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PUBLIC DEBT

TUESDAY, JUNE 105, 1065

U.S. SENATE,
CoMMITTBE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 2221,
New Senate Office Building, Senator Clinton P. Anderson presiding.

Present: Senators Long, Anderson, Douglas, McCarthy, Hartke,
Ribicoff, Williams, Carlson, Bennett, Morton, and Dirksen.

Also present: Elizabeth I§.'Sp'ringer, chief clerk.

Senator ANDERSON. Mr. Secretary, the chairman will be a little
late today and has asked that I call the meeting to order. The hearing
today is on the bill H.R. 8464, to temporarily ‘increase the public
debt ceiling to $328 billion during the period beginning on July 1, 1965
and ending on June 30, 1966.. Won’t you have a seat, Mr. Secretary,
and present your views?

STATE‘IENT’ OF HON. HENRY H. FOWLER SECRETARY OF THE
TREASURY; ACCOMPANIED BY FREDERICK L. DEMING, UNDER
SECRETARY FOR MONETARY AFFAIRS, DEPARTMENT OF THE

TREASURY

Secretary FowLer. Thank you, Senator.

I have with me, at the table this morning, Under Secretary for
Monetary Affairs Mr. Frederick Deming.

We appear before you in connection with the public debt limit
pro%osa. Action is essential before the end of this fiscal year to
establish a new public debt limit adequate to accommodate our needs
b illtihe period ahead. The present temporary ceiling stands at $324

on, ‘
On July 1, the ceiling, in the absence of congressional action, will
revert to its permanent level of $285 billion, $32.4 billion below the
estimated debt subject to limit at that time. Clearly, we cannot
permit the credit of the United Statés to come under that shadow for
a single day, nor doubts arise over the authority of the Treasury to
finance in an orderly way the additional needs of the Federal Govern-
ment that will arise later in fiscal 1966. , .

You will recall that the President’s budget submitted to the Con-

ess in January of this year anticipated a deficit of $6.3 billion for

scal 1065. Asyou are aware, this outlook has improved significantly
since that time. Late in April, the President was able to anrounce
an expected decrease in anticipated expenditures for the fiscal year of
$500 million. Meanwhile, accumulating evidence of a larger than
expected flow of taxes, particularly of individual income taxes, now
indicates that receipts will total at least $1.4 billion more than antici-
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Eated in January. As a result, our estimated fiscal 1965 deficit has
oon reduced to about $4.4 billion, '

The difference between our debt ceiling noeds for fiseal 1966 and
the need when the Troasury appeared bofore this committco n year
ago is primarily accounted for by this estimated fiseal 1065 doficit, for
that deficit will be reflected: in' an ’a{)p‘r()xinmtolv oquivalent increase
in the dobt hetween the start of fiscal 1065 and the start of fiscal 1066,

Every year, the Treasury faces a largo seasonal shortfall in revenues
during the first 6 to 8' months of a fisenl year. . For instance, wo typi-
cally collect loss than 45 percent of our annual revenues from the end
of June to thie ond of Decembor. Consequontly, even in yoars of
balanced ‘budgets, wo have substantial soasonal borrowing vequire-
ments over that. poriod, and theso vequiremonts ave relatively littls
influenced by mederata changes in :the budgetary projections for g

-fiseal year as a whole. 'The size of an anticipatod surplus or doefieit
daos, of course, determine how much of this borrowing can bo purely
temporary, to be paid off in the spring whon vovenues ave seasonally
flush, but it is the oarlier peak seasonal needs which must be covered
by the deobt ceiling. o T

Givon this recurrent seasonal pattorn, it is plain that the debt coil-
ing must be raised 1ot so much to take account of any prospoctive
deficit in fiscal 1966 as a whole,:but simply to take account of ‘the

AAact that, as a result of .the $4.4 billion deficit anticipated for the
current fiseal yoar, wo oexpect that we will'be entering the current
ﬁsclql year with the actual dobt some $4.7 billion highor than a year
earlier. : o SERELRL I

.- I know the committae is alse intorested in a yeview of the prospects

for fiscal 1066 as o whole. . As you are aware, the Presidont’s Junuary

“budget, in estimating fiscal yoar 10668 vocoipts at $04.4 billion, had
already taken into account the $134 billion cut in oxciso taxos proposod
for July 1. On the basis of recent experience, and with continuod

. Bains in economie activity, that rpvenue estimato, still assuming only

‘the proposed July ‘1 veductions ‘in excises, has beon taised ‘hy $1.8
hillion. . Furthey allowance st now also im‘ made for the 'udd%t.iorml

“eut in oxcise ta‘_}coSi:ﬁ $134 billion ‘on Janwary 1, 1066, which was
pussed . by the Housoe of. ﬁe)’)rosénmlvi\fés recantly and upbn. which

-your committoe has roported. Enuctment of that add}tipnnl cut
will offsot an estimatod $600" million of the $1.6' billion iniprovement

;n the revenue outlook. . As a result, wo now estimato voceipts in

“fised] 1966 i $05.4 Dillion; $1 billion higher than projected in the
Presidont’s Januavy budget. . o o o

.. Inm informed by the Director of the Bureau of the Budget that, at

_this stago.in tho approprintions process, theve is no sound basis for

changing tho. -expenditure ostimato for fiseal 1066 in the January
budgot, and that the estimated yponding total of $99.7 hillion still

_represents a: fair appraisal of thoe sponding outlovk, Consequontly,

W6 now a\llt-ibilwtgpp‘,g\"dg_ﬂciti in fiscal 1966 of $4.3 billlon, as compared
with 86.3 billion in'tho Prosidont’s hudget, =

"~ The outlook for the public debt at midnionth and month-end dates
in_fiscal 1966, consistent with this budgetary outlook is shown on

stablo I attached, The dobt levely that arc shown in the last columi

‘of table I are based on ‘the same assumptions that have been used in

provious debt limit discussions. The first assumption ig that the
casury’s cash operating balance will be maintained at a constant
lovel ‘'of $4 billion—a figure below our actual average balances in
\
i

]
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recont yoars.: In’l')ra'ctlce,"tliel‘e’ is, of courso, a great: dénl of flucti-
tion in our notunl cash balarvices, and at varlous times during the
yoar it ‘is foasible and desirable to achiove céash balances smallor
than $4 billion, Howaver, that figure sooms té me a necessary and
rudont minimum allowance for a eash balanes adequate to conduot
he oporations of the Treasury in an o'ficiont manner, and it has
been customary before both the House and Sonate committees to
uso this minlinum figure for advance planning, _ ‘

Tho second assumption \)l\)\'id(\.‘! tho usual $3 billion of margin’ for
floxibility and - contingencles. This is insurance against the un-
cortainties that inovitably oxist in projections of budgetary receipts
and oxponditures a yoar or more ahoad, and 'also recoguizes the need
for firinneing flexibility to assure maximum éfficioncy in debt nianage-
ment operations, For instance, Troasury obviously would prefer
to rofrain from new financing in an unfavorablé narket environment;
convorsoly, it would like to anticipate future cash requiremonts by
borrowing when markets are particularly favorable, And, cloafly,
with receipts and expenditures subjeet to sharp fluctuations from

“day to day and week to weok, it would be {imprastical to schedujo -
;l‘rlensul‘y finnneings 80 as to avoeld considerable swings in the eash
ninneo, : B ! " :

As table T indicates, our peak requiremont—including the allowance
for contingoncies—is estimatod at $328.0 billion at the middle “of
Mareh 1900,  Consequently, » debt ceiling of $329 billion, $5 billion
highor than the presont temporary limit for tho current. fiseal yonr was
presonted to tho House Ways and Means Commitice as the amount
that was necossary to carey the Treasury through the fiseal yonr 19086,
That committeo suggested that this figure instoad he rounded down to
$328 billion; and tho House has sinco completed netion to provide a
now temporary ceiling at tho $328 billion figure for fiscal 1066, T
stated before the House committee that our study had been cavofully
dono and that wo bolieved it would ba prudent to fix the coiling at the
requested 'ﬁglure of $320 billion. T added that tho process of shaving
the assumptions could entail somo mensured risks. Novertheloss,
told the House committeo that [ would not enter any strong objootion
to their then proposed action. In co‘\‘\soquonco, 1 appear beforse you
with tho samo data and estimates ak wore presonted-to the House
committeo, but with a specifie request for the $328 billion ceiling s
voted by tho Housoe rather than the $329 billion wo had vequested.

I should emphasize, in requesting your concurrence in this action,
that our poak noeds have not hoon significantly sffeoted by the second
stago of the oxeise tax program recommeonded by the Prosidont. “The
estimated $600 million revonue impaot of the excise tax cuts schedulod
for January 1, 1006, will appear in ouir aotunl colleations only with a
Ing of 2 ta’3 months, with virtually all of the offect coming after our
poak dobt noeds on Maveh 15 have already pussed.  Tn faet, substan-
tial reduction of the debt is anticipated during the spring of 1086,
T would also like to call your attention to table IT, comparing our
projections of the debt subjoot to limitation submitted to this coms
mitteo last June with actunl vesults. It can be soon that the actual
dobt in most recont months, adjustod to the assumed cash balange
of $4 billion (col. 5) fluctuated close to our earlior estimates, While
the unexpeoted increases in the revenue flow have permitted us to
romain undor our ostimates by a wider margin in April and May, at
the peak requirement period of mid-Maveh the debt was only $800
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million less than that which was estimated a year ago. It is, of courss,
this peak seasonal requirement that must be anticipated almost a year
ahead. I believe the record is also clear that the $3 billion leeway
implicit in the temporary ceiling of $324 billion provided for the cur-
rent fiscal year has, as intended, been progerly reserved as a margin for
flexibility and emerﬁncies-—a margin that, fortunately, we did not
need to draw upon this year.

It can also be seen that as a practical matter the operating cash
balance has rarely bean at or below 34 billion, and that the substantial,
and not entirely predictable, monthly variations in our cash flow have
occasionally resulted in considerably higher balances for brief periods,
These variations, I believe, are a normal consequence of an orderl
financing program desi ned to assure adequate balances over peiodz
of peak cash drains, adequate flexibility in scheduling our borrowing
o?erations, and our ability to meet the broader economic objectives
of our debt management program.

It is not the intent of the Treasury to ask for any more borrowing
power than is necessary and prudent. To the contrary, our firm
objective is to maintain no more debt outstanding than that which is
absolutely reqitlxlired to effectively and economically discharge the finan-
cial responsibilities of the Government.

TaBLE 1.—Estimated public debt subject to limitalion based on constant minimum
operating cash balance of $4,000,000,000

[Fiscal year 1066, in billlons)

Allowance
Operating | Publiodebt | to provide { Total gublio
cash balance | subject to | flexibllity in debt
(excluding Iimitatfon financing limitation
free gold) and for required
contingencles
¢4 $310,2 $3 $313.2
4 818.1 3 316.1
4 314.8 3 317.3
4 314.7 3 317.7
' 4 318.7 3 318.7
4 318.8 3 8218
4 313.1 3 316.1
4 316.2 3 319.2
1 318.7 3 321.7
819.7 3 322.7
4 319.6 3 322.6
4 321.3 3 324.3
4 310.6 8 822.6
-4 322.8 3 3288
4 321.6 3 3U.5
4 an.e 3 324.6
4 321.9 3 34. 8
4 328.9 3 328
4 319.5 3 82.8
4 823.0 3 32.0
4 319.0 3 o
4 318.83 3 321.3
4 820.1 3 3.1
4 322.8 8 8258
4 318.2 3 318.2
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TaBLe 1I.—Comparison of debt projections of June £8, 1984, with aclual results

{In billions)
Projoctions of June 23, Actual
1964
Dl(ﬂexl'ogce
col,
Fiscal year 1065 Operating Operating Debt subject | compared
cash bal- } Debt sub- | cash bal- | Debt sub- | to limitation | with'col. 2)
ance {ex- ject to ance (ex- ject to | after adjusting
cludlng limitation cludlng limitation |cash balance to
freo gold) freo gold) 4 $4,000,000,
¢V (2) 3) “) ®)
$4 $307.9 $10.1 $312.2 $306. 1 ~$1.8
4 311.0 5.9 311.2 300.3 -1.7
4 311.8 5.3 311.6 310.3 -5
4 313,56 6.1 3132 3.1 -~2.4
4 314.2 6.0 314,68 312,68 -1.8
4 310.9 3.8 318.7 315.9 -1.0
4 311.2 0.3 316.1 310.8 -4
4 316.0 5.1 315.6 314.5 -5
4 318.3 4.8 316.1 315.3 -1.0
4 318.1 4.8 317.0 316.2 -1.9
4 17,7 7.2 310.0 315.8 -1.9
4 320.5 3.3 318.7 310.4 -1.1
4 316.0 6.2 318.5 316.3 +.3
4 318.9 2.8 317.9 819.1 +.2
4 318.0 4.5 8.4 317.9 -1
4 319.1 4.6 318.4 317.8 -1.3
4 318.2 6.8 320.3 317,56 -7
4 321.0 4.2 320. 4 320, -.8
4 315. 4 8.1 318.1 314.0 —1.4
4 310.2 4.5 318.0 317.8 -1.7
4 315.6 7.9 316.9 313.0 -2.8
4 316.7 8.9 316.1 311.2 -5.8
4 317.1 9.7 310.6 313.8 -3.3
4 R0 N PSR SRR AR NN
4 ) A+ TN U F R PRl I

1 Adjustment to $4,000,000,000 cash balance places data on basis comparable to estimates given on June 23,
1064, as shown In ¢ol, 2.

Senator Lona (presiding). Ma{ I ask you, Mr. Secretary, what is
your reaction to this what I call the Martin slump in the stock market
that was set off after——

Senator ANpERsoN, Still going on.

Senator Lona (continuin%?. After Federal Reserve Board Chair-
man Martin said it. I didn’t say it wasn’t still going on. Most
people attribute that statement to him.

Senator WiLLiams. Is that the Martin slump to the Johnson
market? |Laughter.]

Secretary FowLeEr. Mr. Chairman, I don’t think my reactions to
the situation have changed in any appreciable degree from those
that I voiced to this cornmittee some days ago, I think in response to

uestions from Senator Williams and Senator Smathers. e had a
thorough roundup analysis of the current situation as it relates to
the econorny, as was reported in the press last Thursday at the
White House, with Chairman Martin and the Chairman of the
Council of Economic Advisers and the Director of the Budget.
Under Secretary Deming attended, and another member of the
Counecil—I beliove Mr, Okum. As the press reportéd the President's
statement, I think it was the unanimous view of that group that the
present outlook for the economy is a favorable one.

49-181—£5——32 +d



6 PUBLIC DEBT

I think we all recognizo that it is too much to expect that the econ.
omy will maintain the tremendous pace it had in the first quarter, when
the gross national product increased about $14.2 billion due to some
nonrecurring factors——the carryover of automobile demand from the
fourth quarter when there had been some interruptions due to strike
and the steol inventory buildup in anticipation, or in foar of, a steel
strike at the time of the May closing of the contract. I think we all
oxpected the second quarter to continue to show a healthy rate of
increase but not nearly at the pace that the first quarter had shown,
We expect the third and fourth quarters of this calendar year to con-
tinue to show a healthy and appreciable expansion.

Any forecasting is attonded by a good deal of risk, but it is certainly
very difficult to sco beyond the first of the year in any meaningful
way although I must sny we were all of the opinion that there is
nothing on the horizon in the way of data or trends about the eco-
nomic situation that indicate any substantial difficulties in 1966. '

Now, of courso, one could say that the stock market break, itself,
is an indicator of some possible difficulty ahead.

As a matter of fact, 1 was asked thnt question after the meeting by
the press, and I commented that the stock market is only one of &
great. number of indicators that tho economists and analysts use in
predicting . psychological changes, and forecasting l)sychologicnl
changes, am’i that it has no more or less importance than 20 other
economic indicators,

So, as far as we were nble to see the situation, aftor an hour or so of
fairly freo and intonsive discussion, T seo nothing that I can add to
the comments I made last week.

. Senator Lona. Well, now you say you see nothing on the horizon to
be a substantial threat, that is to be—anything aside from the fact
that there is something of a break in the stock market itself at the
moniont, you see nothing on the horizon to indicate that the economy
is in any trouble.. . ' L

Could you put that the other way around in the affirmative and say
that all factors indicate that the econamy is not in trouble? '

Secretary I'owrLeRr. Yes, sir. ‘

Senator Lona. I am not u speculator and can’t afford it but if I
had something to speculate on I would assume that this would
probably be a good time to buy some stocks at the time some of them
went down. o .

Secretary Fowrer. Mr, Chairman, I have never allowed myself to
be involved in any advice about the stock market and T don’t think
I want to hegin now. S »
~ Senator Lona. I don’t blame you. As a matter of fact, it is kind
of like somebody betting on a horse, you can’t guarantee ho is going to
win, ) , ‘ . L

. But the question of our balance-of-payments question keeps coming

meild ou mind telling us what is the latest indication with regard
to our balance-of-payments [ln'oblem? - -
- Secrotary FowLer, I would like to answer that in two parts, and
this is a pattorn that ] have found it necessary to follow in frequent
discussions of this topic. First, insofar as the early returns from the
balance-of-pryments situation are concerned covering the months
since_the President’s February 10 program was announced and the
so-called voluntary program primarily affecting the banks and direct

3

1
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industrial and business operations abroad, our balance-of-payments
picture has shown a vory steady and encouraging improvement.

However, I think one must always add to that that there have been
a number of factors at work in the March and April and May figures,
particularly the March and April figures, which might have involved
some reflect action from the situntion that existed in the last quarter
of last year, and the early months of this year. There was the reflect
action from the interruption to exports due to the dock strikes early
this year. 'T'here was a reflect nction due to the fact that undoubtedly
during the last quarter and the first mornith and a half of this calendar
year, & good deal of monay went uverseas somewhere in anticipation,
or in concern, as to whether or not there would be anything like a
complete stoppagoe of transfers of capital overseas.

So the improvement which we have boen able to notice in the
figures for March and April and May to some extent perhaps reflects
the so-called voluntary program and to some extent reflects these
reflect actions,

[ myself have taken the position consistently that I think we arein a
much sounder position if we wait until the second quarter figures are
all available—which would be around August 20, covéring the months
of April, May, and June—to attempt to appraise what the improve-
ments have amounted to as a result of the program, and to what
extent the improvements in a given sector, such as foreign bank loans
tend to be countered by losses in cortain othor sectors.

In other words, you have to look at this picture in its totulity rather
than taking too much early encouragement and too much early
optimism from the known favorable results that we are getting in
certain isolated sectors, however important thoy may be, .
“"Governor Robertson, of the Kederal Reserve Board, which is
administering the bank program-——the bank phase of the voluntary
program—made a speech eavlier this week . indicating that very
substantial progress is being made thero. ‘ .

Secretary Connor, who 1s in charge of coordinating the voluntary

rogram_as it has to do with direct business operations abroad, has
indicated that the expectations of the 600-odd major companies that
are cooperating with this program promise considerable improvement,
in that sector. :

But we don’t know what the impact is going to be, for example, in
the import sector. We don’t know what the impact is going to be in
some of the additional requirements as a result of increased militavy
operations, for oxample, in South Vietuam. .

So, I would prefer to reserve any solid comment on whether we
have this situation in hand until we see these socond quarter figures,
and then I would like to add a third point which I have tried to
emphasize in speaking, particularly to industrial and banking groups,
that, coming into a balance or approaching a balance or equilibrium
I any one quarter is not going to be an aunswer to this problem.
We have been in deficit, and in substantial deficit, in this area for
& period since 1958. So we are going to hiave to get into a balance,
or an equilibrium as it is called, not for just ove quarter, but for
two, three, and four. And as long as one can see, we must try to
maintain that balance because the dollar, as a key resorve currency,
18 going to have to continue to play a major role in our internationa
monetary affairs, _ o .
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So I simgly utter this note of encouragement, but caution agains}
assuming that we have the problem completely lickéd until we know
the figures,

Senator Douaras. Mr. Chairman, would the Senator yield?

Senator Long. I am through.

Senator Dovaras. I don’t wish to interfere but merely follow up
the question. What are the figures for the first quarter, Mr. Secretary?

Secretary FowLEr, Well, the figures—Senator, we get into the
problem of seasonal adjustment, and the figures for the first quarter
showed that—taking into account the seasonal adjustments factors—
we were running a deficit on an annual basis of better than $3 billion,

Senator Douaras. There would have been no improvement then?

Secretary FowLeR. That is accounted for by the fact that the
first month, January, and really the second month, we were running
at a very substantial deficit. The figures for March were of an
entirely different order after the program had gone into effect. The
figures for April on a seasonal adjusted basis showed a surplus as
have the ﬁ%ures for May.

A i?lnaﬁr ouaras. Surpluses, there has been a surplus for March,
pri, viay.

Secretary FowLER. Yes, sir.

Senator LoNa. You are actually showing a surplus for those 2
months? ) A
. Secretary FowLeR. Yes; that is right. But how much of that
surplus is a reaction from the reaction before and how much is
improvement I can’t say.

enator LoNa. Let me get this straight. 'The indicators you have
indicate that you are showing a surplus for 3 months, March, April,
and May.

Secretary FowLeR. That is right.

Senator Lona. But you don’t want to rely upon that as yet because
you would rather wait until more figures come in and so you have
a complete overall showing?

Secretary FowLER. That is right. , . )

We have had in the past ciuarters in which we have been in surplus
or approa’chin% surplus and I don’t think we are safe in assuming we
have this problem in hand, while we have two, three, or four quarters
funning in a row showing pretty much a consistent pattern.

Senator Lonag. Senator Anderson? , )

Senator ANDERSON. I was very serious to get at that situation because
one of the Senators last night said: . .

Fowler appeared before the Senate Committee on Foreign Relations 2 months
ago and asked him if he did expeot improvement in the balance of payments.

e said he did. He asked them what they were on the day he appeared, he
could not give the answer. I

The answer is now the balance-of-payments problem'is now worse
than it was. Unfortunately some of us didn’t have ways of gettin
to our information last night, the peopls in my office who keep trac
of those things had gone home. 1 had figures showing the situation
was not worse than it was. Is it your inforination that the situation
is worse than it was? , ‘ - o o
- Secretary Fowrer. No, sir; my information is that there has been
an encouraging improvement covering the months of March, Agril,
and May. 1 see no reason to believe that that situation shouldn’t
continue but I much prefer to wait until we have the second quarter

]
1
1
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figures thoroughly in hand to give, I think, a more complete appraisal
of‘tl.he picture. ' ,
What we have up to now is encouraging, Senator Anderson,
Senator ANDERsON. Well, I agree with you we have to wait a while
to be sure of it but the facts are right now it looks better even though
there are factors that might maybe make it later look worse.

Secretary FowvLer. It does indeed and I would suggest, perhaps
I would like to Erovide for the record, if the chairman permits, some
excerpts from the recent statement by Gov. J. L. Robertson of the
Board of Governors of the Federal Reserve System in which he outlined
the clear, very clear, evidence of the effect of the voluntary program
smong the banks which have been engaged in foreign lending activities.

Senator Lona. I will instruct the reporter to put that in the hearings
when you provide it.

(The information referred to follows:)

Excerprs FrRoM THE RECENT STATEMENT BY Gov. J. L. ROBERTRON OF THE
BoARD oF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

The basic objectives of that part of the President's program assigned to the
Federal Reserve System are, I hope, fairly well known. e alm to reduce the
expansion of bank credit from a rate of over $2 billion a year—which it attained
in 1964—to something in the neighborhood of $500 million in 1965. To achieve
comparable results in the area of nonbank financial institutions, we asked them
to reduce, in an orderly manner, their holdings of liquid funds abroad to the De-
cember 31, 1963, level, to refrain fron: increasing their holdings of short- and
medium-term investments by more than § percent during 1965, and to exercise
considerable restraint in increasing their lor:f-term investments. .

Barely 3 months have passed since the guidelines were distributed and we have
data on actual transactions only for March and April, and that only for banks.
1t is already clear, however, that there has been a sharp reduction in the rate of
expansion of bank credit; from over $2 billion in 1964, and about $400 million in
just the first 2 reonths of 1965, the flow was reduced to $40 million in March and
converted into a reflux of $140 million in April. We do not yet have specific data
{but soon will) on capital flows through the nonbank financial institutions this
year (their forelgn credits increased 9. J)ercent in 1964, from over $8 billion to
over $9 billion), but the information we do have leads us to believe that they, too
are_cooperating wholeheartedly with the program. ,

We are keeping in close touch with all these financial institutions, Regular
reports and hundreds of face-to-face meetings with top management give us
every reason to believe that the guidelines are being followed, and that the pro-
gram will be effective in achieving a substantial reduction in the rate of capital
outflow while providing adequate nancin% not only for U.S. exports but also for
the needs of the less developed countries of the world. , ‘

The reaction of the financial community to the program has been an encouraging
example of the way in which American institutions can place the national welfare
above their own shortrun economic interests. It is true that financial institutions
recoguize that their welfare is inextricably entwined with the preservation of a
sound dollar and an effective international monetary system. Nevertheless,
their willingnees to cooperate and to refrain from taking competitive advantage
of the situation exhibits an admirable sense of publie responsibility.

Secretary FowLER. The bankers have done a great job in the
early months. :
Senator ANDERSON. In your statement you say, “General reduction
of debt is anticipated in the spring of 1966.”
Do you mean a reduction? : .
. Secretary FowLer. That is a reduction from the peak level during
this particular year. , T .
Senator ANDERSON. It always reduces the peak level, doesn’t it?
Secretary FowLER, Sir? _
Senator ANDERsON. It always reduces from the peak level?
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Secretary FowieR. That is right, is the moéney comes in. This
doesn’t represent a long-term reduction. '

Senator ANDERSON. You don’t think anybody now living in
America will ever see a réduction in the public debt, do you?

Secretary FowLER. Yes, sir.

Senator ANDERsON. You do?

Secretary FowLER. Yes, sir. ‘ ,

Senator ANDERSON. Weil, I want to put down on the record tHat
I don’t. I tried one'time to take off the word ‘‘tempotrary’ and I
think Senator Williams has mentioned it again.

Secretary FowrLer. Did you say permanent debt? :

Senator ANDERSON. Yes. I regard the $324 billion as permanent,

Secretary FowrLer. Oh, yes. ,

Sianator AnpERsoN. It will be permanent for the next hundred years
anyhow.
~ Secretary FowLEr. My comments reflect the view that I think it is
quite practicable and probable that we should have, sometime, a
zml-)plus to contend with rather than to be constantly confronted with

ebts. :

Senator WirLtams. I think what the Secretary is stating is he is
exgecting a reduction from a higher plateau to a higher foundation.

enator McCarTHY. I would suggest we make 1t all temporary
but raised to $350 billion, would that make people feel better? =~

Senator ANDERsSON. I assure the Senator from Minnesota he would
favor that because I tried it several years ago. I tried to boost up to
$315 billion and I didn’t get but two or three votes. That was
fantastic. : , . :

Secretary FowLER. For the information of the committee on' that
suibject there was considerable discussion in executive session in the
House about whether to change the permanent ceiling at this time and
it was decided, after much weighing of the problem, not to include a
recommendation to that effect. :

However, the Treasury and the Budget were instructed to conduct
a study during the months ahéad of svhat criteria should be considered
in the event the Congress did at some later time wish to change the
so-called permanent debt ceiling figure. | ‘
~ Senator ANDERSON. $325 billion would be a very conservative figure
for a permanent level, wouldn’t it? I am going on the basis we rods
the ‘dollar a little each year and, thevéfore, it is an easier burden to
carry, perha%g. . ‘ ,

Secretary FowLER. Iiwould say in'a range between $315 and $325
billion would be & reasonable figure. . :

" Senator ANpERsON. T don’t blame you for saying that.

-Secretary FowLer. It depends on what your objectives are and
how high you wish to inake them. The figure $315 billion was
discussed in the House committee. o . o

Senator ANDERsoN. There is nothing about the excise tax cut that

would indicate that is going to contribite to the reduction of thé
deficit, is there? B : R :
- Secéretary FowLer. We view, as I think I'indicated in the hearing
before, the economic effect of the excise tax cut to be rc".ghI{/chmparable
to an income tax cut of the same general proportions. - Most ecorno-
mists seem to guﬁport that point of view. "I found very few that
differeritinted in their appraisal of tlie economic iripact of the two—
the income tax cut and the excise tax cut. ' '

i
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Senator ANDERSON. I do not question the economic value of it.
I think it may throw us out of balance and it might be valuable.
I would like to have taken some time on your comments on Mr.
Martin’s statement. Can you imagine:  anything more influential
and better for the bear operators in Wall Street than Mr. Martin’s
statement? ,

Secretary FowrLer. I am not sufficiently familiar with that segment
of Wall Street, Senator Anderson, to have much judgment about it.

Senator ANDERSON. I appreciate vhat answer. :

You referred, however, to what you called psychological changes
being involved in this. When they had a wave of selling because of
the report that President Johnson has suffered another heart attack,
it wasn’t psychological selling, was it? '

Secretary FowLER. No, that was kind of scare selling.

Senator ANDERSON. Scaresmanship.

A man is not allowed te make a bad statement about a life insurance
company under the laws of most States. But he can make a bad
statement in Wall Street and get rid of it in fine state. I am not
going to ask you but I hope if someday a man in Mr. Martin’s position
can make statements to influence the stock market as such——

I have no further questions.

Senator Dirksex. May I ask a question? -

Mr. Fowler, I would like to know what was wrong with Bill Martin’s
statement? e has been Chairman. of ‘the Board for the last 14 years
or more. He is a very cautious and a very knowledgeable and a very
skilled person and in’ his statement he had to say something even
though it was unpopular, and so in the fore part of his statement he
just indicated the conditions that existed pre-1929 crash and their
similarity to conditions that exist at the Eresent time. And he couched
it in terms of a warning so that what ha called an orderly expansion
or an orderly boom did not become a disorderly flop of some kind.
A man of his age, who is 59 and he has been Chairman of the Board
for 14 years doen’t talk very lightl{ and in my judgment he doesn’t
talk for Wall Street and he was only doing what his conscience told
him he ought to do by way of a warning because of the responsibility
he carries as Chairman of ‘the Fedéral Reserve System. o

Was there anything essentially wrong with his statement?

Secretary Fowter. No, Senator Dirksen. I have consistently
taken the position in'¢ommenting on'this privately and publicly that
I read: Chairman Martin’s speach the following morning very closely
and I have been quite surprisad—Chairman Martin will have to
speak for himeelf; but I judge him to have been surprised also—at the
press handling and the market reaction'to his statement. ‘

Of course it is all in the eyes of the ‘beholder—Chairman Martin
had told me previously he expected to make a talk at which he wanted
to support very strongly the position I had taken on thie seriousness
of the balance-of-payments problem and the necessity for consistent
maintenance of and carrythrough of the President’s balance-of-
payments§ program. - So, when I read the speech I focused, you might
say, on the last two-thirds of the speech; the part that began on page 6
in which-he said whatever differences  economists may have about
what were the factors that led to the depression in‘1929-33; and theése
are matters of persistont dispite, there is little or 'no disagreement
that we cannot allow to happen to the dollar what happened to the

pound in 1931, and then the remainder of his speech was a strong and



12 PUBLIC DEBT

consistent. plea that we have.the national will and determination to
take the necessary measures in line with programs that have been
announced to deal with the balance-of-payments problem. .

1 make no.judgment about the use of the 1929 factors, I do think
that the emphasis was all given to the so-called similarities between
the two situations and very little press emfhasis, at least immediate
ﬂaggin? of .the dissimilarities., A good deal of attention is now bein
given, I think, to the dissimilarities between the two situations, an
men like Martin Gainsborough of the National Industrial Conference
Board and many other economists are bringing out now day after day
analyses of the dissimilarities between the two situations. But that
instantaneous reaction was one that I don’t think Chairman Martin
anticipated and I have not been publicly critical of him or privately
critical of him, o

Senator DirksEN. Would you yield further?

. Senator ANDERSON, Surely. : - o

Senator DirksEN., My concern was this: The sharp and severe
criticism of Chairman Martin. .

. Now, the Federal Reserve has been doing business for over 50 years,
It was created back in 1913, and gave bim some explicit powers, their
ogen‘ market operations, the rediscount rate, margins on stock pur-
chases, interest, and other items. Suppose he failed and didn’t issue
a warning and then something happened, why he would be castigated
from hell to breakfast if he hadn’t exercised the responsibilities that
the Congress put on the Federal Reserve System,

Secretary FowrLer. Well, Senator Dirksen, I don’t know whether
you were here at the time last week when I said that we are in &
period of very long-and sustained expansion and I, for one, think it is
the better sart. of prudence in a period such as this for business fore-
casters and commentators and public officials to look at business
prospects and keep a somewhat open-eyed view to find any emerging
imbalances or trouble spots and attempt to deal with them to some
extent in advance. The way to deal with a recession is to avoid
having it, if you can. . ,

I think, therefore, the continued examination of the ways in which
we can sustain an expansion is a healthy exercise. I believe it is the
duty and responsibility of those of us who are concerned to realize
that it is the balanced character of this particular expansion which
has given:it its durability and its sustained effect over a long period
of time. The retention of such g balanced character to the expansion
requires us to be concerned with seizing additional opportunities to
remove obstacles and burdens to further growth such as exemplified
in the excise tax bill which was then pending before the committes,
and it is important to have that continued emphasis on further .
expansion. o ‘ S '

It is also important to have the emphasis which Chairman Martin
was giving the other day that it is possible to lose an expansion by
having it go so far so fast that inflationary tendencies overtake it,
and in effect it falls forward. I think both of these points of view are
ones that all of us should keep in front of us. It is very healthy a
thing to have them and I, for one, think it is perfectly natural when an
economy is catchin%-ibs breath, following very large increases in sales
and, production in. the first quarter, that we return to a more normal
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pattern and recognize this as something which has been fully

growth’
-anticipated.

I don’t believe I can add any more to that in response to your ques-
‘tions, sir. ‘ K :

Senator DirkseN. Will you yield for one more question?

Senator ANDERsON. Surely. - ’ ‘

Senator DirksEN. I thought I detected, of course, when he put
‘the emphasis ‘on maintaining the value of the'status of the dollar that
he was looking abiroad a little‘bécause of Britain’s continuing trading
balance ‘which was running; I think, some $90 million a week and if
‘that continues very long 1 assume:it is going to have redl difficulty
‘over there dnd then you will get a strain on your dollar..

Secretary FowrLer.' Well, I think ‘we:could go into the 'British
situation to'sonie extent.” I think I would prefer to withhold ‘any
further comments on it now, ' The Chancellor of ‘the Exchequer,
Mr. Callaghan, will be over here the latter part of this month ‘and we
. expect to have a full and detailed exchange with him-dn a varlety
of probleéms of which obviously the British situation is'one,’ * '’

‘Sendtor ANDERSON. Do’ you hdve ‘any estimates as to 'how:long
you feel it will be before we have a balanced budget? R

~Secretary FowLER.”'T wotld ‘not-want to make any prediction as
to when we will have a balanced budget. - -~ . - o
I would make'a comment as-to when it would be possible and feasible
to have a balanced bu’dFet; and I think in that connection I should
like to associaté ‘mysélf: with the' ‘comments that Secretary'Dillon
made before t&is committee—not befors this comiiittee but before
the Housé Cdlfimittee on Appropridtions earlier this year—because
I thinli:*the ‘situation’ is very much ‘the ssme, and he put-it :very

roperly.
P Senator ANDERSON. I would also be happy to review what he-
said to this committee in 1961, 1962, and 1963.

Secretary FowLeR. I have the 1963, 1964 here. I don’t believe
I have gotten back as early as 1961.

Senator WiLLiams. I think it is pretty much all the same thing,
he has been looking for it all the time but never has found it.

Secretary FowLER, Sir?

Senator WiLLiams, I think it is pretty much the same; he has been
looking for it, searching for it, but never found it.

Secretary FowLeRr. I hope T will take a loaf out of his book. I am
not 1predicting when we would have it, but I am discussing when it
would be feasible to have a balanced budget. Many factors enter
into a balanced budget and involve the President’s budget for 1967,
1968, the action of the Congress on his requests, the action of the
Congress on matters that he does not requesb—ail these—and more
Pa’rtacularly and more importantly than anything else, the outlook

or the economy, which is the revenue-producing mechanisms we
have, these are all imponderables. Senator Willlams and Senator
Anderson, I would say, in answer to your question, that as Secretar

Dillon said in connection with the discussions of the tax cut, he indi-
-cated 1968 would appear to be the earliest time because the addi-
tional tax cut will be taking place in the intervening years. A

Senator ANDERSON. That is a perfectly satisfactory answer. I
only ask you to say if it is going to have several years of deficits what
‘would be wrong with raising the permanent ceiling to $325 billion?

49-181—688——3
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- Secretary FowLeR. I see nothing wrong in that, except I think you
woudd ha.ge to have also a temporary ceiling along with it, at the figure
weave ere,. . . SISV B4 . S . e S
Senator ANDERSON. We would like to have that. As the motto
of my State; “It Grows as It Goes,” . . S
Secretary FowrLER. One would not preclude the other.
.- Senator ANpERsoN. All right,. : S
Secretary FowLER, Byt just.to elaborate for & moment, on the
gossibilitles of a balanced budget, it would be feasible in 1968, 2 years

ence, if the economy: continues to;advance on. its present trajegtory
and we have the benefit of additional revenues each year, taking into
account the excise tax ‘cuts, that the committee has voted, If you
amume that. the increase in budget, expenditires were around. $2)%
billion to:$3 billion..each year :and. that the economy. continued to
advance at ity resent,‘tmﬁqct,oryf yieldin this $5 billion in
would be quite.feasible.to have a balanced budget'in 1968;
--Sepator. ANpersoy. Thank you. = .. ;. .
- The CrAIRMAN.. I have two-tables Whlch;I(tlimlg are pertinent to
,gpg_s‘ideration of this bill raising the statutory limit on the Federal
e t‘- TSR 5:-‘"."‘f:‘.§s’; L Ful s, T - : : 7 :
- They.deal with the.debt gross. uational produgt,. and the fiseal-
monetary conditions in the ﬁmtjed‘Stgtf,m; S i i
<. Table.I, istentitled : “Tatal :Gross: Debt: (Public. and: Private) and
Gross.National Prodyct, 1948 to. 1964, inclusiye.” : ... . . ...
.meble?ils covers the fisoal situation, the value of the dollar, balance
vo.f.ﬁuyments.agold;atock,"and-resemcs,., L A e
;. Both tables are ‘comgﬂed:from;oﬁic.ml; figures, I will not.comment
on gither a$ this time, but they are submitted for'information. . ., :

crease, it
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TABLE I -——Total yross debt (publzc and prwate) and gross national product, 1948 to 1964, inclusive

. [Cﬂmduyears‘doﬂarsinbﬂnons] T
R =] : | . : | . | 10451984
tes . 1648:|. 1040 | 1950-| 1961 | 1062.| 1963 | 1054°] 1985 | 1966 | 1957 | 1058 | 1950 | 1960 | 1961 | 1962 | ‘1963 | 19064 |, me_j
Ly e PR R B . doy : ’ . .
Gross national prodast 260.4-1268.1 [284.6.1320.0 [347.0:{365.4 [363.1 [207.5 [419.2 |42.8 |44 14827 | 52.6 | 518.7 886.2| 583.9 | 6226 140.0
Tb&nmdabt 108.6-620.3 [566.4 [607. 5 [648. 0" l6s3.0 [714.1 [786.4 {831.1 [867.3 ore.8 [oss.1 [1,087.2 1,100.5 |1,178.9 [1;282.9 1,464 170.0°
% Percent of GNP____ 1922 (2015 (199.0 184.6 (186.1 [187.1 (106.6 |107.8 [168.2 [106.8 [206.2 [204.2 | '206.3 | ‘2121 | 'A11.9 | "26.2 | A6 oo
' Feden!nnd debt.. <__loss 0'1208.1 |066.4 1270.2 |279.3 [289.3 |204.4 [301.8 |300.5 [301.7 [310.6 [321.0 | 3221 | 3s02| 2401 3476 | 3s3| 31
Percent of GNP .4 (1080 [93.6 [ 821 [80.4 {791 {810 | 759 | 71.6 [ 681 [60.8 {666 | 640| €368 | 6L1| 85| 5.2 |eoion.
snuandloeudebu-_ 187|200 | 202 2.0| 2.6 227 (870|452 480] 525 sn2]624]| 61| 725| s0e| se7| 22| o
"~ Peroeat of GNP 720 81| 88| 82| 85| 891047100 | 11:5 [ 109 [ 1200 [ 129 | 14| 40| 145 18| Bl
e . . X Cph [ R A . .
tal private debt. .. {2219 [233.3 |275.8 [310.3 [367.1: [361.0 (381 8 |441.3-}482.6 [513.1 [549.0 fe0L8 | 648.0 | egr.8| 757.9-f 86| 87.9°| 3046
PmtorGNP 855 903 (069 | 943 | 971 [ 99.0 [1051 1110 1151 [115.8 1235 1246 | 128.9 | 1SLB| 1362 MLO| MA2 | ...
Qebt_ . .- 1388 [130.5 l167.% [190.7 l201. 5|21 5 |216.3 |251.0 276 9 [202.1 [800.5 [a37.7 | 366 | 387.5| 4163 | w07 480.3 248.0°
mmzomxr 585|640 | 887} 57.9 | 880 o7.8 [ 50.5 | 61| 655650 (606 [owo| 79| TAT| 8| 70| T |
Conguimer debt. walwaloalze|zalsne|s2s|sss]e@sluslamrlons] smof 27| 62| 0| 68| 4333
"’PmtofGNP | se{ 67| Tsfe9| 79| 86| 89| o8{10T|101]101 107} 1| IL1| 1L4| 120 123 |
Mortwdobt ) 451 [ 506]50.4]6n.4)752]828] 0061087 |12.2 a1 6 [rea6 1608 | 1745 | 190.4| ;o6 BLO| 203 4749
Percent of 174 106|209 20527229 | 261273 | 280|207 325333 | 37| 367| 37.8| 40.0| 4L6[ ...
Farm debt 2 10s8|120l23l13.6l152(160]17.6|188 ]| 195[20.3|284{280] 251} 275| 20.2| 82| 37| 2305
Percent of GNP | w2 | we| 43| 41| 44| w6| 48| 47| 47| 46| 53| 48| 8D EI| 64| AT| BT
financial debt st1o|139ol1ss|{182{17.8| 184|208 | 240{ 204|203 25]1287| 308| 348| ;6| 420| 458| 250
Percent of GNP... 80| 84| 86| 49| 81| 81| 87| 60| 58| 85| 60| 50} 1| 67 68} 7z| TAL.
, Popumsonasotmy: anmmions)...-- m.z 149.8 (152.8 {154.9 |157.6 [160.2 {163.0 [165:0 {168.9 [172.0 |174.0 [177.8 | 180.7 | 183.8 186.7 | 180.4 | 1921 2.5
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TaBrE I1L.—PFederal interest on the debt, surplus or de value of the dollar, balance of payments, U.S. gold stock, and total reserves
deb, notelwbz‘ldm,an?iuggpowd a%"cmcb&fnka ahmngrmcrgtaw, 1830todatg ’

‘Total reserves, nots liabilties, and dapun:ol
Federal Reserve banks, showing reserve tatio
Gross Valueof | Balance
pablic {Intereston| Budget .| dollar of tnter- | U.8.gold Liabilities subject to reserve
¥ debt and | the dgg?ue dend‘tnc:- (cnlem)hr national stock * Total . requirements
ear guaranteed year payments {(flscal :] reserves
obligations |(fiscal year; year;| 19c9=100 | (calendar (in mﬂhmmr; (all gold Reserve
(ficeal year;lin millions)lin millions)] cents year; in since Federal | Foderal !Total ratio

in millions) (n cents) | millions) Junel2, | Reserve | Reserve mcvei(percent)

miltons) | milons) | posits (a | g

millions) | mifliions)
1830 $16,185 $650 28 B2 $508 535 174 1, 424 455 879 8.8
1931 12'.301 a2 + 9.4 +1,132 ‘:'.956 ‘g,’m ﬂ,m %ml s-l.'ﬂ7 84.6
1932 19,487 509 —2,735 101.7 +726 3,919 2,717 2,795 2,28 4,83 57.6
1933 22,539 689 -2, 602 107.4 4,318 3,813 3,093 2,494 3, 587 .2
19342 27, 754 57 3,630 103.8 +1,140 7,858 3,02 3,101 4,138 7,239 09.4
1935 2, 821 -2,791 101.2 +1,174 9,116 6,426 3,258 5,408 8,604 "2
1936 38,497 749 —4,425 100.2 10, 608 8,385 4,034 6,585 10,619 . M0
1837. 41,089 806 -2, 777 96.7 41,053 9,159 4,206 7,278 - 11,484 N7
1938, 42,018 920 -~1.177 98.5 -4+1,482 11,081 4,149 9, 247 13,396 2.4
1930 45,800 1 -3, 862 100.0 <+1,913 16,110 13,874 4,511 11,701 16,212 85.6
1940, 48,497 1,041 -3,918 9.2 +2,890 19,963 18,120 6,199 15,213 20,412 88.8

. Depression years 8,650 ~27,663
1940 332 1,111 15 94.4 119 o4 563 724 15,863 587 9.1
196 2. o 12| 240 3| Tm 2| Diw ome| 1| 2 89.3
1943, 140, 708 1,808 -57,420 80.3 ~1,979 388 20, 582 13,872 14,022 27,894 73.8
1944 202,626 2,609 -51,423 79.0 -1,859 2,173 19, 287 18,800 15,396 34,285 6.3
1945, 259,115 3,617 53,941 7.2 -2, 213 18,055 23,019 17,188 40, 207 “.9
1946 209,808 4,72 ~20, 676 .2 +1,261 ,270 18,103 2,19 18,208 - 42,397 4£2.7
" World War I years.___ ’ 15,127 | -211,109 y
1947 258,378 4,958 4 2.2 +4,567 21,266 20, 039 2,154 17,748 41,902 47.8
1948_ 252, 366 5,211 +38, 419 57.8 +1,005 23,532 22,258 23,752 20,178 43,928 50.7
1949. 252,798 5,339 -1,811 58.3 +175 24,468 23,245 23,373 19,243 42,619 . 5
1950. 257,377 5,750 -3,122 | 57.8 -3,580 4,231 22,982 2,92 18,316 41,237 8.7
Post-World War I years 21,258 e T . ) RS, PRI RO KN
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« Preltminery, 18t quarter, 1965. ™

1961... $285,251 o 510 5.5 —308 7
19827 . 20151 | oam| o 23| -Lol| mus| il nes| | BB o
1963, .. R 266,123 6,504 -9,400 519 -2,152 2,463 21,286 25,831 20,206 48,227 46.0
1964, - 271, 341 6,382 -3,117 SL7 -1,550 2,927 21,2 25,588 20,808 46,300 45.8
" . Xorean war years 2,38 | -13,08 .
1965, — 274,418 6,370 —4, 190 5L9 -1,145 21,678 20,004 25,8068 19,268 45, 4.5
1966 ., 272,825 8,787 41,68 5L1 2, 21,100 26,267 19,575 45,042 45,9
1965. .. 270,634 7.244 -1, 508 4.4 +520- 2, 2,945 - 20,682 19,630 44,312 47.4
1968 226, 7,007 -2.819 48.1 -3, 5291 21,356 20,767 28,765 19,883 46, 588 4.6
- 19602, 284,817 7,58 | —12,47 7.7 —3,743 19,705 19416 | - 27,402 18,832 46,234 420
1960 hi 286,471 9,180 +1,224 46.9 -3,881 19,22 19,029 27, 505 19,126 46,631 40.8
1961 . 280,211 8,957 -3, 46.4 -2,370 17,550 17,256 2,718 17,604 45,472 37.9
wez. . z 208, 645 9,120 -8,378 45.9 -2, 203 435 16,158 29,021 4“5 47, 4.0
1963__.... . 308,466 2,805 -8, 268 45.4 -2, 644 733 15,457 30,670 18,188 48, 3L6
1964 ... - 312,526 10, 636 -8,226 4.8 -2,761 461 15,185 32,835 18,250 51,085 2.7
. Pouaxuunmym 83,419 | —2,706 -- ---
- ‘Total, 193064 153,822 | —~287,291 4 ceeccmcna-
Letest_ 2319, 000 3443|  +—300] 214203| s14,010] +35296 ® 334,871 $30.7
Estimstes: § -
1965 316,900 11,200 -8, 281 .
o [ —— 322, 500 11, 500 —8,287
: - uoldhad m’rugg'yenh. mﬁ‘ﬁo&m against mw ammwmwdd uirunmtstor Federal n&'&&"i‘f&'
5 2 resexve Teserve
8.notés. © - deyodtsln :&uvﬂ: Public Law 89-3. e
:Jmtmmw. Bndwdomtcmedmlm.m#ommms&qcelmy
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The CualrMAN. Senator Williams? o ‘
Senator WirLrams. I notice you had three “ifs’’ in that.
Secretar%l“owwn. Yes. A

Senator WiLLiAms. And if we get to the moon and find a suppl]v of
gold our problems will be over temporarily and our problems will be
over. o &
Secretary FowLeR. I think these “ifs” are a little more likely than
the one you suggested, Senator. - SR .

Senator WiLLiams. Table 1, as I understand’ it, is your projected
debt ceiling, I msan the projécted amount of the debt, 1s that correct?

Secretary FowLeR. Yes, sir. -’ :

Senator WiLLiams. Do you think that the debt on June 30 this year
year will be $310 billion, your outstanding debt, or are you expecting
a debt actually higher than that by $4 billion to $5 billion?

. Secretary FowLer. I think the $310 billion is the ﬁ%ure we expect,
taking into account the operating cash balance of $4 billion. - '

Senator WiLLiaMs., That is what I am getting to. What is your
debt now—=$319 billion, isn’t it?

Secretary FowLeR. Yes, sir, - o o

Senator WiLtiams, And what you are doing, you are subtracting

our cash on hand from your actual débt to make your debt seem ’
ower than it is, and the debt ceiling we have to put out is the amount
of outstandin%)bonds, is it not, and you have today, I think, you are
carrying $9.7 billion in cash? . .

Secretary FowrLger. That is correct, sir. S :

Senator WiLLiams. What you are doing, you are writing $5 billion
of that in cash and saying if we paid it on our debt our debt would be
z figure, $313 billion, 1sn’t that what you are doing? SRS

ecretary FowLER. That is right, sir.

Senator WirLiams. So in reality the figures you are giving us as to.
your actual debt are not the.actual debt which you expect to be
outstanding, but about $4 billion below? . . . . . . .
i Secretary FowLEeRr. I think if you look at table 2, Senator Wil-
iams : - ‘ :
Senator WiLriams. That is what I'am looking at. oL
Secretary FowLeRr. Under the column ‘“Actual,” you see there the

picture-that is the actual picture,
-Senator WiLLiams. The actual debt outstanding is higer than your.
projected debt figures you are carrying over. Co L

Secretary Fowwrer. That is correct, sir. - PR TR T S

Senator WiLLiams. Wouldn’t it be more realistic to carry your
actual debt figure because that is what we have to act on here is the
debt criling, is it not? R ) e

Secretary Fowrer. I think all the figures are in front of you here.
This type of presentation-that has m)pearqd in table 1—that assumes
the operating cash balance of $4 billion and the $3 billion allowance
for flexibility and then measuring the limitation that is required in
the light of those two allowances—is theé customary presentation that
has always been made. . = - s T

Senator Wirriams, I understand what you are doing, but it is the .
first time I have seen it attempted,  But the fact of the matter is,
as I see it, you are giving the jmpression that you are expecting your
debt to be down here Junié'30 to $310,2 billion when in reality, both
you and T know the debt is going to be around $314 billion on that
same date or $315 billion. . o N T

i
4
(
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. Secretary FowrLeR. That is correct. , L
~'Senator WirLiams. Isn’t that correct? - '

Secretary FowLER. That is right. - o

Senator WirLiams. So when you project this figure out you are
rojecting a figure out, to the American. public $3 billion'to $5 billion
ﬁﬂver than the actual debt is going to be, and I think it would be
much better if you cut out this extra table that embraces these two
or three “if’s,”” and called the debt exactly what it is. . o
. Secretary Fowregr; Well, Senator, I don’t—I see your point, but
I think table 2 gives you all of the figures, There ought to be no
confusion about what the actual debt is. It is indicated right here
in the columns. e . ' o
~ Senator. WiLLiams. I will admit it is clear enough if you put the two
together, but I am wondering how many would put the two together,
because it is more or less giving the impression, you start out on'the
first page of table 1, the first item you are expecting your debts $310.2
billion, when we all know: that-is an unrealistic figure, that the debt
is going to be around $315 billion. . I won't debate it further, but I
just don’t see why you fo through it this way. .

One other question: I notice you are carrying $8.7 :billion cash on
hand and you project over on the other side that you really only need
$4 billion. A question has been raised that you are:carrying this
extra $3 billion to $5 billion cash on hand as a method 'of subsidizing
the interest rates.in this country to keep them at a lower level. Is
that true? . . . . TR

Secretary FowLER. No; sir; it is not. . The figures as I indicated
in' my statement, the April figures and. the May figures, do reflect
some very substantial increase in revenues and receipts that had not
been anticipated. However, you will find—as the column-on actual
operating cash balances indicates over the last several years—that it
?4 %t;i‘lf_ectly normal at times to have cash balances in excess of the

10 DX LRV PR I ) . P ' R R )
' I’WOlﬁd like to say something in that connection about the $4
billion figure as an assumption. . ,’fhat figure was arrived at in delibera-
tion by this committee and the-House Ways and Means Committee,

- Tthi 'i‘rba_ck in 1061 or 1962, when the revenues that moye in and out

of the Treasury were running at & level of about $80 billion per annum.
I believe it; was.$80 billion per.annum. So.we are operating;on, the
same cash- balance assumption today as we did at that time, although
gl;% oattx)xii)l\imt of inflow and outflow in the Treasury:is running about
.pjon. . e, Yoo Lo e e

. So, in fagt, as a practical matter, I think most of the year we do need
g larger é)peéatmge cash balance than the $4 billion figure assumption

gure: refiec LI S SNSRI *.!‘w SO Lt ey Toars ~
. ggn. tor W mm;,zg%. .M. Secretary; under.article ]f , section 8.of the
Constitution, only Congress is empowered to, horrow money on. the
credit of the United States, Now, prior to World War I, the,_(iqvem-

...... -l

ment, contracted debts only for specific: purposes as authorized by
separate acts.of Congress. ;. . . .., . .. . .
. Recoptly, in regent,years, Congress has boon exercising its con{rdl
under this article;by the use of thedebt ceiling. .-« .. | .
Do you approye of the present practics of suthorizing the Tresaury
to issue honds and:other evidences of debt when necessary in amounts

up.to a limit fixed by statute enacted by Congress?~ : =1 ..

-~ Secretary FowLer. Yes, I do approve'of the present system. .. ;|
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. Senator WirLrLianms. Their iﬁcre‘ase in the debt ceiling is"appréxi-
mately the same amount. I think you aré asking for $5 billioh 1s what
you actually are afskin%vfor._ o e
Secretary FowrLER.. We dsked $324 billioh to $329 billion, $5 billion.

Thé House has provided' $328 billion, and 'We dte now asking “thiy

body to go along with the House figure of $328 billion which is a $4

billion increase. =~ . - o 00 R T T
Senator WiLLIAME. 'Ldst weék you Were heré authiorizing or rééoni-

mending a $4.8 billion tax ciit, s0'this inctease in-‘the debt i3 alimost

miandatory if you '@i‘é‘%ixif to cut taxes, is it not? - o
Secretary FowrERr, Well, I have two' commientd on that, Senator.

We were here, in fact, asking for an excise tax cut of about $3.8' to

$3.90 billion. It.was the Houise actioti‘that led to the $4 billion figure.

- On your othér point, what'really réquires' the increase in the débt

lmit now is primatily the deficit which has already occufréd’in the

fiscal year 1965, as tily statement tried to indicate. =~ =~ = - .+
Senator WiLrrams.. I understand. ' This inciésse in the debt ceiling
today that you are asking foif i8 to fiiance last y8ar's tdk reduction,
and next year‘ﬁl(;u will be asking ‘for another increase ‘to’finaiice the
tax reduction ‘this year. =~ e RN

. Secrétary’ FowLeRr. That is probably the case, if you want to 'put

it that way, sir. " B A
Senator WiLttAms. ' Yes, . e

~ Secretary FowrLer. I wonld sa;{mto finance the opérdtions of the

Federal Establishment in toto, taking into account a large number of

actions which irfcludéd the tax actions you have indicated. - =~
Senator Wittitams. Your way of ‘putting it-sounds better, but th

actual facts of lifé are exactly as I have expressed them. = - =~ -
~ Secretary FowLERr. No; I'would not acqegt. that statement, sir.
Senator Dirrsen. Will the Senator yield ‘ B

' Senator WiLL1Ams. Yes. - ' L
.Senator DIRksEN. Just to be sure. Then you do anticipaté a

deficit for next, year. "' | ' - R
Secretary FowLer. In'my statement, Sénator Dirksen, I indicated

that whereas the ‘January budget, the Président’s January budget,

estimated for fiscal 1966 a deficit of $5.3 billion, due'to’increases ir
revenués that we are now anticipating as a result of our experience
in April with the 1964 returns, We now project adeficit for fiscal

IQBQ&@SMin%the same expenditure figure:but ah inéreased revenite
figure—of -$4.3 billion.** = " R

Senator WiLLiams. To put that in different terms, i’ Jahuary
you wete expécting a monthly deficit of $626 milliotya month . that
you .Would"be“s‘%e'ntlih’g above your income. ' You' have tiow reduced
that down to where you are only expecting to keep spendirig*in the
next 12 mionths an average ‘of $375 million ‘a’'month more than you
are takingmais’th'a't'co t’? R 2~. l i [N DR
" Secretary Fowrer) I'tink that would be corfect; i : i+ i
~Senator WiLLYAMS. Baséd onthis slower raté of Foing broke!you
figure you can cut taxes and accelerate the economy, - -/ oot -
""Secrétary-Fowrr. ‘No, I: '\irgéuldf- ot s&:ﬁi that!it reflécts 'a“slower
rate of going broke, at'all, ‘Sefiator Williams. * Théte - are many;
many answers-to-that, “I would ifivite thé sommittes's attention—
you' lpei-hdps’ heard érotigh ‘from" nid on ' this ‘subjest—to' &/ titrrent
article in U.S. News & Wotld 'Reffort:‘fepresenting their: views
with a largé Hutiber ‘of well-knowii'bankers throughtut the Wintry

Tl ot
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who do- not take the view.you have just voiced thet a measured
expansion. in the dimensions. that aré involved here represents any
march on the road to national bankruptey. . .., .. .
- Thig must be related, Senator Williams, to what is ha pening to the
country’s wealth-producing dapacity at the time, an , 88 you well
know, there are' many people who take great comfort out, of the fact
that the ratio of our debt-to gross national product has been on :a
very steadily declining scale until now it has,come from roughly 120
percent at the end of World War II to around—it §s now projected at
48:percent for the fiscal year you are concerned with here. -
- Senator WiLriams, I was not suggﬁting that this in itself would
be the contributing factor. But I think you will agree with me that
this trend, unless it is veversed at some future da , would inevitably
have that result. I mean you cannot continue to keep.coming year
after year here and ke%p increasing vour debts $5 billion to finance a
debt of a government for some indefinite future. At some time you
have to balance this budget, do ou not? S '
. Secretary FowseR. Senator Williams, I would like very, very much
to be able to come before this committee and it is one of my objectives
to be in a position if I am around long enough to come before this
committee with a balanced budget or, as I indicated earlier, with.an
economy which would provide a surplus, However, I do not take the
view; that you have indicated, I.believe, that this Ipa,q,ern of additional
deficits is or has the disastrous implications, 1 think it depends a
great deal upon the capacjty of the country. to carry the debt that is
involved,iend I take some comfort out of the fact that, although quite
undesirable and although I would much ;[)lrefer that we would not have
had them in  the last few dyears nonetheless this pracess has been
accompanied by a very steady and satisfactory growth in the economy.
It shows itg ability to carry a debt of this proportion, , o
.- Senator WiLLiams. Yes. You referred to .the interviews in the
US. News & World Report, and I. have..read - those interviews.
Did you also:read the. U.S. News & World Report outline on the
various inoreases in debt and the various categories? A
Secretary FowLeR. Yes, sir. S
_ -Sena(;gr, WiLLians. In the last few years. Did that give you any
Concem I [ . - . o Do R :
Secretary FowLER. The private debt and State ar.d public debt.

Senatorr%’hmxms. Private and’ public debt. Did that give  you

a.n¥l concern or do you think that trend is a constraotive step in the
rig .

he

right direction and would encourage an expansion in this dobt?
. What are your feelings on that? = . | Lot
- »Seeretary iow‘nn.‘ 0,.I would not—to answer your questjons in
order, it does-give me some concern, and I would .not encourage it
a8 necessary. Since this question came up. Jast week at the, excise
tax hearings, I have asked my staff to examine the question of private
debt, and we have an analysis here of what has happened since, in
commenting on the Wall Street Journal article, and I would be glad
to.give you .our tentative. conclusions if they would be at all useful
toyou, .. - oo L T T I
his is just the beginning of 4 much ‘more intensive study that we

hope to make.of this subject because I .think it is an important one
to examing the ;im&)lioatibns of the ﬂowth of debt, both in the public
area and-State and local debt as well as private debts. .

: e Cet } N )
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s Whitt T have Hefg raalgmre juét;;lt:%?tﬁtiw cotriménts. 'F-think the
8

iitVestigation e mudbiip 16 'now sglests the followitig coticlusions:
t.hat the postwar rise in the-¥atio'of private'debt to ‘ghoss rational proge
‘\; ¢t 'priniarily ‘reflécts: the’ restordtioh rof ‘a' moke 'normal : ‘relationshi
etwéan those’ two’ thingﬁ after ‘o wartime disdontinuity. - That prl.
vate débv has not ; I tnore Tapldf?ﬂin the1960's ‘than it did in the
1960’s,* #ind the ov rall ritio—I wou d nodt say today——is oxcessive. -

“'What would‘bé B excessive ratio} I ‘think; is still a-matter of some
considerablé examination ‘between ' the variodé ‘econ6mists ‘'who are
studying the E!‘oblbm “Thére is a change in_the coi‘nposmow of 'the
phVate debt that'is noticeable, " ~Corporate debt is becoming a’ smaller A
part of the total; and indiv idusl debt is'expanding: It is encouraging
to note’ thiat ‘what the economists called diseretionary ‘in6ome-—that is
intome over aiid abgve that which'ls necessary for the so<talled 'essen-
tial needs—has’ coﬂtmued to rise, althoifgh it has not i'lseﬁ to the same
proportion 8§ the consiimer debt. - SRR

At the moment I would just cohcludé on‘thls, that tlierd is nd com-“
pelling reasonto bélieve that the growth!in privatedebt has signifi-
cantly hlteretl the economy 3 abnhty to deal with the econotﬁw prob-
léms aheéad. A ot oy

SénatorW'erAms That is all. -'U’;_«-:'~"’~é’;’<1-' ET I EPTI

~'Sehator LioNa. SenatcrDougas,: « 0 - o i woddnid e
‘hSenator DouaLAs; ‘Since we ave heard statoments that thie cOunt |
is ‘going ' broke, I wondered - if youw: are’ acquainted -withi - the -antiual
réport. of the' Houss Comuitittee on Governinent Operations giving the
anfiual s}?lrvey -of- fedérally owned and contt-oll !réalfan peréonal

roperty?-' -~ - - Sk
P &cret Fomnn I am not’ faimliar thh that, Sehat’or Douglas

“.Senator DdUGLAs I think itis- rathér‘uiterestmg It is<a 've
careful volume, dnd it shows that on the 1st of Julhy; 1964; the réal an
persofial property owned and controlled by the Federal 'Government
was ‘valuel] &t $324 blllion and a large fraction -of these items the
va.luation whs at acdirisi tion cost, not at current'valuations; dand with -
the rising price level, therefore the $324 blllion ﬁgure would be an-
understatement.

. Tlis public debt ‘st that time was $310 blllion, 80 - that the assets,
even on g conservative basis of the House Comnnttee of the GOVerns*
meﬁt Nvere in excess of hqulitms by $14 billion. o

“Woild you's that a private cor] orhtmn v‘vhwh had 8 $l4 bilhon
siirplus ‘over habihties was going “broke? - A

ecretary’ FowLkR:No. Just in the"same: Way‘ that 100kmg at
American Telephone & Telegraph’s annual report'showing the increase.
in debt/that that' comipany is exparienicing in ordef to'hhve thé: mongy :
to. ﬁhal')Ce the'servic that it supplies, I would Tigt say that, A T &
s ini ey inipaired conditioh. col

Sendtor DouGLAs: 'As'd-matter of fact thé yeni‘lvlwluanons show‘;
f'stéddy iricrénge,  In 1981 valuation danie to $283 billion. ! 'In-1962"
~ at $200 billion, at'incréase of $16 billion; 1063 t6'$315 billioh, ‘another *
mcreasb of $16° b ion’: 1964 $324 bllhon, or a1 increass of ‘$9 billion!

The increase in a,ssets in each year was in excess, Was ‘it not,. of the
incréase m ﬁﬁbhé‘dﬁbt? PR TV E AT :é:.’f ST Y e 1 .

“Secretary Fowier., I would' expect ‘that’ o be ‘tha Gase; sir, i

*'Setiator Dovaras, ‘Does ‘this ‘not follow from' the fact: 'thnt -our
budget doés not!‘differentiate ‘bbtween -current: ’of)ératmg’ costs and,;_
capital investments, but includes them-both? .. \

\ S
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Secretary Fowrer, That js correct, sir. -

* Senator Dovaras. T had e, Bureau of the Budget make some
studxes years ago—shows that if we used ‘the budgetary system of
(ireat, Britain, % or msbance, which does diﬁerentiate between captlal
ifvestment and current outlays, we would not live had a_deficit
gx%ept, I tllunk 1 year.over the last’ 10 years, ang that we would have

ad a surplus

Therefore, if we used the accounting system of big private corpora-
jone or the British Government we wouId not have g deficit. Is
that riot true?

Secretar )Ir)Fownnn I would expect that to be the case, Senator

- Sepator Douvaras. Begause you wo have investments in military
constrt{cthn You have Qhe uwestm nts in natuidl resources and
the res .

Secretary  FowWLER, Yes, sir, T i ght say- that coming back to
what, Semo; Williams has sajd inl;gonqec ion with your. questlons,
that Jooking at th general run of econcum F ion, there seems 0.
more concern toc}q. %ﬂ}e Questién ' of indr ases in private debt
and Smm and Jqci f Qe'bt tl aq m e qgtiqnal deb}.(

Douoms that in ﬂxin té.  But you
to the ratio of the de’bt to the gr ss np.tlon product In

1'9u debt was $268 b @ gross, at; ohal pro ct«mt ear
4?:’2310 %z:lr it, vgvas $208nf)ﬂ51io§1‘ Thé raﬁo ehér ore of t?ie}:iebé

to the gmr{)xigtxopa}\ pro uct fs.as 133 to 100; is t at’ correct,

Secre OWLER. My ﬁg es show—dx you say’ 1946

QUELAS, ; Yes ot ‘
ggg&“ﬂ? Igow%:n Ry fighies we. bm(e ,;ndxca;te t;he ratio pf

ebt. GN .

* Senato ﬂ%gmjég Mine wo'uld be 133, “hiose atd rougil estim&tgs
Secreta FowLER. Yes g
© Senator ouoms w, thig, dé nqv# hqw' vieh, ‘8324 bllhpn?

gggrectg ﬁoggoﬁ:r b W” W heqp%eant dqbltl II ‘have ih@l;g
¢ ) 021 10N
B R 4 “e é’s”éﬁ“‘ ”5 | &'i"esfspﬁn

in currént prices for
thab would be a ratlo of 50 to 100 your ﬁgv(re, K, is. 4?

Fewa o8, Bir,,,
WGLA g Felatiy grosh Watjonal/p
9 %h gb ?Almq%:ﬂhqd} ron}‘ qarat\o oi 33 a%b,%% Qf lxghtgy

i

Secre ary fowLe r)([ thmk those' are—that is th'egﬁgsp@ it
Senaten | oqtzx,és,,m Py mattqr oﬁ iacthlta has oW & Bt»éédy
fecress, dir 9Y gt T s Gl e

m’g g;%iy ¢ i{mmg Itwlgsg g“ r'”q;cimon that f:hg cg\lhh‘t‘y is
gomg roke, is

hn{

oveus ou amke

:a,ayaraqugmg: % d«;‘ ‘?ﬁc

STl ekl B

o)

A
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\ ow—page 8n increase in cop 7 ﬁﬁ
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Senator Dovaras. An inoréase in the pubhc debt durmg this per;od
wds about 15 percent, was it not?"

Sectetary FowrLEr. That is correct. ' B ' '

- Senator Dovaras. If you toke real estate’ debt it has increased
from $88 billion to $198 billion or an incresse of approximately
%110? billion or 125 percent, an in¢rease of 125 percent, is that no¢
rue

Secretary Fowmn Yes, sir.

Senator‘Dovaras. Now, would you say—I Am not saymg thls 1s
a bad thing, ‘ N )

. Secretar {)FOWLER No. o

Senator Dovaras. But if people are worrned by the mcrease in
debts, should they not be more worried by the increase ‘in personal
debt, than the increase in governmental debt?

‘Sectotar owmn That is ' certainly ‘the case, particularly of
Federal ‘Governmént. ' 'Thé State and 1o¢al’ govemment debt ‘is
somewhat of 4 dlﬂ’erent problém. .

Senator Dovarag. T 'a &m simply speakmg of pemonal S
., Now, State and local debt presumably are undér the Jocal govél‘n-
ment, ‘which has been the i increase there. .

Secretar vix ER.; It has 'been vety, very substantlal I ‘do 1ot
know wheét er'I ave the exiot figures, hiére th me, usi: 4 inoment
I do have' them ere, :

On State.and local’ debt takmg again 1946 as’ & bénchtnark-—-—

Senator DovdrLas. 19467

Secretary FowLER, . 1946. State and local debt WAs SIG bllhon
Decendber 1964 it is $05 billion. "
péSeqqpor Douams There is an increase of $79 bxlhoﬁ 01“ alinost ‘500

rcent ‘

«Secretary. FowLER, That. is right, sir. - e G

-’ Sénator obéLAs What about cdfporaté débt? prL

Sec;‘etalg Fowykn. Corporate ‘dabt 1h Dédembél‘ 1946 Was $110 5

qp, an in Décember 1964 $492.6 ‘billion,"’ -~
Senator. DoyéLas. Or an mcrease o $382 bﬂhoh o n increass

rough]y of 360 percent, * PR i

g:cr%%o L owLER vﬁ %h;hmkt sl it s hbuid‘;i dére;ii)
. Senator Douaras. Well, I 1 ctd s 8 pori
the public,” b%th mformed§ dnd’ uhinfdrg&?‘ publié,’ and ghe should

serve fo Testrain the prophets of gloond’ ‘aid db‘éih Who" sgeak of the
catastrophic increase in the Federal debt Do You, nqt hdi'ee w1th‘
that, 2 Mr Hébretary? -

"Secéretary FOWLER, I' do, Senator:'“As have ’MdldatedhbéfOre,
should like to come into an era of surpluses bécalise'I think'théy would
be coincident with a very healthy and Vigotoys éconsimy, - But Tam
not feaxful of continuaiies of deﬁbits ‘of the 6rder’ of" magﬁitude we-
have had given utilization—- o

nator oudhAs I We oot could hav"” caﬁlthl budget would' 16 ‘ot
pbow 8 Surp th éi‘ than & defidit?" T Thea
5 SeLT eta}z‘; 6 it ‘Well, it would. T'do nigt Wait miy dséent(liow-
or, 10 indichf ‘haé‘l‘ am adVOcating & éﬁpitdl’bu(dée : 'I‘think that

Senator Bigwdkas: T whin you' would) éom obitiiel. i i oil ,{_9‘
ecreta FowLER.; That. is a mucli‘lai’g brdei“’ P e
Senator Douaras.. I wish you would,'~ Why aﬁ‘m’(r'éstméhi; shduld

be counted as a deficit is beyond me. No reputablé set of accountants

'; j
Voo
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would recommend that for a private corporation. I think you are too
timid, Mr. Secretary. _
- Secretary Fowner. Well, perhaps so, sir.

Senator Douaras, Lest you yield simply for honey, let me ask
you & question whether or not l3)7ou think you are keeping too large a
cash balance in the bank. The Senator from Virginia, Mr. Byrd,
and I have had a running battle with the Treasury for many years,
What is your current cash balance in the banks? ‘

Secretary FowLer. Qur current cash balance is high, Senator
Douglas. As I indicated earlier, it is partially due to the fact we had
some unexpected receipts of April and May. ,

Senator Douaras. Yes. How much does it amount to?

Secretary FowLER. It amounts to $7 billion,

Senator Douaras. $7 billion,

Secretary FowrLer. $6,896 million on June 10.

Senator Douaras. These are short time deposits. These are
demand deposits. , ,

Secretary FowLeEr. They are deposits in banks; yes, sir.

Senator Douaras. Do they draw interest? |
b ?ecretary FowLeRr, No, T think we have been over this ground

sfore.

Senator Douaras. These are interest-free deposits of approx-
imately $7 billion. What is the lowest point which these deposits
have ever gotten? What is their lowest point?

Secretary FowrLer. Well, let us see, last year, on January 15, 1965,
they were $2.8 billion. _

Senator Douaras. Is not the reason why you keep these interest-
free deposits as a compensation to the banks for the so-called unpaid
services which they perform for the Government? v

Secretary FowLER. That is the way in which it is described, sir.
I think Secretary Dillon submitted a fairly full and extensive report
on these services to you some time ago as I recall. ‘

Senator Douaras. Is not—have you ever gone into interest-free
deposits by .State governments, by local governments over the
country?. : o ,

Secretary FowiLer. No, sir; I have not, sir. ,

. Senator Douaras. Weli, I think you would find staggering amounts
deposited without interest. Fortunately there is an increasing
tendency to invest in short-time governments. L _

Senator CArLsoN, Will the Senator yield at that point?

I would like the record to show the State of Kansas does collect
interest on deposits in their banks. ..~ ... . .

Senator Dovavras. They did that when you were Governor?

Senator CArLsoN. That is right. _

Senator Dovaras. I'congratulate my colleague, . - .- . 7
.1 think jt would be very interesting if you made such a study of the

,p.mbun'tglof interest-fres deposits, - You will find it would be a stagger-
‘ing total. .., oo . T T '
- Collection of interest on"a larger fraction of these deposits would
-apgggciably'feducb’;,the,‘deﬁcit. L e e e T
ecretary FowLER. It would have that éffect, . I do.not know how
much we would have to pay for the services, but there ¢ould be some
net gain. - - A R S
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Senator DovaerLas. Theé amounit deposited is then loaned out, is it
not, at—well, certainly at interest rates, either invested in short time
governments, is that true? ' - ,
~ Secretary FowLER. 1 would think that the bank investing policy
would try to reap a good profit on those.

Senator DougLas. Assuming minimitm needs of $2.8 or $3 million,
even on the short time deposits, if you invest $7 billion, that $4 billion
would be invested in governments; would it not?

" Secretary FowLER. Certainly some of it would.

Senator Dougras. Well, would not all of it?

Secretary FOwLER. Well, T would think they would try to get the
best réturns. ' ' }

Senator DoucLas. If not in Government then something else
which drew a higher rate of interest. .

Seclzretary FowLeR. That is what I had in mind. You might well
search—— | :

Senator Douagras. You could say the Government loans the banks
money which the bank then lends back to the Government and
collects interest; is that not true? '

Secretary FowLeRr. And for which the bank provides certain other
uncompensated services. o ‘

Senator Douaras. That is right. _ a

-Well, I think sometime you should address yourself to that report
which was prepared by Mr. Dillon to see whethér you really think it
holds up undeér scfﬁti‘n}r. g )
Secretary FowLER. Iwill do that, Senator Douglas.
- 'Senator Lona. Senator Carlson? N B

' Senator CARLSON. ‘Mr. Secretary, taking the projection of our in-
come from 1966, does the Treasury imve, any figures’as to’'the anount
of paper profits that hive been wiped out in the stock market during
the last 3 or 4 weeks? = - - < T

Secretary FowLERr. I do not have such figures. I have'seen them
quoted in the press, Senéitor Carlson. I will be glad to supply a figure
for the récord as’ df‘iye‘st,er’da s market. It is quite an appreciable
figure. I think the loss has been about 6 to 7 percent of values, as
I recall it. . o S o
" Senator CARLSON. I beliéve I read a statement last. week: that it
had: reached:- atleast $15 billion and with yesterday’s’ drop could it
reach somewhere between $15 and '$25 billion,* -~~~ =

Secretary FowwLer. I would think that would be a reasonable range.
- Senator CArison. ‘Will'that notg—— -, -~ "~~~ Ny

Secrotary FowLer. Perhaps $15 to $20 billion'of more. -

(The following statement was supplied for the record:) =

Dow JoNEs CLos;NG:PiucnpN MaAY 14,w1965,’ A‘;"JJ‘UNE\' 14, 1965

* The Dow Johes actual closing price on May 14 was 930.62. The closing price
on ‘June 14:was :868.71, representing a declirie 6f:70.91 points,: of 7.5° peércent.
The total value of shares on the New York Stock Exchange at the close May: 14
was estimated to be $5051billion, . Consequentlyy it can be .i.nt?ﬂ lated that the
total paper lass diffing thjs 30-day perjod w uidﬁ be, $37%4 bllllon.: It should, -
however, be pointed out that the average dag{ tradingis'a very small percentage”
of the total nu¥iber of shares dutstanding; - The averdge number of shares traded
in'the p&at_eso.daivs .was b.6'niillion,;*and this would-tepresent 0.059 percont of the-
estimated 9% billion shares outstanding of the 1,247 listed companies on the New
York Stock Exchange. Thus, this interpolation is not necessarily a valid projeo-
tion, since, in the first instance, it is only an average and not representative of the

. ; ] |
\ | /
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valué of all the stocks and, séoondly, it would’ assume that all the shares would
trade at the average price, - . . oo . o

Senator CArLgsoN. Can we not anticipate an effect of that loss of
'papel‘; profits in the revenue for 19667 ill that not have some effect
on it? ‘ o
-~ Secretary FowLer. This gets into, I would say, Senator Carlson,
one of the most difficult aspects of revenue estimating that we have,
and that is a calculation -‘of returns from capital gains, I think
perhaps the more indirect but'tangible effect on revénue couild be if
the losses, the paper -losses, as you-indicated, had any restraining
effect on expenditures by the individuals or persons involved, it
might have a very real indirect effect. I would not believe that it
~would have much of an effect ‘ont our revenue estimates apart from
that rather intangible impact. : Lo

Senator CArL8ON. Well, is it not reasonable to assume that there
will be real tangible effects on these paper losses? =

Secretary FowLEr. I don’t believe we experienced anything of
that consequence. I would like to check the record on’ that, but we
did have an experience, of course, in 1962 in which thére was a much
more substantial dropoff in the market prices, far in excess of anything
we have experiénced up to date in‘this. I do not recall and:cannot
give you an gecurdte answer on what impact it had on our revenue
renlities as compared to 'our estimates but it'is an interesting and
worthwhile inquiry. A Co e

Senator CarLsoN. Would it not be dependent somewhat on how
rapid'a recovery ismade? = - - -

Secretary FowLER. Rggid"r‘ec'oye , that is right.

Senator CARLsON. In the situation? - '

" Secretary Fowrer: ' Yes. * I'think last week in discussing this-with
the press—the impact of the mdrket problsim—I'made the observa-
‘tion thidt‘it was not so much a concetn as to its-actual direct impact
on the’econoiny, as it would be on what its impact might be on confi-
dence genérally of investors, consumers, those who are spending, you
might say, keeps the ecqhomy='m6vil;1(‘ig. This is- why the indicator is
as Siich of Buch importance but'its indirect and intangible effect could
if it continues and if it deepens could be & factor affecting'corifidence.
.. Senator CARLSON. Is it not 4 faétthat our entire financidl operation
operates pretty mitich on'¢érfiderice? -~ . - -
““Secretary FowLER. Véry tmich so, Senator,~ ~ o .o .

Senator CArRLsoN. T noticed, you made the comment you did 'not
“care'to got int6 a discussion’of tfilé British pound-whick T think myself
hds sone, impact ‘on’thé present Situation; and-I"shall ¥idt'go into'it
because 1 don’t want to get'you into a,’si’;bg‘]etst; like thiat but I-was'in-
térested 'to read’ this'afid I thifik it is vather intéresting ‘that as the
présént' time thé British aré riow quigtly liguidating their $1}{ billion
of Htocks' and Bonds'in privats Atiierléan: conipanies; a ‘Government
asdet that is left over‘from’the’Sécond World War, .- » &0 v
.. Now,if that'is'a ﬁf'!‘le‘ﬁ@ti%ﬁneht*‘tr, | SR
[ Secetary Fowier. T¢is; she, 0 i 00w o ot o
: ﬁ ngnq%br Catrson. Would you'votitend that that adds to ourcon-

{ ex(‘e Pecear fe T A T N R L P P I

. Secretidry Fowisr, Well, itinvolvés  an elément: of “confiderice,

t repradents "K' policy~ oh-thig  part of ' the ‘British Govertimient! of
Buildig tip:1ts' readily ayailable reSérvés’ to resist and t6'combit any

tendendy later oni this yearto specilate against thé poihd. .



28 ‘ PUBLIC .DEBY

< enIn other.words they araifitting. themaelves gut in p ‘Be Prepared”
Program for any resumptlon of the speculatxons of lete ‘March-or-

ast November. :

.So, it-works both ways It cert,emly 1s movmg from & long-term} .

esseb into a short-term. rather liquid pos:tlon, but I think it-is an

encouresmg sign that the. British .authorities are. ahve to thelr ‘prob- .

lems an are doing their best to.meet, them. -

tliaf the British can maintain their: ? use if my figures- are
eorrlect, because about 40 percent 0 the WOl‘l s trade depends on
sterling. .

very substantial and meterlal factor in:the total.
enator CArLsoN. That is all,: Mr, Cha;rman A I
: Senator Lona, Senabor McCarthy? RE .
Senator Morton? .. . . P A
Senator Hartke?

Seeretary FoWLER. Yes, ‘the sterhng arqei trade is stlll a very,,

Senator HARTKE. Mr, ‘Secretary,: whet do you really think ‘about
this situation about the st,ock markeb? Are we goxng—beck to 1957‘ _

or. 19297

Secretary .Fewmm Senator Hertke, befox;le edvouwcarﬁ? mthI was
m either ‘the area -

of public or private prediction about the cqurse; of the stock market.

quesuoned on that,and I said T never, venty

I have no view as to its future. I have only:a view as to the basic
soundness and the ver healthy and  encouraging-outlook for the
economy and I assure tlmately some’ ‘doy stoc pnces Wl].l relate to
that rather than to other more passing factors,

Senator HartkE: The stock market, { ough is not Just an wolebed

item. . You don’t feel. it is something- we sh houldi’t oy any attention .

to, the stock market prices?

Secretary Fowrer. No, it 1; ehe of the 20 odd economxc mdxcators ,

that economists look to and it is'compiled and the records are kept in

Senator QarLson. Well, I smcerely hope that we can, of course-' _

the monthléyplubhcation of the De gartment of Commerce celled

“Business e Developmente" an
slong with orders, wage income, housmg starts, backlogs,
ment expenditures, all the other factors that, are importan

~ Senator HARTEE. Let me ask you, I' know you; talked aboub this,
but meybe just to help me because I was late; do you agree w1th
Martin's speech; disagree mth it or Just not attach much significance
to it. -

Secretary Fowmm Well, I discussed this Iast week Senator Hartke,
here. I do not agree with' the. 1mphcations that the ﬁ ess has given
to. Chairman Martin’s speech. I think the em (F as all been on
the similarities between the 1929 period and:today and very little er-
phasis given to Chairman Martin’s comnients on. the dissimilarities

it, is studied, veq' ct?.refm
ant equip-

and, as I said last week before this committee, I find the dissimilarities -
8o far outweigh the similarities that I don't think 'the comparison is

valid.

Insofar as the remainder of the speeeh 1s concerned, the meat and
the heart of it which begins on page 6, and-I-have read it very care-
fully several times, I agree_ with the tl’lrusf, of it. He was trying to

point out how important it is for us'to bring our balance of payments

into equilibrium and to keep it there.and to avoid any Tisk t6 the.dollar
that happened to the pound in 1931. . In {that objective and in’ that
approach, I thoroughly essocnate myself with hls point. of Wew, Lo

|
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' Senator HARTKE, ‘Let/s take the balence—of-payments srtuatlon,
what is-ib' ‘exactly ‘ow?
~ Secretary - ‘FowLER; Tt id" too early to “make, whet Iy ould call '8
‘basic ]udgﬁrent “The ‘Yéturns in March A ril ‘and ‘May- dre v“ery
“enicouraging thete’ were:factord-at work in ‘Match and -April- particu-
r-larl ,: reflective’ fgctors; fn‘brP the very 'bad imbaldnce that character-

the last %uarter of last'year and" the first moi(h 6f January snd
-ear ’I‘y part of Febriiaty of th Jear.
. To' what extént’ thé uhprov‘embnt‘in Mal‘ch end A ril is aii'eﬂectlon
'of those factors'that worked the other way—the rubt erbatid snapping
‘back, a4 it were—dand to'what éxtent the ly représent solid ifprovement
:whicfvwb ‘could ex ct t0, ¢ontinté over the months dhead. -+ We will
-know bettst when' the sécond:gilarter s areé fully in and avallablé
to the public, as they will'be eround A igust 10-16;

Sehator HARTKE. But’ the-: truth of 'it- js-'dt this moment it thls
would¢ontintie - 1nstead of having:'a deficit balance-oﬁ-paymentS
* problem’ we wotld!ligve-a sutplus; isn't that true? -

) Se{:lxl-:tary Fowm-m We have had A’ surplus over the Laet severel
mon

~Senator HAM’KE And & Substantml one

Secretary F()WLER I wOuldn’t. Want to charaeterlze lt There has

‘ been a"s‘ur"‘lﬁs ‘ ‘

“Senator HARYKE, Well————- - e

* ‘Secretar Fo ®R. T would like to hwe e.’blgger one* .l o

*‘Senator Douvauis, "How much has it been? - RRRREY

- Secretary FOWLER. Well, Senator———- ] ' ,

Senator Dovaras. Exclusa e, '

“Secretary FowLER. ’Well Seha’wr, I would prefer we wait uiitll the
second.quarter. "

‘Senator DOUGLAS. Yes *'but, ou Have | ivén- the figures fo‘r the
first 3-months, ! Jaritixry, Fe’orit ahd arch there 8 deﬁcxt of
$750 million, s yearly mp ots3 billion.

. -Setretary FowteRk, That'is right. " T
‘Senator ovaLAs. Now, thereé has been & surplus ih Aprll a‘nd May
cre Fowmm That is right. -
rator Doveras. How" nmch ap grbxrmétel “Has- thiat’ been?

Secretary FoWrer: Sendtor, * -not' - release’ these figires - ac
vtlns time because they ate’ i‘aw ﬁ ; thiey dare what e call' “flash”’
figures; they ‘are subject “to’ readjustment' they “are stibject 'to_a
seasonal adjustment factor and I reaélay think wé'would be doing' the
public a disservite to rejeese so-call raw and flash’ ﬁgurbs at’ thls
time.

Senator Deboms Legis!atord have to hmke decisxons ‘a8’ well a8
administrators, -Exciise me, Seénator. -« -

“Senator HArTKE. Phatis fins. -
~ Senator Doubias. Liegislators” hek'e to maké decienons a8 Well as
administrators, and part of the decisions we have to make hinges
upon what has aetu been hagpenulxg on'thé balarice ‘of payments.
Now, if we ‘are 6'nmionths béliin d I put'it this -way; has any
:considerable portion of the deficit of $750 _nn!hon in the ﬁret quarter
“been reduced in the last 2 months? -

Secretm%Fowwn Tt hag; sir. A conbidethble’ ‘prop ortlon

Senator Dovaras. So, therefore, the surplus fbr the last 2 monthe
+has been considerable? , : , x

Secretary: Fowler Yeé sir W
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Senator HARTKE. And this is the faotor,. one big factor, upon
which part of the so-called mouthings of Mr. far,?n, were based upon,
the balance-of-payments problem, isn’t that true? . . = )

Secretary FowrLer. What Chairman Martin was stressing is what-
I tried to stress the week before; namely, that.it takes more than one
swallow to make. a spring, You have to have a surplus for not just &
couple of months or a balance for a couple of months, You have to
sustain it for a long, long time to come. .Because we have had, -

- Senator Hartke, we-have had months or even quarters in which we
have been in surplus, but then something else has happened and the
situation has (}hange(i and it didn't appear to be a lasting condition. -

Senator HArTke: I am not asking:you to be pessimistic or op-
timistio. 'The only thing about it is that things aren’t as bad as they -
were and we shouldn’t pretend that they are.  Isn’t that correct?

Secretary FowLer, Oh, no, the present program seems to be off to
s fine start. I think, however, we should not encourage pcople to
think thalt.l we are going to abandon it very shortly because it is work-
ingso well, .. = - L e

%enator Harrke. I think you put your finger on a very important
factor; that is, that the voluntary Bnoix;am requosted by the President
has beon.jcomglie_dwvith by the banking industry and. the. business
communities of America, with the net result, whether this is the cause
of it or not, but at least the result has been that a real gnawing wide
open wound in our American econom{,A the so-called balance of-pay-
ments ;l))roblem at this moment, whether it is going to sustgin itsolf
or not, but at this moment, is certainly a whole lot betterlooking than
it was when the program was instituted. .. -~ ... . = .

. Secretary FowrLer. That is-a very fair and accurate statement of
the situation, Senator. ‘ ‘ S
. Senator HARTKE. And yet the speech,of Mr. Martin was in part -
based upon an assumption and upon the.basic concept that the bals -
»ance-of-payments problem was .ona‘.Of,‘.Qul:. major. concerns a‘m.i‘. one of
the major 1tems which linked it back to this harrowing experience that
Americans ‘had to go through called the depression in 1029, isn't -
that true? - T WP
Secretary FowrLer, Well, I ‘t;hmk,hl'\? statement, particularly. the
latter part, was, as I read it, Senator Hartke, designed to shore up
the determination of all concerned to keep.it that way. -

Senator HARTKE.. I am not trying.at, this moment yet to get you
into a fight with Mr. Martin, .~ .. .0 ... . .

Secretary FowLer, That will be difficult, : I am not goi?g to fight,
Senator Hartke. I agree with Senator McCarthy on that. =~ .
.Really, though,. the Martin spesech didn’t jolt the murket, did it?

Secretary FowrLer; I don’t know what jolted the market. :

Senator Hartke. Well, the truth of it was that that market was .

moving downward long, weeks before that, and you and I had o

discussion— = L ’ o
Secretary. FowLer, From May 14, .~ . . ' .
»Sexila?bor ARTKE. . That is right. What was the date of the Mattin -
- Secretary FowLER, June 1. T s T
Senator Hanrrke, All right. For 15 days before this that market

‘has been going down, .. . . ST
Secretary FowLer. Thatis vight. = .~ .~ . .~~~ "
Senator Hartke. And you and I had g little discussion about it,

EEES FE TN
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. Secretary Fowrer. Thatisright. . . . - ..
- Senator HARTkE. It was not the Martin speech or [t‘he Martin
mouthm% but it has been the actions cf Martin und. the Federal
Resorve Board which has been i my opinion, the factor whigh caused
all the difficulty and I would like for you to express an opinion as to
whether or not we are going to continue to have this position of nega-
tive free reserves or w 19%11(5;‘_\»'9 are going to go back to a position
which we have had in this country since early 1960 when they were in

‘a surplus position, o : ‘ L
. Secretary FowrLer. Well, as you know, Senator Hartke, that is a
judgment which.will ,l)_e|_1nu(ie by the Federal Reserve Board operating
through its Open Market Committee which meets frequently. to
determine its policy guidelines. The Federal Reseryve System operates
under ¥ mandate irom the Congress directly, and it is, the governor,
you might say, of monetary policy. - L :
~Senator Hantke. What was the first week in .which we went into
a negative position in the free reserves this year? oo L
-Secretary FowLER. Just one second and 1 will try to give you that,
March is the figure I am tt‘yinpi to find, just a'minute. I have it
here, ‘The month of March was the—— .. C
_Senator HARTKE. Just to put it in its proper. perspective, what is
the effeot of having negative free reserves on the economy generally
“and especially on our nionetary. policy? Let's just put it on the-mone-
mlgrpohgy:., ou don’t want to say on the economy. ... = .~
. Secretary FowLEr, I think néqative‘ frea reserves tend to restrict
the quantity of credit that is availlable—- =~ I
. Senator Hartke. And if there are negative—— . .. . -, &
_ Secretary Fowrer (continuing)., Through' the banking system.
Senator Hanrke. If we are in n so-called neiat_ivo system vﬂu‘;‘%
this means is you miglit. have a tight-money. market, isn't that true
Secretary Fowrer, I think it depends upon the dogree and extént,
.t{) Whéicli ‘{ou have negative free reserves ns to.whether you characterize
lﬂsgl.‘ , . ST : ~":,,'-‘> "-“5 Lol T e
- Senator HArTkE, Let me do i.t'_t,hi_s, way, so there is no misunder-

standing between what we are disoudsing.::;-. ... .. .. .. - ... .-
. The truth of it is when you are in a surplus position, the larger the
surplus position the easier the credit in the country is, and the greater
negative reserves the tighter the credit is; is: that a fair statement?
cretary Fowrer, .1 think that is o fair statement.. -~ . ... ..
Senator HArRTKE. That is a fair statement?:.... ... ., . .-

. Secretary FowLER,. Yes, . T L L P
. Senator HARTK®E. Wequnt,into a‘negatiye,»pqs_it,ipn in 1965 .in
March. How long have we now had this negative position since that,
Qimﬁ‘{ }?Ias there been any week in which we have gone into a surplus
position L e Y e
MSeclx;etary‘Fownm. I. don’t believe. there has been a: week since
arch, ‘ B T

Senator HarTkB. So I am not asking you—- ... . ..,
. Secretary Fowrer. I could be wrong on that, Senator. ..I follow
it week by week, and my.improssion.is.that'it has g;een';‘.consi_stgntly

oL

in & negative free reserve position since early March, ... .. .;w.
.- Senator HARTKE.. Renlly what the effect of: doiiig -this, this action
by the Federal Reserve Board by creating this situation is 'g}tcheghp‘t it
really would, and thé purpose of it, because this is a controllible item

sy
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by the Federal Reserve Board, is to slow down expansién, isn’t that
the purposé of putting it into that position? '

_Fred, you are smiiling; fr,omiv\gur answer it is‘all right. You are one
of thé Treasury stalwarts for Mr. Fowler.

Go right ahead and answer. : ,

Secretary FowreR. I think, Senator Hartke, that would hot be the
wsgv those responsible for the policy would characteérize it.

enator HArTKE. I know they wouldn’t characterize it that way,

Secretary FowLer. They would not characterize it that way and
this involves an assessment as to motive and intention, and what
they avre trying to do in'their own terms, and I find it a little difficult
to, sitting here, to assess the motives of the Open Market Committes,

Senator HARTKE. Yes. All right. Let’s not try to assess their
motives for the moment, ‘ o _ o

The point about it is that this amount of money, the amotiiit of the
negative 'oéition;' if it is, would constantly stay at around $300

illion. ouldn’t you, from that, conie to the conclusion that we
had entgred into a period of relatively tight monetary or tight credit
position : ' L

Secretary FowLER. No; I wouldn’t call it tight. I would call it
a little bit more—certainly some degree more—restrictive than before,

Senator HARTKE. Restrictive. right.

-Really what happens when you are in‘a negative position—— -

Senator Lona. Senator, may I suggest, I know very much how the
Senator from Indiana feels about this negative reserve thing, I don’t
understand it. I have sat and heard him in an héur and a half dis-
cussion with the Secretary. I am convinced no matter how long we
take the Secretary and the Senator fromnt Indiana will not be in com-
plete agreement on it. ‘ .

I hope-after a few more questions we can go into executive session
on it because what the Senator has in mind is a subject that should be
presented in a rather lengthy detailed statement. I know the Secre-
tary will want to respond to that and the Chairman of the Federal
Reserve Board, Mr. Martin, will have a rejoinder, and as for as this
Senator is concerned he will be'left in a compléte quandry and I just
hope that the Senator would let us get to executive session sometime
after a while on this subject, . - ‘

I don’t want to cut him off. I hope he will cooperate with us in
that regard. It is an important subject, I know, but this Senator is
not going to understand it if we take two sessions on it.

Senator BENNETT. Will the Senator permit me to remind him we
have a unanimous consent to vote at 12:30?7 We are fast losing
committee members. '

Senator Lona. The Senator is not consuming more time than other
committee members.

Senator McCAarTrY. This question is more important than the
$328 billion question.

Senator Lona. I understand. ’

Senator McCartrY. I think the Senator ought to say that the—
he wants to get tlie Secretary to say that he doesn’t think Mr. Martin’s
speech is a great speech. ‘ ' - : L

Secretary FowLER. ‘I am not going to be drawn into dny private
or public quarrel. - That is what the Senator is trying to push'me into.
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Senator McCarrry, If I were the Secretarfr of the Treasury I
would be concerned, at least I would try to explain a statement such
gs Mr. Martin said: . :

- But while the s&irit 8 willlngi' the flesh, in the form of concrete policies, has

remained weak, With the best intentions, some experts seem resolved to ignore

the lessons of the past. .

- What was he talkinf about? - : .
Secretary FowLER, I don’t know. You will have to ask him these

uestions,
e Senator McCarTaY. I would ask him, He is not talking about
n{)e, I don’t think, because I am not an expert but he might be talking
about you. ‘ :

Secretary FowLer. He is not talking about me, I can assure you of
that. He doesn’t think my flesh is weak in any particular.

Senator McCartay. He says: »
tTl(lle potentialities of monetary and fiscal policies are, we hope, better under-
stooa—

What is the soure¢sé of his doubts? _

Secretary FowrLer. Well, you can’t get me up here on a couch

and ask me to BsychOanalyze hairman Martin. . :
* Senator McCaArtay. I think a fellow gives a speech like that,
gives a bad speech, he raises a lot of questions and doesn’t answer
them, Look at this over here. I wouldn’t mind this kind of speech
on the floor of thé Senate. I would hate to have a committee member
of the Finance Committee, but just an ordinary run of the mill non-
Finance Committee Senator might say this was a good speech.

On the question of the question of gold what he had to say about
the fashionable theory about raising the E'rice of gold at the present
" time. Well, these aren’t fashionable theories. The only man I

know he is talking about is Rueff. |

Secretary FowrLer. He might have some ¢ompany over there.

Senator McCArTHY. He might have, but I don’t think they are
very fashionable. I don’t know of anﬁbody else excepting that
limited school. Yet.the Chairman of the Board, the Faderal Reserve,
.preel;lent»s this as though it was being seriously considered. And goes
on here: :

In 1931 and 1933, an increase in the price of gold was recommended in order
to raise commodity prices. Today, a gold price increase is recommended as a
means to provide the monetary support for world price stability.

Well, one man is making this proposal so far as I know, the great
body of economists and fiscal experts are not proposingit. Yet he
sets up these contrasts between 1931 as thouﬁh it ought to be taken
s[xierioluslyuby people who ought to be concerned, by experts in the—in

scal policy.

Senator Dovaras. Will the Senator yield?

_ Senator Lona. He hasn’t got the floor to yield. ‘

Senator HARTKE. Let me say my dear iriends from Illinois and
Minhesota are pretty much in agreement with this.

Senator WiLLiasms, Mr, Chairman, I suggest to satisfy all of them
we ought to get Chairman Martin up here and hear his views on this
debt increase and all. o L o

Senator LoNg. It'seems to me we are spending enough time hers to
examining the Secretary of the Treasury about the Chairman of the
Federal Reserve Board. I hope that we haven’t got to get the Chair-
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) gﬁi‘f of thé Fetleral Resérve Board and have to kdmine'him about the
Socrotaty:of the'Tyeasuby;ibeoansessirt Jun Jit =iy, o0
Senator Dovaras. Mr. Chairman, this is.the only way we have—-x
w, Senator Liong.. Beoause the Federal Resérve Board: doesn’t control
the hationdl-debt or'the debt-ceiling, -just like:the Secretary of ths
Treasury does not control the policies of the Federal: Reserve Board,
Senator Dougras, Mr. Chairman, this is the:only way we have of
Lﬁttin‘ ridtithe Chairman of ‘the. Federal Reserve.iBoard indirectly.
r. Fowler is a very amiable gentleman. He is drawing into his-
‘body: all: of the arrows which'we shoot and we hate to hurt him but
:thig"is’ our ohly way-of talking to Martin wholived down: on Pennsyl.
vania Avenue in a very handsome marble palace. CL e
i Senator ‘BENNETT. Isn't the Sendtor a member.of -the Joint Eco-
nomioc Committee? ... - . .~ .~ . oo
Senator Douaras. Yes. _— oo
.- Senator BENNETT. Can’t you get at Mr. Martin?
Senator Douaras. Once in a while, 3
Senator Lona. We can get-him. Why on-this bill? .. .. .
;i Senator H-RTRE. 1 will say why. . First let me ns youiihls, Iam
trying to set the ‘stage for this situation.: The truth of it is that
Mr.. Martin’s speech did not cause the stock market to go down any
Tiore than Mr, Fowlor’s speéch or the President’s speech caused it to—
“%ﬁﬂ,g@ag down, I guess, [Layghter) . . °.. . .. . o
. ﬁ:‘ ! YW ,g,a;t; didn’t stop it from:going -down, I. can say that; isn'}
that true?. .. - ., . .. 5. S S e
| 'Seéi‘étzf Foweer,. Martin will speak for himself, .
.. Senator E{u@ng;k«at me come on back to this Mr. Martin, Heisa.
great, prophet of gloom and doom, ho is the man who mado the state-
mént to the Sogiety of Amerjcan ;ﬁ.lISi‘nes_g Writers thf ‘was some time
before™it; and he said here is his 'philos‘oplif',l and I think this is re-
markable, “‘Don’t let’s think we can always have growing prosperity.”
. .Waould the Secretary agree with that statement? =~ . . =~
;gécx;(at,a_).y . FowLer. 1 would say we should constantly strive for it.
.. Senator, HaArTkE.. Now, the truth of it is, and ‘this much is so, that
;if_._we_ are going ﬂbgt,.}w&ye; a depression,: and i know that the Secretary
‘says that he wanted toignore tlie first five pages of that speech, but
the stock market people and the bank people and the country haven't
‘ignored it; thiey have’ been writing, every business publication an
‘év‘erl‘y other ‘m‘eiggzine‘. every newspaper I havé seen, has talked about
it, if it is true they are gong to go into a recession or one which is
‘similar to the'one which hie credted in' 19567, don’t you think yeu ought
‘to ask for'a $10 billioh incréase in'the debt limit? =~~~
*Secrefary, FowrLer. I ‘am  perfectly’ williiig ‘to stand behind thé
i‘e(éuestWa'ﬁh'\‘rehere.””- o ‘
enator HARTKE, I éust_wonderedwhe,ther it 1s_biIg‘gnpug_h. o
Mr. Secretary, Mr. Carlson asked a qitestion and I think soinebady
in the Treasury ought'to be able to answer this: Tsn’t it true there
14 going t0 be a loss of revenue by these stock losses? * You said it is
hard to compute, biit isnt there géing to be a'loss of revéniie?
' Secretaty Fowren, Not based on the paper profits tliat are a
‘réllection of these losses in values. Thevs will ba losses if people sell
and realizg the losses and match some of them off \against gains,
2 Séﬁétﬁ;‘ HarTke. Peopls'are selling., How many sold yesterday,
millien? - * .7 T Ty A

L3
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Secrotary Fowren: But “these' estithates; 'Senator—whilt "1 am
irymg' to" sny‘ is ‘ehgt thésb ‘dstintates abolut ‘the loss in® valies ' are
estimates of the logs m a;ier prbﬁts, not realized losses. """ -

"' Senator HARTKE. I' understtmd But I will" t,rj”to hurry 7 up,

aboht'two mote questions here; I'will try te hurry up.

" Are you m osntion where l\{ou have to borrow moéney Now?

* ' Secretary Fowrpr. ' Wé will ha ve'to; borro‘w money.” ' .
Senator HArTke. When? ] R
Secretary FOWLER, Durmg the fall S

" Senator HARTk=. ‘ ‘

‘ Secreta Fowwn We havéh’t pickéd the ex&ct spot. -

- Senator HARTRE. ‘Mr; Deming, you are the monetary expért.-

Mr; Deming. We will be"borrowing in the fitst half’of thls ﬁscal
year, Senator. The precise dates——

Senator HARTKE. You do not need a temporary inérease m the
debt limit at all now, do you?

" Mr. DEMing. We will need "an mcrease in the temporary debt
hmit to get through fiseal 1966. -

Senator HARTKE. I am talkmg about now. All you heed now is to
keop it at'thé present’level, is'that ot right? -

Secretary Fowrer. We will need it early in the fiscal ; year, Seriator
Hartke. e will need it beeause’ our réceipts in théfirst 6 mionths
of the fiscal year, July 1 until Jaﬁuary 1y ' aro only 8 pex‘centage, 45
percent of it, rouphly

Senator H’mms Cohld ‘We. come back here really to-decide that
isste maybe-in Septombér, t6'see here we are-a'little better?’ We
ean ’i‘rSt' exbend tho présent’ témporary ceiling and not discommode
the Treasury whatsoever, is that not true? _

Secretary FowLER. *You' Would ' digeormmode * ‘the 'I‘reasm'y' We
want to be in position to take advantage of the situatiohs’ as' they
develop, and we want to be ina posmon to take care of our ﬁnancmg
requirements.

Sonator, Hﬁm‘,xp. But. you are qot pressed for cash now. You
aYready testified to that, -, ... ..~ . -

‘Secretary FOWLER. We are fiot.

Senator HARTKE. You are not preéssed to borrow money now. -

Secretary FowLERr. It moyes oEt awfully fast, Sonator Hartke.
The amount that moves out of the cashbox each month is a very

?grecmble amoutit, and the tovenues that come'in: cah’f&ll far short
[ hat particulatly in these early 6 months., .

Senator HarTKE. Let me say to you; Mr. Secreta T am going to
vote with Igrou, ‘but I am very thoroughly convinced timt, you do not
rieéd it: - But I do not think the debt limit has muth effect upon the
overall condition .of the country anyway, and I kind of agree. w1th
Senator Mch‘t,hv we ought, to lmve 8 temporary cexhng S

- How big was it? -

“ Senator MecOARTHY. T do not care, $'350 billion

- Senator HAnTkE, I am gomg 'to accede to.my chairman’s w1shes
and censo and dosist.

. Senator BENNETT.: Mr, Chan‘nmh, I was called out of -the room

| when my ttim came, and I am not going to keep the Secretary very
lo }P but in 'his questiotilng' Senator Douglas Eot some figures otit of

| ouse report that showed the total assets of the Federal Government
at something like $324 billion, and'a current debt of about $310 billion.

Senator Doucrs. That was as-of June 30 last yedr.
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. Senator BENNETT. -No matter what. the date was, .. . .
 Therg ao two Hhinga I think we oy ﬁ%?.w:ggt igat% the record. Did
these include the contingent debt of ,;ie United States? o
.Secretary Fowrtr, I sm not familiar with, the_report, Senator
ennett.  Senator Douglas’ had it,:and therafore I cannot answer
questions concérning it. . - .. - ., o ‘
Senator BENNETT, Does the $310 billion debt include the con-
ting:.nt debt of the Uited States? S L
cretary FowLER. No, it doesnmot. = . = ,
. Senator BENNETT. When the Federal Government—and Senator -
Douglas made it clear he considered this-an asset value that he
cwote@ -8 being very consérvative—does the Federal Government
charge off any' depreciation or obsolescence on any of its assets?

Secretary FowLER. No, sir. e e ,
‘Senator BENNETT. It does not. . e '
He made the point that with the $14 billion surplus, if this were
a private. business, it ‘would be a flourishing operation. Do you
know of any private business that does not charge off depreciation
and obsolescenge? = .. - . . o .
Secretary FowLer. Our experiencé in-the.Treasury indicates they
are all rather avid to charge off. T
-Senator BENNETT. I would think so.. . , ‘
-~ I made the record that I wanted to make. . . =~ . S
_ Senator Douaras. Since the Senator from Utah has raised this,
I ask unanimous consent that salient pages of the House committee
dogumgnt,‘puies 1 and 11, be included in the record, and a note
whx_chl- gives the accounting practices followed .in. maﬁing the ap-
praisals, % e e e _ :
- Senator LoNa. Without objection so ordered.
. (The documents referred to follow:) - -

FEDERAL REAL AND PERSONAL PROPERTY INVENTORY REPORT
(CIVILIAN AND MILITARY) OF THE U.S. GOVERNMENT, COVERING
ITS PROPERTIES LOCATED IN THE UNITED STATES, IN THE TERRI-
TORIES, AND OVERSEAS, AS OF JUNE 30, 1964 -

Parr I
* INTRODUCTION

" This Federal property inventory report represents a compilation of assigned
values of real and personal property owned or chtr‘glied by-the Federal Govern-
ment, located throughout the wotld, as of ‘June 30,:1964. This comprehensive
recording of assets df the Government is the 10th such report issued by the House
Committee on Govérnment Operations. Since 1955, the committee has issued,
on an annual basis, inventory reports of federally owned real and personal prop-

erties on g fiscal year basis, =~ =~ = ET
" The tommittée staff assignéd to this projéct, aided by the expérience of Govern-
ment departmént and agericy representatives,:has’explored Inventory adecountin
systems employed by the Federal Government in an effort to include all assets o
a department and to bring records covering such assets under accounting control,
A comparison of our, previous inventory reports, as listed below, shows clearly
the great progress which has been made in improving accounting methods and
recordkeeping operations employed in recording the amounts of real and persotal
property owned or conttolled by the Federal Goverriment. . Constant attention
is being focused on acourate and complete’ acaoun_ting of . these assets.. The
utilization of, up-to-date accounting systems, motivated by stimulated inter¢st in
propérty ihventories, has strengthened the efforts of Government departments
and_agenofes in- bringing friventories under accounting cohtrol. This progress,
which is being obseryéd by the public, Members of the Congress, and espeocially
by the membership of this committee, has been encouraging. . = .

)
i
\
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Comparison of reported inventory values, worldwide
) T (lortgiliops-of dollars)
Year Personalty Realty Grand total

1 $208

1 " 28

186 63 240

195 o7 v or]

108 72 265

200 76 716

201 83 283

23 86 20

225 00 315

20 o o

GRAND RECAPITULATION OF THE PFRRSONALTY AND REALTY ASSETS OF THE
U.8. GOVERNMENT AGENCIES, OrricES, AND ESTABLISHMENTS. OF THE Gov-
ERNMENT, INCLUDING THE DEZPARTMENT OoF DEFENsSE, A8 or June 30, 1064,
1963, aAnxD 1062 :

[In millions of dollars)
Classification June 30, 1064 | June 30, 1983 | June 30, 1063
Cath PER3ONAL FEOPERTY
With Treasurer of the United States. ........ceceeenennn. $11, 008 $13,118 $10,4%0
On hand and in banks outside the Treasury. 680 738 814
Investments (other than pubHo debt)............ 5,048 5, 843 5,604
Acoounts and notes recelvable. 5,1M 5,200 4,487
Commodities for sale 4,613 4,043 4,670
Work In process...... y 812 811 660
Materials dnd suppftps. ... ipeeeeeeeldl A 9,187 v, 216
Ny ) aduipment ' ot ?5&‘% el
OUDET B8088 vz bt remogen e npieg 11,815 10,344
Department of Defonss (equipment, supplies, inven.
[17) T, 134,912 182,877 127, 708
Corps of Engineers (equipment; eto.)...... 258 244 232
Total, personal property. cecesessecasasccssmanares 230,104 24,98 218,818
REAL PROPERTY’ :
Departments and agencies (other than Department of De-.
fON90)..ccaeccacacaaaaana S ................................. 20, 208 18,640 17,707
Department of Defense (including Corps of Engincers, civil
tuncﬂonsz em e stcsrsentocncarsterenrsesresrtareuasetannane 43, 509 43,043 41,473
Architect of the Capltolf. oo aaaaanen.. 47 459 £40
it “é‘:‘n‘:ﬂa‘o?m‘““wwmu 108 %% g
T G T oo 19,024 18,36 17,74
Total, real property. . . 3,777 90,312 88,128
Total, all property. - . . 823,881 315, 238 200, 444
) [

t Computed at estimated present-day evaluation,

" ° Nore.—All propertics nm«i are shown in gross amounts without deductions for allowances for losses
A BT A g A tr s ey T R R AL T
uded. e | u

od, . y have gggx valued at ao:yu!sluon cost'or &’ih’;mad ;

are exéluddd. The pro h cost when the
actual costs weee not known. ' Public demdin, donated property and propertiés under supervision of the
Architect of the Capitol are shown at estimated nbgiy vﬂaes. mputles acquired as gifts or with.

out cost to the Government are shown at estimated present-day values,

Senator Lonag. The committee had an executive session planned,
80 I will now declare this hearing closed. I would like to ask the
Secretary of the Treasury to stick around a moment or two because
there is a matter we wanted to ask him about which is not relevant to
this particular bill. : .

(V e)reupon, at 12:05 p.m., the committee proceeded into executive
session.



