: When, at
what point in the economy, do you create the surpluses and when.do
you create the deficits? l')o‘ygﬁ"'c‘reate‘ your surpluses during the
period of the depression or otherwise?

Mr. DeMiNe, You create your surpluses under this approach, Sen-
ator, at times when the economy is booming, because this constitutes
a deflationary drag ofi the economy and w‘du_id bé anti-inflationary.

Senator WiLLiams. What has been the position of our economy for
the past 8 years? o | ‘

r. DEMiNG. We have had an economy that I think I would char-
acterize as growing very nicely. _ o .

Senator WiLLians, And what has beén the position of our deficits
for tha'past 8 years? : . - ' ‘

Mr. Dexing. 'We have had deficits for the past 8 years.

Senator WiLLrams. Growing in proportion—- v

Senator McCarrayY. Growing nicely. “[Laughter.] , =~

Senator Wirriams, If you think the economy is booming now, and
we are not supposed to create surpluses, just when do Kou visualize
the economy getting to the point where it would be boomed: high
enough whére you could balance thebudgetf: - o

Mr. Demina. I 'think, Senator, that the deficits of the past 3 years,
and particularly the current.one, have to.be looked at a little differ-
ently than the standard’one:because this-is a reflection of the tax
cut which I think is well designed to add a.great deal of stimulus‘to
theeconomy. . . . ., o o

Now, the President said yesterday afternoon ix.lftalking to a group
of people who were here to participate'in-4 savings bond catl?fm?
that he anticipates the deficit in'tlie fortheorning year tobe—I think he

said—considerably smaller than it was;in the previous'year, "So this
means you are moving in' this sort of an economic cycle in the right
direction. I don’t know:when:it will come into exact balance but
the balance ought to bi attained in the'cycle as'a'whole, "~ .
Senator McCartry., T didn’t think we were moving in terms' of
cyclesany more, Fred. .. . oo i e T
Mr. Demina. I am thinking in terms, Senator, of a long swing.
_ Senator McCarTity, Relatively, ~We are moving upward. - -
“'Mr. Deating, That is what I'said; T Hop& e can keep it foréver. .
. Senator . Doyoras. The Federal debt 18 not increasing in theé same
proportion'agthe grossnational producty = - i 0
r. Deaiing: 'A% you pointed out;yes, Senator;itismot. - -
Senator Dovoras, 183t080. ..., .., :: ... . .
Mr.Detino. Twotoone, .ot {1

. A (N . ! ;_z:s.;; 7 P 0 ) R 4“2_11 ‘jtwi., ‘ “
X ?;na&%buom‘s‘. And one-third to one isn’t bad compared to one-
alf, ) o T e B S A S RN P R ST .

M. DeMING Yes, o T
. 'Senator V fi)ﬁk%?'s‘flé‘th‘e’&ﬂﬁétiéﬁ B our deficit to be the result of
“increased nationalincome orréduced expenditures? .- - -

LN i aab e PR
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- ey

Mr. Dmmm. Senato é' I can’t answer that- questflon. . The. Presi-
go

dent’s budg mesage i
Ijgetdon’t 0W, ., |

nator mmAirs. In my opitiion your. balsriced. budget is ]us{: a
v1s10n yry hoj

can’t answer the question definitel on 't kn ow. o
The CHAIRMAN. An { further questxons
., Thank you'very much, Mr. Deming.

ing in toward the end of this month ‘and

xmgz. I thlnk it} 1s meth.lnﬁ more than ‘that but 1 sunply :
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. Senator Dangen B, Bnnws'mn, of Maryland Mr Chalrman, may
Il%ti‘ro;lﬁoe my fellow N{‘a?lan er... .- ﬂ be 9 lh b-
ank,you very much alrman an ern rs of the.commit-;
tes. ;. Sheldon Cohen. is :m ‘old friend: of lmnl:al for, whom I havel%;e
greatest respect.

He is a graduate i in aocountmg and la,w from Geo Waﬂ)mgt(;n-

Umverslty ‘where he had.an amazmgsch tic record in leadjng: his
class in every field thathe ‘undertgok;. Kaswas for er;? partner‘
in a leading law firm-here in Wgshmgton, i3 mow: &
the-Internal Revenue Service, 5o hig backgronnd gives him. nqnqe
both: in Government ang in-his profess;on of law. and aowun ngj and

dnjoys-just- the verg ‘highust reputationy;the very.bes Snta mh,,ton

his mtegnty and ‘ability with the members of:the- bhr an is oom—

munity,iin:the State’ of Matyland;-and; I, with great sincerit;

“ommend-him. to the Seiiate :Kinance Cnmm;ttee and regppct,ﬂg{fy, g ‘
9

%lest, Mr. Chairman, that t}us committee, in.its. msdom, conﬁ

residént’snominations owericui s donss traw <l nns i
- I thank the chairman: and gentlemen very,much for allowmg me to
come here and’introduce my friendito the, committee. i v 3: i1

'/The. CaAtRMAN: Thahkiyou.- We. renvéry; !glad to have you.
Mr. Cohen, do you have any statement { S s ;; o
My, CoreNvMr: Chinlirmans— .14l . br‘ 3 o ek i O
~The CHAmMAN. Trthink the cormittae khows yim o.nd about your

career wHich has-beén Very satisfactory and-efficient in- efmry way.: -
~ Senator Diritsen: Whendid you appeax last{: i Ak el
Mr. Conen. 1 ap geared last, T believe'in- Marc‘h gir, when: I was
ap{)omted ‘Genekal: sél-of :the: InternalsRevenue Service,: ./
lave no lorig statement.: I scribbled-out a-few:ideas ;lasbnévening
thatT-might say to you at this time, .. The: Cothmissioner’s:job is really
essentially one of adiiitnistration. < He takeés:the law asilie findsd it and
attemnpts to-administer it fairly and justly, and.according té thd intent:

»

of this commlttee and: the’ Gongress and belxéve m' that rwhﬁlehdhrbr '

edl
t lik-the foundatldn of ‘our zlegab tem thah thie Admmistrdtor

law . r -
However; if: history ‘repeats msélf fand 1 am snre ﬁ: ‘will, them are
going to b Ptoblers that will come’ ug it our‘dynamic and free enter<
Prise economy that no one thouphit ot last ysar: or'no ‘ons thought/of
a‘¢ouple of ds: e ago and'in cbnsultatlon with thd best staff that we
can @‘rather and' the'Chief . Courisel’s bffide;we willitrt6 ‘anawer those
pl‘ob ems is besit WG cart' it thie light'of thd'congressiotial: intent a8 1ve
Elean it from the records.

Tha most’ unportant. thing; T think; we have t4 Inhintain*is*ﬂte dén-
fidence of the. ﬁ‘ublw in our system, and to do that we have to'hive tvo
thmgs thifil¢i‘absoluitd integri tg and ‘fairhesd, afid we havé sofme

m&)éo ple;’ sotilg, swonderfulpap
oirindpiéction ssivice has been #ootivg’ 16t vokruph
an 'ebildoers thit e Guri d;sco%r ;. and. I‘hg: encotirdged My ‘Adre
aridl Hig stafr thit oximy taking offict; if the

tintii'to emp halize t atpamhu arp ‘ LR :
" At'the'sams time duri shogl:g m the Chf?fﬁouml’s oﬂioe
in“conjunction with the’ mlssnoner "We‘ ‘hnd anl intensifidd- pro-

gram of fair and impartial admimstrntxon ‘trying to empl&size cours‘

should not: try to\lmpbse his own' r{oc al nn& economic viéws on the'

le, in’thﬁ“’a%rti& xiy COtulinitegrity

ofigressiwill 181 will: éon’
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tésy' anid' & disphssidnate st of’décisionmaking-aid We inténdto
k that up to the best of my ability." 'T hopeé T.am up to that exadting
taalg r; M, Caplini, anid his predscessor have dot(o their
Best 06 buﬂd up & ﬁﬁé, able: sei'wcc, ‘and T hope to ‘do lt as they dld in

the past,
enatof. SEN. Whercis Mortimernow? -
My C Heis pra lcin ‘14w ‘here in town He also teaches
iné:s@ihiﬁaggt't 10 University Virgi infa. -
‘“Sénator ‘WiLriAms. Mr.’ havmg been cntlcal ‘of the: Depart-
Hienit on’ decasions, I wish*tb sa > that the Department should be com-
niénded ‘for ‘the mannes in' Wluch you have handled. the New ' York
sgggtion I think you mcved in v’ery eﬁiclently when trouble daveloped
t 52 IR A BT
~Mr,- CoEN, Thank’y”ou, sxr “We will: iﬁ'obably, as I understand
i 'Mr."A¢reé, have some more of that. *He has ‘some more leads
d‘nd ‘We 'are ngilig to keep after it 'as best we can,.... ‘. .t
Senator Witriams, I think you book the pmper steps in handlmg 1t.
yourselfand in movmg forward.
.The CHAIRMAN; ' Are there any: further questlons? o
Seuami'mexssu Thgve g’ speclﬁc questaon and maybe I shouldn’t
ask it but it is there anyway. '
"When they indicted the 29 electncal ﬁrms in Phlladelphm. and ﬁhed
them' ficatly f million thé Commissionér and also the:service: todk
the pdsition t those :Wete not penalties and; therefore; they-were.

PR

dedt(xggi(;)le for tax purposes, meamng, of course, the ﬁnes that were

im }
ﬁow they ‘aré also: up agamst this'¢ estxon of makmg rcmtutlon

- ander tile tréble damage clausé under antitrust laws. : They are settling -

most of thexn but it/ is still: gOmg to be & considerable whllc before;they

céonclidé'it. - Had thé thing:gone to a conclusion and had. everybody; -

\ gzoo tten hisoldim validated it grobabl y would have.cost these companies;

' taillion. . I thought-ths view expm&ecd by the Bureau.and! thc

Commissioner was exactly cotrect.

"But I see how they are under pressure 7 the chairman of the House
Judmla -Commnittee and the chairman of the Subcommittee on' Anti-
trust of the Senate Judlci::{ Committee, of which I ha %pen to be
. & membeér, dnd I presume, without' being too. direoty chat the Bureau
would stand by the position that it has taken in that. matter.: . - -, i,

" (M Corin:- Senator, your statement wc;sh correct except in one minqr
respect. ‘The penalties that they paid to the ‘Government as fineg and,
lm tion-costs of the crimingl action were not dedyctible. - . .

Senator DirkseN.. That is right:,; I am’ thmkmg of t e treble dam-f
ges SEE . it
-.gder Otgmn’ Onlytheclvilaspectswere. T o R (H
na; | o

. Mr, COREN.: The ohlef of. sta.ﬁ of the Joint Comlrmttee on Internal
ReVenue Laxati on hag requested somie. mformatlon from us, . We have
squittedu »an T helieve the joint commiftes wil l robaiﬁ go,into
that ruli you ask me my, dp ergonal opinion, I 81 G
on.which r. Caplin hig decision. ., There are ot er ulterno,twes,
and in some nature we knew.it, ,w cont.rovers1 and. other pegple -
might, hs.vc dlﬁerent;v;ews buj: bolieve it is a.correct interpretation
of the law, sir,” I am.sure we will ' info that with the ]omt com-:
xmtteeon tjleapproprmte)occasmns._ I A7 A E PR Y

|

.}‘,;
by

RS
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Senator WiLrrams; Mr, Cohen, one other questxon and if you y{ould
rather answer:iblateriin a:letter.it:isinll:right, L.discussed this with you
the other day. I have had two.or three complaints from farmareas
that they. are having'tt' itemize thelir 14 9,8 hse’ accoulith, z 8 same
as prov1ded in busmess ©Xpensg. accounts. 8y Are
-using their cat both for business and»pleasure thoy have b allocatmg
the cost of thé cit’s'operation on what was' do {termmed to be's reason-
‘able’basls, “Now'soime of the'agéits i’ certain'areas ate'thidowing that
allocation.out_unless the. farimer.can present. s “daily disry, for every
httzg trip that he has carrying to town to get a splgot or get a: part for a
motor,

AsT understand it'tht 1§ 6t the Way this] ({m was admilu red prior
to these most recent months,.and; as I un rstand it that' s not the
manner in which the Department intends it to be.

Mr. Coxten.-Thét i5'not the' way I uridérstand tho rule, sir:. fAB I
mentioned to you the other time, we intend to look into that and-you
indicated you would probably send us the partxqular form or whatever
it was about whloh the particular. person complained to.you so.that we
can really e core of the. pro blem. ‘We will be glad to do thiat.

" Senator WrLLixbes, T will do’that.;. Thit as my undeistanding.
Mr. COHEN. It is not my understan mﬁ of any natlonal riling.
“Sendator Wirriams. It is my unde mg that law meant 8 reason-

able allocation wag ip grdef:. »

"M, Coumn, In the case of B a‘utémobile 5 {& areé not deaImg in

: that area with the entertainment, expense which se(imwl statite. -

ien%gr Wmi;AMS. I think that is what has oonfu these agents

r. COHEN.

“SenatorWiLLrims, I will dis'éugs 1t wlth yOu fufther later. ot
Mr. CoHEN. Fmeﬁ:r. o \

- The CHAmMAN, cifut-therquesl;ions0 0 ; R R SR
 Thankyou ve Cohen. - |+

Mr. Conzn. T ank ou,sxr. iy e Bttt

Senator Bnnwm you, Mv. Chauman. .

NOMINATION OF ‘MTTOHELL aoaovm 10 BE AN Assmm :
Emwmmwmnmurnﬁormmz (cgm?
- COUNSEL' FOR THE INTERNAL'REVERUE mvmr.)

AN, We . hare . anothief Virgi intee, mwhéu

R T-i

- Thq,‘,CpAnm

Rogovin,'to be Assistant” eral Oounse partmént of the

Tmsll RN .
(Thergxographlcal sketchoer Rogoym follows ) TR

. i’s’;‘oemnr oF nnvgm. Rqaovm. 4100 Dyroix’ Dm, Anmubm;, vg
-+ Personal datay, ' .

O e and birthplace: dcembers, New!orkdbv L
" Marital sta r?n ita ’Dmto Sheﬂlmné Endér of New YorL, o;ty, Jahq
ary 81, 1054, Three chlldren' Ltsa Shea, Wendy Metyl 5, alid John
Andrew,8. -
m“%otffn"‘ A5, Syracuse University. (1982) ‘malo red In| ”{m
egeo! yracnse ve 0 cal y
M?meu gchfouffbn Uht %n} ot Virginta’ (1954) D n; ch scle;:ce
Aw schoolsd:’ v o
reseayx?c dssistant, gPo t scholars lp,
LL.M., Georgetown Universlty (1960) .maaters degreelntaxauoh.) i
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career summary :
toleaHss. U.8. Marine Oorpe. ‘officer-in-charge, trial section, Camp Pendle-
n

1888—61 Omce or Ch!et Oonnpel IRS; trigl attorney.
1-64: Assistant to the Comm ssloner, IRS:
Assistant to the Commissioner on technical matters.
- Chalrman, Exempt Organigation Counell ( nesponaibiuty for examlna-
. tion and reevaluatlon of gervice position jn subchapter F
S witness at Pa committee hearings. on “Federal Supervision
ot undations and Charitable Trusts.” -
8 llaison with varfous Féderal agencles and departments,
~red o Prinelpal IRS representative on Cubgn prisoner exchange,
Speelal recoguition:
1903, ',l‘reasury Department Special 8ervice Award. -
m Cormm| sgloner’s Award,
Sécond 'rreasury Department Speclal Servlce Award.
Military service:
. Military eervlm. 1954—58. US. Marlue Corps. Oaptaln, US Marine Corps
Reserve,. .
‘ Professlonol actlvmes :
Admlselon ‘to practice: Virgln!a State Bar; Vh-glnla Supreme Court of

- Appeals U.S. Tax Court; U.S. Court of Mllltary Appeals; U8, Supreme

Court
Membershlps. Vlrginla Bar Assoclatlon Amerléan Bar Assoclntion Fed-
'er%l6 Bar ?&agclaglon } Phi Delta Phi'Legal Fraternlty.
‘ Ohalrman. Federal Bar Asaocla(lon' Oommlttee on Taxation (1964-—85)
Joint ABA-FBA Committee on Standards of Tax Practlce. ..
. Published articles: “Exempt Organizations: Néw Procedures and Current
Policles Within'the IRS,” 20 J. of Taxation 28 (1004) ; “Description of In-
ternal Revenue' Service: Pollcy Toward Exempt Foundauons Y 14" Va, L.
Weekly (Dicta) Comp. 78 (1968) ; “Book Review,” 14 J. of . Legal Eqd.-538
(1962) ; “Book Review,” 80 Fordham L. Rev. 805 (1961); “Methods and
Objectlves of.the Revenue Service’'s Audit Program for Exempt Organiza-
tlons,” 6th’ N.Y.U. Blennial Conf.’of Chatitable Fds. 229 ( 1063) ; “Tax
Exemption: Current Thinking Within the Service,” 22 N.Y.U. Inst. on-Fed.
Tax 945 (1064) ; “Revenue Rulings and Other Pubucat!ons. 1968,” 9 Tax
Conf. Proc., Collego of William ?nq Mary 17-.(1063) ; .I&elx]sponalblllttes,
Duties, and Tax Practice,” 81 Calif. OPA- Q. li (1963) } “The Charitable
Bnigma : Cominerelalism,” U. 8¢. Cal. 1064 Tax Inst, - -
Lectures: Federal Tax Institutes sponsored by New . York University,
University of Chicago, University of Southern Cslifornia, University of
. Virginia;: University of West Virginia, University of. Denver. 8t. Louis
. Universary, College of Wi luam&nary. SyracuseU verglty..
Téaching experience:” -
Pallomar * College !: Ingtructoy, Engl{sh a;td buslness law (1956-57)
University of Virginla Law School: Guest lecturer, seminar on tax
- problems and procedqre 958-64).
éorgetown plversif,y Law Center Adjunct professor, tax problems of
e!enibtorganim ons’ (1964-65
Practising Law Institute: Faculty member { 1968-64)
Mr. RocoviN. I have no })repared statement, I would ]ust merely
sai that I would echo all o Cohen’s gtatementg as to the ph oS-
phy and integrity and the des re to put before the American pitblic
a tax law that is ndministered and interpreted both fairly, honestly,
and reasonably by the Chisf Counsel’s o ce in’ conJunctxon with the
Interny] Revenye. - L _
The CHAIRMAN. Any questlons?
hs;;m?ator Wiruiams. You have been with the Servme for quito 8
while¥ "~
Mr, RoaoviN, Yes, sir; I have beati " tiost recentl assistant to
Commissioner Caplin for 4 years, before that I ‘was in the Chief
Counsel’s 'office as an attorney.

g
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The CHAmRMAN. I am familiar with his service which has been

very satisfactory. . "

enator DrseN. Mr, Chairman, I have no questions, but I have
one observation.  Perhaps the only way this can be handled is legis-
latively, but I managed in behalf of a widow and some grandchildren
and children to secure approval of a claim for 4 hundred thousand
dollars on behalf of a former colonel in the War Department or in
the Army, who had invented the bazooka, actually the Government
built $300 million worth. They wouldn’t let him complete his
patent until the war was over, and then he completed his patent and
then they were givin% hini nothinﬁ for it. I decided he ought to get
something and after I wrangled that through both Houses, suddenly
discovered that the Internal Revenue came along with a sliding en-
cumbrance and said, “You owe Uncle Sam $66,666.”

Well, that didn’t leave very much for a widow and three grand-
children, and a son and a daughter-in:law. So, in the next Con-
gress oL had to go through that agony all over again, and get it put
through the Senate and then go and appear béfore a House com-
mittee and lobby every member on the committes in order to get it

assed. It then contained a provision that it was exempt from tax., I

ow the Bureaun got out a very long ruling on the subject.

Mr. RoaoviN. Yes, sir.

Senator DirkseN. I didn’t agree with it but I presume, in good
faith, that they felt that that was a proper ruling under the cir-
oumstances. But in our case every time you have a claim, and all
of them go to judiciary, you are almost compelled to put in a pro-
vision that the award is not subject to any Federal tax.

Mr. RogoviN. Yes,sir,

BSenator Dmxsen, But that is settled ruling, I take it, with the
ureau. :
Mr. Rogovin. Yes, sir._ We had some problem, if you will recall,

with the funds given to Nisei-Americans a few years back and the

tax impact on their awards. I think this is one of the recurring tax
problems and, of course, the Treasury will be very glad to work with
the Senate on any of these private bills to make sure that what the

Congress wants i3 effectunted. But unless there is some provision

with regard to taxation we would have to a[;ply the normal statute,

Senator DmrseN. I doubt the wisdom of a statute that would
exempt in every case every award because you can’t quite tell what
the oircumstances are. But unless a person who is introducing the
bill watches it rather closely he is going to be trussed up by that
ruling by your regulations division. -

Mr. Roaovin. I would think in considering the appropriateness of
an award the last thing that anyone considers is that it will be dimin-
ished, they come up with a hard ﬁiure and I think it is quite import-
ant where a propriate to bring in the tax aspect of it. '

Senator DirkseN, That is right.

That is all, Mr. Chairman.

The CuARMAN, Thank you.

(Whereupon, at 12:10 p.m., the committes adjourned, subject to call
of the Chair.) o



