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Tuesday, May 10, 1838,

. United States Senate,

Nt e e
S S e

EXECITIVE BESSION Committes on Finanoe,

. . . BRI
e e e e v e et o ey ok e+ e g

Washington, D, C,

The committee met, pursuant to eall, at 10:30
o'oclook a.m., in Room 312 Benate Office Building, sonétor

Harrigon (Chalrman) presiding. : .i_fg

The Chairman: I wanted to save a little time, that is

why I ¢alled this meeting this morning. This bill was intro-

e me cmm -

. duoed 1n' the Housee It will probably pass today or tomor-

row in the House. It has been reported by the Ways and
Means Committee, It deals with amending the 3econd Liberty
Bond Act. It does not oall for any more money, hut is merely.
a reallocation of certailn olasnes of seourities that the
Trensury issues. All right, Mr, Secretary,

Senator King: But it raises the 1limit from 25 billion 4
to 45 billion,

The Chalrman: The 45 billion is the limit of the short

AT R S § .'.
term paper and long term paper, and it gives 'chon/'ﬂf‘ﬂght

-

few (7 L

to put both of them under the one limitetion, that is the
20 billion short term and 28 billion long term under the
limitation of 48 billion.

Senator King: That 1a right,




The Chairmant They have run sho»t on the long tann”fi
they have not run short on the short term, snd the treasury .

thinks they can gave sone intePeast chargee maybe and do

their financing better by reallocation of the 38 billion
and 20 billion within the 4b billlon limitation. . : {;ffv
STATEMENT OF HON. HENRY MORGENTHAU, JR, S
Seoratary of the Trensury, -
The Act o2 February 4, 1935, amending the 3eoond b
Liberty Hond Act, ae anended, limited the amount of bonds {_:?
to he outstanding at any one time under the provisions of o |
that Act, to an aggregate of %#25,000,000,070 ard the amount

of Treasury notes, certificates of 1ndebtedness and Treasury

’ bille to be outstanding ot any »~ne time to an aggregate of
$20, 000, 000, C0O, '
The followlng statement shows the amount of publie g ?

debt obligati-na tesued under the 4“econd Liberty Bond Act,
ag amended, and outstanding ae of April 30, 1938, and
the additional amounts which the Secretary of the Treasury

may iasue under the authority or that Aot




Bonds}

Total amount that may be out-
standing at any one time , . . .. . . . . «$28,000,000,000

Outstanding as of April, 1938
Treasury bonds. . . . . . . .$20,927,288,280

U.8, Bavings Bonds i
(maturity value). . . {a) . 1,848,000,000 :

Veteransg Adjusted Bervioe

bOMl @« e @ o o o & & o s = . 888 ?18 1906 28 2 891 .“s. ou i

Total additional amouns-

of bonds which may be is- ' E

sued under presgent limitation. . . . . . . -§=ée§2252225212.;

Motes, certificatecs of indebtedness : '

and Treasury bills:

Total amount fhat may be outstand- .

‘ng at any ONQ time. L) . . . . L] . . [ . * ’go'ono,mO’m t

Outstanding as of April 30, 1938;
Treasury notes. . . . . .$11,309,276,080
Gertificates of indebs-
edness. . « . . . . « . « 767,465,000
Tpeasury hills, . . . . . ._1,753,288,000 13,830,009,0

Total edditionsl amount whilch
rvay be issued under present

108LEATEON. o o 4 . . e e e e e e e e e e _3_6!169!99%!%'?

Recapitulation:

Total public debt obligations which may
be issued under authority of the 8eoond
Libexrty Bond Act, as amended, and be out- :
‘tanding at any one timMO . o . 0 e 0 o . '45,000,000,&0 :

Total outstanding public debt obligations
as of April 30, 1938, whioch were issued
under authority of the Second Liberty Bond

Aot 88 anemedo Ll . . . . . . L] . L) . . L] 37.151.975,1& ’

Total amount which may be issued under
present limitation. . . . . . . . . . . . . § 7,008,024,804

(a) Current redemption value £1,180,736,166.
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The total combined amounts that may be 1ssued under ,f.w§5

. e
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v

the two limitations are, I believe, sufficient for the '%,ﬁé

PR

present but the division as between bonds and notes, eertifi- '

)

catea of indebtedness and Treasury 51113 shbuld be adjusted Lh;"§

Phe S

[

order to give the Treasury more latitude as to the kind of
securities it oan issue. In the monthasof June, September,
and Deoc&mber, 1938, thae Treasury has maturitins of Treasury
notes aggregating more than $1,600,000,000 fase amount
and it W 11 prohably be necessary during this pericd to Pk
ralae additional cash between $B800,000,000 and 81,000,000,000,i |
msking the total financing during the next eight monthe' ! ):
period, exoclusive of Treasury bill operations, of mors than ;
$2,600,000,000, It may be highly desirable, from the stand- |
point of the publioc dsabt program and the Government seoﬁr;ty
market, for the Treasury to meet the maturing notes end to
raise whataver additional oash is neceassary, or a major
portion thereof, through the Assuance of additional Treasury
bonds, rather than throurh the isasusnce of Treasury notes.
After reserving 8248,000,000 to meet the estimated additional
issues of U. 8., Aavings bonds during this period, only
$1,460,000,000 would be available for further bond 1issues
under the present limitation, This might not be sufficient
to meet the Treasury requirements in connection with the
maturing notes aggraegating more than $1,600,000,000,

I should like to emphasize that ve are not asking

for an increase in the total limitation on the aggregate
~— i
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of the public Asbt obligutions which may be outstanding

at any one time under authority of the Second Libarty Bond '1§17

e
i
"

d

s
N

\

i
Act, as amended, but we ave asking only for a consolidation o

of theprcsent limitations on the two olasses of securities
menticned in that Aot so as to glve the Treasury graater .'iif;
flexibility in its financing operations.
Senator Vardenbergi Vhat 1a the differenes botween e
a bond anéd a note, except as to the length of maturity? - |
3acretriry Morgenthau: None, It 1s a Government obliga- | Zg
tion. Certaln tax featur<s are different. The bonds are not . '
totally tax exempt, the noteg nare, |
3enator Vandenberg: S0 if you inerease your note issue
you would be inoreasing the tax exsempt securitiea?
georatary Momgenzhaut The total tax exempts we would, |
I mean if Conareas takes no asction then we would have to
ocontinue, after we reached our limitation of the 25 billion,
to 811 notas whioh are totally tax exempte The bonds are
not.
dgnator Vandenberg: In figuring the 26 billion limita~
tion do sou inelude the bonds which yo issue to the Soocial
deourity Boa-1, for example?
gegretary Norgenthau: Everything is included in that,
The S00ial Seanrity obligation was inoluled in that 37
billion dollar outstanding obligetinn,

Senator Vandenberg: Do you count them as obligations

S N
N N



8
that are limited by this 25 billion and this 20 billion ?
deorctary Morgenthau: Yes,

denator Byrdt Do you inoclude the governmsnt-owned - ;

onrporations? i

'
PR

georetary Morgenthaut: No, only the direot ohligations !
of the Government.

Senator Byrd: HNr. Seoretary, will you furnish the
Committes, st my request, a completa 1iast of all Government-
owned corporations together with the obligations as of this
date thut have baen guaranteed by the Faderal Government, and
also the oblicatbns that can be issued in th~ future?

gacr~tary Morg.nthau! This 1s it (handing paper %o

. Senator Byrd).

denator Byrdt You have got hers only four, There are
quite a number of others,

Saoretary Movcenthau: W11l you tell ¥r. Bell what you
would like to have that is not on thet 1ist?

denator Byrdt The Farm Corporati-n est~blished in the
lest Farm 3111,

Jeoratery Yorgenthau: What four have you got there?

genator Byrd: The Federal Fesrr Mortgage Corporation,

‘ the Homs Owners Loen Corporation, the Federal Housing Adml.nia'--j
~ tration, and the Reconatructi-n Finance Corporation, |

Mr, Bellt Senatovr, that does not answer the gseeond
part of vowr question, to furnish thoze that can be issued

in the futures Those are the ones outstanding,

R e R —




gsnator Byrdt I would like to ask the Seoretary to { }é
furnish the Committee a complete liat of al) Goverament . bk
. corporations partially or totally owned by the Government,

and the what extent the Government is guaranteeing the

Ll TN,

obligations.
groretary Morgenthau: I would be delighted to 4o so, .
genator Byrd: And to what extent these corporations ‘
can issue more obligations than they have already issued. ,
Seorntary Morgenthau: Yes, '5' §
The Chairman: OCan you give that to us so it aan be
printed in this recora?
gacretary Morgenthau; Yes,
genator King: That would inolude the T.V.A., would it
not, the Rural Fleotrioc Corporation, = I think that is the
name of it, ~ that manufactures or solls eleotric supplies. 4/
Senator Byrd: And, Mr. 3ecretary, as a matter of 5:;-
Y. x21ag, of ocourse, all of these guarantsed obligations,
guaranteed by th‘e\ Fedorl-al Government, wu-a mul ¥or. o sfao§m
they are part(‘é;f" the ;;;e;réil‘ ‘(};v:a}x\';ufnt, ‘the only difference :
1s that thore‘ r;my be aome recovery in these that wuld not K
apply to the direoct debt, but if I endorse your note that
[ 1s a part of my 1iability. It may be a contingent liability,
but, nevertheless, it is & part of the 1liability, and I
think your Treasury statements ought to show all the contin-

gent 1iabilities of the Federal Government as well as the

direct liabilities, ~—



fgeoretary Morgenthau: They do,

— —r e memy ———

Mr, Bell: Wa publish on the publioc Aebt statement av,
. full 118t of the ocontingent 1liabilities outstanding, ‘and
we publish onoce a month a conplete sonsolidated balance sheet .
of all of these agenoles, showing the propristary ownesrship
of the Governmeat over and above the liability,

YIww :
Senator !iyrds Your daily report s the direct liadbility,’

!
and SRhasintty- o @rt doea not give the contingent 1liability,
does it?
Mr, Bell: No, sir, it does not, because we cannot i
get that information exoept onoce a month, .
genator Byrd! Youhave here the four ocorporations of i
the Government guaranteed to the extent of $4,680,000,000,
As a matter of fadt there are a number of others that are not =
included in this statement, |
- The Chairmani What others sre there? -
Senator Byrd: There are quite a number of them, I
mow we coreated another gorporation under this new Farm
Act, authorizing it to issue $6800,000,000 of obligations,
3enator Kingt And in the bill which we paseed some
time ago we provided $100,000,000 for insurance, as a basis :
. of it, 1 E
3enator By~1i What about the T,V.A.? o
Mr. Bell! I think you are thinking of the Commodity

Credit Corporation, and tha% 1s inc'uded in the R.F.C, total,

? L%

7k

~ - : i



Senator Byrd: But the R.E.0. is financed paéttalxj’ S

IR SO AP M O

s

through the dirsct obligations of the Government, and ye¥
the Frederal Covernment has purchased $800,000,000 of B
stook of the R,F.C., and those notes of #4,850,000,000 were

[T SRR

alsd ‘purchereed by the Federal Governiont.
Mr, Bell: That 4s ripght,. except abrut $298,000,000 '
sold to the pudblie, £ ’ﬁ
Senstor Byrdl That is inoluded in the diret publie | "
debts., / (
Nr. Bell: That is right. ~'“?'f;

Senator Vandenberg: Where the contingent liabilities

show up, such as insured mortgages for F,H.A., does that show -
anywheve?

Mr, Belly Not the insurance fund, Senater, but if

L et - -

they have issued any debentures for default mortgages, that
shnvg a¥ a contingent liability. The insurance fund ig
supposed to be the asset behind the insurance lighility,
senater George! Hox ia the U, 8. Houeing handled?
Mr. Belly It can sell its own obligations under the
mortgage guarantee, \ | f
8enator Byrd; You have only got here $370,000 for the ;
Federal Housing Administration,
Sanator George! I A4A1d not mean the Federal Nousing,
I meant the U, 8, Housing the low gost hguoing. Row is that

finanood{ Is that a dirsot or a contingent liabilisy of

N
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the Tpeasury? .i
Hr, Bellt Which organigzation, Senapor? : ;
qgnator Georged! The U. 3. Housing.
ganator Clark: That is under the Department of the

Interior, the U, 8. Housing.
lir. Bell: That 18 a guaranteed obligation of the U.8, i

Government.
9en-tor Byrd: I received a statement, whioh mgy not :

be Gormplete, fron the gemxel accounting offices, that these

different corporations are om%gwerod now to obligatse the '

Government to the extent of ;s billion Aollars in addition ;

to the 38 billion of direct debt thst —wve now have, I would

like %o knbw if thet 1s norrect or not, bagause it does not
require any further action of Ocngress, as I understand 1i, !
to make these additlonal ohlipations, does it? If they have
suthority then, of course, they car do it as the direotors

of these corporations desire 1t to he done. The Secretary

of the Treasury cannot prevent them from doing it, oan.he?

r. Bell: Most of them are issned hy his approval,

I do not know of one that 1a not,

Jenator Byrd! Certainly there i3 no further aotion of

Congress neceasary,

. e

Mr. Belly That is right, in those casea whare the
authorifty 1s now 2onsinued, but some of them have lapsed,

danntor Byrd:! Ir they use the authority we will have

- [ " el
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a public debt of about 50 billions of dollard in the next Qi
fiscal year, if that information is correot, ‘é f
Mr. Bell: I ghall be glad to put a statement in the

record showing each organization, its authority, and she
smount outstanding at the present time, and whethar or no$ i
i1t has authority to Sssue ocontinued oblications. Some of ‘
them do not have that authority. !
Senator Bymdt I would like the treasury to consider
1t as a matter of bookkeeping that oan be sapily understood,
ol T AR 4
to put under the direct publio dobs‘tho daily direot publis

Ay

dobtfbgﬁi\anount daily of the contingent liability, and
then ;ake a total of the two,

Mr. Bell: You mean éach day?

Sengtor Byrd! Each day.

Ssoretary Morgenthaut We do it once a month.

Senator Byrd: If X endorae someonels note and $hat
man does not pay the note I am as 1lirble as if I made that
note,

My, Bell: Under the law, Senator, that is not part of
the publioc dedbt, 1T.Al4“ ‘CL¢ 1,

Senator Byrd: I anderstand i3--te, As a matter af.rooke
kaazixgz, 4t 13 part of the publio debt, If you endorse ny
nots and I do not pay the note don't you have $0 pay it?

Mr, Bell: Ve keep our rscords in accordance with law,
and the Becretary has no authority to combine the two,

Senator Byrd! IXf there is a defeot in the law, I would

| B ﬁ“
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1ike to introduce a bill to corrsot that defects ...

!

deoretary Morgenthaut I would 11ke to ask the Senator
if youasked us for any information during the past year
. that e have not supplied you? ‘
Senator Byrd! No, ™t I have had great diffioulti
in finding out thése continzent liabilities.s I sm informed
there about nineteen corporations that have obligations to
the Federal Government, sone to a large extent and some to a
small extent, .
Ssoratary Morgenthaus On this point that you are nakingj
I Sust want to say for the record thet we keep the books ‘
ao;ording to the law, ‘;
‘ _ 8enator Ryrdl  You keep the hooks according to the ‘
law, but I 6alled your attention, Mr., Sasoretary, more than a
year ago to the fact that you were garryinc assets of the
R.F.Ce that were not arszeta, It took more than a year to
zet laglislation through to correct that, On January 18,
193? I nnde a spoech on the floor of the Sennte and ¢ alled
attention to that,
3eoretary Morganthau: You might be 1ntéreoted to know
7 that I wrote the R.F.Ce in April, 1937, auggesting that,
‘ Sanator 3;rd: Mr, Jesse Jones told me time and time ’
again that the Treasury was holding up a bill’ that he Wantedf
pagssad to charge off those asgets, 2nd for fiftsen months f
the Fednral Government misled the peoples of this couﬁtry

\'1

; by onrrying two billion dollars of the assete of the R.F.0, ; S
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which were not asseta, hecauwse the money had been dlstridbuted S
to relief organizations and cther things and oould hot be ' ? a

‘ racovared,

georetary Morgenthau; Wait a minute, Senator. In
the first place, if you do not mind my saying 1%, I quostioﬁ
that Jesse Jones aver gaid 1t. o

Senator Byrd: There 1s no queation of that, Mr. Seore-
tary, hecause he told me not one time, but four or five i
times, and I will get you two together and prove 1it,

Seoretary Morgenthau: Well, I have got the ocorrespon-
denoe and letters over Mr. Jones' signature, Myr. Jones and
I both wanted to do that,

denator Byrd: Yhat was the delay then for a year if ;
you both wanted to do 1t? L

Seoretary Morgenthau: I cannot answer that from memory, : -
and would not ansve that from memory, but the correspondence
13 all there and I wculd be very glad to show it to you. Lo
Now, we did take the initiative in April, 1937, but, if I
may say so with all respeot, there was nothing to keep you j f
from introducing any such legislation any time that you wantodirﬁ%

to.

RS

PO

. Senntor Byrd: MNr. Seoretary, if you want to 4o that
I will introduce legislation along this lines I was hoping
that the Sacretary of the Treasury of the Uniiad States would

y\\‘ *J'.A"\.‘ ¢
ocorrect aomat%&ﬂg:txht very obviously should be correated o
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without the necessity of a Senator introducing a bill.
Ir=seeiswsyEat t0 AU 1t.

Saorctary Morgenthau: But it has all been done.

.-
>
[ a0

it
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Senator Byrdt It took a year and three months to do ;t.

A

%

Ssoretary Morgenthaus All we were dtempting to 40
was to attenpt to correot an Act of Congress.

genator Byrd} That was not an attempt to correoct an

JR U S S PSPPI & MRS Ay
P

Act of Congrews, 1t was a matter of hook-keaping whareby

. ’)A(‘“ . Tt e
e el . ten
N LT VI L

the Federal Government took orsdit for four billion dollars .iwﬂ
of the assets of R.F.C. where they actually only had two ‘f.z%
billion dollars,
S8eor~tary Morgenthau: Why did we only have two billion? f:“
Senator Byrd! I am not concermned about that, I am ‘
talking about the astatement that the Treasury Depsrtment A %‘.ﬁ
made that was migleading. ;

gecretary Morgenthau: I do not think the statement of

»

the Treasury Department is misleading when it 1s carrying v
out the exact letter of the law,

3anator Byrét The Treasury Department statemasnt

[ A S
-

dia not state that due to ocertain acts of Congress the N

two billions of dollars was diverted to nonureoovorablefox--

L eial
=N

penditures,
Seordtary Morgenthau: At whose instructions?

3enator Byrd: I do not oare at whose inatmictions.

Seoretafy Morgenthaus I do,

Eapeunses mis 9= . .
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Senator Byrd: 'f you prefer me to do it, I will intro- o

duce legislation direct instead of asking you tolgovre¢t ST 1
something that ought to be oorrebted as a matter‘of,hbnolt
bookkeepirg. If a oorporation 414 that it ought to bo ‘1n" o i "_:if
the penitentiary. 3
3aoretary Morgenthaut Xou nade that statemént before,
and I take strenuous exception to a statement that the United
States Treasury, in oarrying out the act of Congress, is |
doing anything wrag. |
Senator Byrds If you wers oarrying an honest and proper,é.tf
statement why did you get any legislation to correct it? | 4
deoretary Morgenthau!: Because we wers ocarrying some-
thing there which was useleas, which was serving no purpose,
and therefore w3 requested that Oongraess correot this aitua-

tion, and as soon as we brought it to the attention of

e i .

Congress they did corract 1it, o i

gdenntor King; I presume, ¥r, Seoretary, thers may be
other obligatisng of the “overnment, oblipgations whioh the
Federal Government will have to meet which are not carried

nowv ag liabillities but are treated as asseta?

BT e e e
D v I T R

gaoretary Morgenthau: Pardon me, Senator? - ,

Senntor King: I supposa some of theas obhligations that

h've been iasued by corporations sponsored by or under the
direction of the Federal Government subsequently had to be Lo
cancelled and to that degree ur balance will) have to be

~

- * * -
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deoretary Morgenthaut I do not think there 1s any

N . -
O )
g -~
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question that some of the obligations of the agenoles which '329

have been issued against various works, that we will not

- - . foa.
sl v T ety T

colleot 100 cents on the dollar, and as those appear we P

will make oorrections, just as we 4id in Commodity Credit, -

AT
R L

We suggested to Congfess that its capital be reimbursed,
and Congress 4id ite Now, as these things come to oﬁr at-

tention vwe aot as rapidly as we can, hut some of the agencies

U S

like the R, F. C. are tremendously big and it takes time,
but I want to asay for the racord thest there 1s nobody in

Washington with whom I work closer, or whom I have more

e e e s s < aeee 4

ccoperation from than Jesse Jones,

Sanator Byrd: I am going to introduce a resolution,
Mr, Saecoretary, on the floor of the Zenate, asking you to
analyze all the assets of the Aifferent corporations and Cw
to make a rema't to the Congress as to the losses that have - Aﬁ
ooourred up to this time, I prefer not to do that, but if *
you think it is better for me to & it that way inetead of
ooming to you piff: ity and asking you to correot something
that ought to be ocorrected, I have no other recourse than
to dc that,

Seor~tay Morgenthau: I think it is muoh better to
do that than to try to give the public an impression that
we are trying to do something illegsl.

Senator Byrdl £ 414 not say that, Mr. Seorstary. I

made a speech in New York in your presence and I seald lt was

- PRN
’ | IlilIIIIII
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an honengt statement, ¥t you had four billion dollars of .
hhaeets when you raally haven% gotﬁfhat. At least you oould B
hove made an explanatory note "Dus to Aot of Congress this

money had been given to relie? and other things." ‘;\‘f

Seoretary Morgenthau: Let us be frank. How would

the gentlemen of the Corgress like it if we shoved it in
their faces all the time, "We are carrying out the Aots of i

o oev
. (&
Congress, it is Congress' fault that we 4o things of this (PV#& 4

¥\~. h W\\A}M . :

kindo " ( LL N
"\. G ‘(\ VD&{-\«U‘W\}» V\f\}{w N
Senator Byrd: It Sakes fifteen months to aoctp It WJ\M

should be done in a more expeditious. way. I called atten~
tion to it on Jamuary 18, 1937, in the speeoy on the floor
. of the senate, and no one has denied iv, nc cne has de.nted
that what I sald was exaotly true.
dan-tor Kings Mr, Seoretary, the Treasury notes to
which y u have referred, there is nothing behind them, simply : ;g
I.0,1,8 of the Government, a guarantee of the Government? w
8rcretary Horgenthau! It has the puaratee of the
whole United States Government t*hind it, ' %
denator Kings You Ao not 1ssus bonds and sell them on
the market for the purpose of backing Treasury notes?
« gcoretary Morgenthau: No,
Senator King: They are just I.0.U., without any obliga-
tion?
Seoretary Morgenthaui Just the obligation of the

United States Government.
S



Senator Xingt You have got authority now to iasue :'f'”
Treasury notes in what amount?
. Ssoretary Morgenthau: £0,000,000,000.
Senator Xingt And you have authority to 1seue bond. . i
up to 28 billion? |
g8eor~tary Morgenthavi Yes,
Senator Kingt That would be 45 billion dollars for the
two?t |
georetary Morgenthau: Yes, : N

Senator Kingt You haw got now; as I remembsy your

figures, you have avallable authority now to issue seven
billion. dollars before reaching the 48 billion?
Seoretary Morgenthaut That ie correot,
genator Kingt Don't you think that 7 billion dollars,
in view of the faot that we have just passed a tax billl
to give you five billfon and two or three hundred million
dollars, ought to oarry us over for another yeanr? ;
Seoretary Morgenthaus 1y oertainly will, Benator, pro-
vided we can borrow monsy and issue the kind of eeourity
whioh will be the moat economical at the time of the 1dauanoo;§='\
Now, we have in June some 2-7/8 notes coming due, and under
® the present oondition of the bond market it would be to -
the interest of the Government to eonvert those 2-7/8 notes .
into a bond, and it is perfeotly possible that we may use

up all of our authority to borrow on bonds and then be faced

S




with the situation that we could only borrow on bills orv
notes. All I am asking is that these partitions be removed
and that we be permitted to borrow and issus hat kind of |
security which is the most favoradble to the Govearnmens,

¥ow, with this limitation we may find that we might wmnt to
issu¢ all bonds for the rest of the year if we get favorable
rates. We want to dlstribute our dates, so it does not
all coms due in the next three or four years, anqizlght,'
he to the interest of the Government to issue all bonds,

The Chairmant I think it would be,

Senetor Vandebergt Do you think the 48 billion total
will last you for another year?

Secretary Morgenthau:s Yes, sasir,

“enator Vandenbérg: That will let you finmoe the
defiocit in the next fiseal year of about how muoh? About
8 billion dollars?

Seoretary Morgenthau; I think, 4f you do not mind,
Senator, I am willing to stand by the statement thot w can
finance the Govarnment for the next fisoal year within the
45 b° . .ons.

Sendt or Byrdl What do you antioipate the defiocit, Mr.
Seor~tary, will be if the racommendations as now made by the

President are enacted?

Seorrtary Morgenthaui We have not made an estimate until. -

the legislation 1s passed. We ocannot give an estimate,

e
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genator Byrd: Mr. Bell gave an estimate, 414 he not, S

bafore the Comnittes?

gaoraetary Morgenthaui #o oan repent whrt he gave in

the House, A

Mr. Bellt No, I 4)d not give an estimnte, Senater Byrd..

I stated thet there h-4 been privaté estimptes mrde ranging

anyvhere fror four to eight billion Aollars, but I Cid nt

think, if we assumed that every dollar that had been asked e

for in thess programs for 1939, that the deficit would smount
to more than three billion seven.

Senator Balley:r WVhat oalouation 614 pu make as to the
revenue under the new Act and under the precent conditions?

Mr. Bell; I took the hudpget figures as a basia. .

Serito» Vandenberg: Your budget estimatea on prospeotlvoé
revenyje were based on business conditicrns as of 1937, were |
they not?

Mr. Bell: The income taxes based on buasiness oondttieno'
in the calendar year 1937, yes.

senator Vandenberg: Of gourse, if ;ou 46 not heve
any such business conditi-ns you will not get any aush
raevenue?

Nr. Bell: I cannot answer that.

“enator Balleyi At the present rate of dusiness you
know you will “e off at least 580 million Adollare?

Mr. Rell: No, I do not, “enator Balley, I 4o not know

that. ~—
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Senator Bailey! DRo you have any imprsssions as to.thattg'}}

Mr. Belly No, I do not. o

genotor Bailey! You know a 1ittle about what is going
on in business, don't you?

My. Bell: 7The Treasury made their estimates ;n pooonboi%
for the 1837 calendar year, based on businss conditions o ‘
at that time and took into consideration a large part of the | :j
depresgsion. }z?}

Ssnator Balley: They dlscounted the pre went situation 1&‘;
that caloulation? o

Senator Clark! Inoluded in yur figures for 1937 were ‘
several months which were oomparable to the present buainoli‘;'
comitions, the very worst month, is that not right?

NMpr. Bell:t That is right. The inoome tax figures are -
based on 1937 calendar year business., Ten months and a hait '
of it hnd gone by when the esatima&es were made.

Senator Byrd: The comiitions now are a good deal
worse than they were last fall,

Senator Bailey: Mr, Seorstary, would they probably
later, either next year or after that, ask us to remove this
limitation on bonds?

Seoretary Morgenthaut Well, that is a long way off,

Senator Batley: No, it is very near, I beg your pardon,;
it is jJust a few months offs Is not that really in confeu~

plation, that we go to 50, or perhaps to 60 billions of -

N
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dollars?

gaoretary Norganthaut I am not trying to evade ths
question, Senator, but until this session of Congress is ‘
passed and until we oan estimate the total of appropriations ‘i g4
and make a new estimate of the revenue in view of the proonnt.}~i
buainess conditions, anything I might say here would béljust‘l
a sheer puess, and I think 1t 1s too important to try to
guess.

genator Batley: What would be the attitude of the
Treasury to an Aot requiring that the Treasury should not
igaue further bonds exoept on popular subsofiption? Vo
should have an end to this system that we have not of taking ! :?.
the money out of the barnke. : ;;

gaar~tary Morgenthau: Wdl, the way the bonds are offerod?-wf:
now, they are offaved to anybody who wants to invest, anéd _
I would o0all that popular subascription,

San~tor Balley! Well, ycu do get your funds through
the banks alnost!oxolucively, don't you?

Segoretary Morgenthau! Oh, no, sir.

Sanntor Vandenbergt From the Sooial Saourity Board,
too.

genator Bailey: I want to get thlis dlear, The-populav ,é  ;?
subsoription i1dea whioh I had in mind is the one we ﬁurlﬁaa ;
when we financed the War, that was a sale direct to the .

people, not operations through the banks. We do have at this :




time operations through the banks, You ocall on the banks

for subsoriptions rather than the people. . R

Seoretary Morgenthaut If you do not mind, I vo uld

like to correot that, | R

Senntor Balley: All right, .. v

fSeoretary Morgenthau: We offer them to the publie,

Anybody can and does subsoribe for these bonds who wisghes to

.

do thate At the present time we have what we gall the R
i;
A

United States savings bonds, and thnse are going éxtremely

well, P

denator Balley: To what extent? .

Heoretary Horgenthaﬁt I think they average about

a million and a half a day.

Mr. Bell: Between a million amd a million and a quartey z' ;

a day.

Senator Towngsndt What is the totdl amount?

Secretary Morgenthaut About a billion and a half out-
atanding.

Senator Towmsends What is the total amount of the
bonds in the nublio's hands outside of the banks?

Beoretary Morgenthaut You see the onds are not regis-

tered, so we do not know,

Senator Balley: But the banks carry about 13 billions,
as I understand.
Mr. Bellj The banks helda $11,572,000,000 ori Degember
31, 1937, 7This is a statement of those bank¢~rgporting - ]

« -
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to the Federal Deposit Insuranoce Jcrporation, In addition
they held $2,098,000,000 of guarahﬁeed obligations, makiné a
a tdtal of $13,3889,000,000,

denator Bailey: Well, I would like to know, Mr, Ssere-
tary, Just what the operation is. You advertise bHids,

I take it, on the bonds, but I have been informed, = I
may he mistaken, - 1t s malhnly & transaction through the.
banks,

fecratary Morgenthaus No.

Senator Bniley: I would 1l:tke to have thls statement
from you, as to just what the process 1s, whereby we float
the bonds,

Secretary Morgenthaut Would you mind Mr. Broughton
answering that? Mr, Broughton is in charge of that,

Mr., Broughton: Wnhat was it you wanted?

Senator Baileys I wanted to get a atatemen t of the
Tpeasury on the prosedure under wshich we do 81ispose of our
bonds and realize funds for the Government.

Mr. Broughton: An issue 1s determined by the Becretary,
The "ederal Reaerve bans are advised and the public is
circularized, inviting the people of the United 8tatr s to
subscribe, I am speaking of the long term bond 1issue,
or the note issue. It is a public offering, inviting sub-
seriptions. They are received through the Federal Reserve
Banks, ~nd all subsoriptions are subject to allotments.

The allotments are made, snd whether it is an individual or
N—
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benk it makes no difference, so far as the treatment is oon-
cerned,

3erator Baileyt It is handled by the banka?

Mr. Broughton: They are our fiscal agaency, snd through
that machinery avery bank in the United States receives
advice of an offering on the opening daay. Subsoriptions
are receivable at the Faederal Ressrve Benks and from there
they are reported to the Tpeasury,

%anntor Balley: Then you meke y~ur allotment through
the hanks?

Ur. Broughton: Yes, on the baels of subsoriptions
recelved,

Jen-tor Ballay! When they are disposed of to private
custoizers they are dlsposed of through the banks?

Mr. Broughtont What ia that?

9enator Balley: When they are dlsposed of to 1nd1vidual‘
they are Alsposad of by the banke to oustomers?

¥=, Broughton: Individuals can come dirent,

denatol Palley:  They oan come, but do they?

Hr, Broughton: Yes, they dos Now, in the sase of bills,
there 18 an offerinp there and the tender is regeivable only
»t the public banks, in the publie treasury,

Senator Balley: Bupprse the banks 4id not subsoribe,
what would be the consequence?

Mr. Broughton: What ig that?

N~
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Senator Bailsy: If the banks should fail to gubsoribe,

what would be the oonsequence?

Mr. Broughton: It is wholly opt&onui with thenm

whether they asubasoribe or mwt,

genator Bailey: Buppose they should fail to subsoribe,

what would be the oonsequence?

, ’ o
e n A el . o e 4 ive

Mr. Broughtont I do not know, I do0 not imagine it - “f;
is going to happen. o ;ﬁ

Senator Balley: You say now it is not going tO'happen.

but it may happen. : A"iﬁ
Mr. Broughton: I cannot answe: that,
genator Bailey: Thé bonds and the banks would go down
together, 1is that right? : ’.Jf;l%
Seoretary Morgenthau: BSenator, we cannot answer thaﬁ. -
After all, the faoct remains since I have been SQOrotary‘ ~ f¢§
of the Trsasury to date we have besn able to finance . - .‘;

this government at a constantly lower interest rate, that

we 4o sell the govermment securities at a lower interes? \ ﬁ;
rate than any other government in the wor;d, andwe have 'E
done 1£ sucoessfully. Now, what is going to happen in the .
future, - I may be a 1ittle facetious, - I cannot look

into the orystal and answer. All I know 1s we have done %A'S:

it to date. ;
genator Bailey: e do not like to look at that orystal

either if it does nt look good.



Seoretary Mergenthau: I can answer as of today

that the oredit of the government is as high or highoi thanl"“fﬁ
it haa ever beens That is all I ocan say. )
SBenagor Bailey: Under the cirommstances f will agree ) C';w
there is no question about that, but I think the banks,
where they have got 11 billions of bonds now, if the sdnﬂi :
broke 10 points what would happen to the banks? | B QE
Seoretary Morgenthau: Well, the answer is obvious. R
Senator Bailley: The banke must ;t:;ttg%4£;;:%1 that : b
is the situation., I want to get some information on this, E“’"
How far dc you think we can go with this borrowing, -how much
further?
Seoretary Morgenthau! I oannot answer that. I have {”{?
saild again and again that as far as I am ooncerned the
Treasury is on the £4-hour basis, and it has been there

since I have besn there, and we try to meet these very Aiffie Q

o~

oult situutions as they arise. All I ocan say is, as of tpday_f
I think we have met thems, What we o0an do in the rutufo I
do not know, j}ff

Senator Bailey: I want to ask you another question e

about the derivation of funds from the trust acsount, what

P e T

is the practioce there? ‘

Nr, Bell: The Sooial Seourity Act levies certain taxes f 35
and provides that those taxes should be colleoted and oovefod |
into the Treasury Jjust like any othertaxess They go into

the geraral fund and are comingled with all ather revenue .
- L A ~ l
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té meet the requirements of the 0ld Age resesrve aodpunfi. :_jé -
That, I assume, 1s what you refer to. Ocngrésa appropiiato‘}*

3 an annuel suxn which is based on an aoctuarial oonputat&bn. E:;;

o " with an irbrest rate of 3 per cent, whioh will meet the f ;

benefit payments under that Act.

Mr. Belly That sppropriation 1s used every year to
invest in vovernment obligations, The Becretary is required '

:
i
. 'i‘,»
Senator Balley: Is that set asidet : . 5
{
i
i
under the law to so invest it that it will earn at least ,
{

e R

3 per agent,

Senator Bailey: Then yon will ultimntely have to levy

a t ax of 3 per oent, when the obligations under the Social .? ;‘;

. gecurity come due it is the Government!s duty to pay the ¥

obligations at the rate of 3 per sent on the Government

honds to be deposited in 1lieu of the 3Jocial Security revenue,

s

1s not the consequence there? : }i
Hr, Belly No, I do not think so. ; ;
Senator Bailey: What woudd be the consequence? | ‘
Mr, Belly The process we go through in investiné
9001al Sgourity funds does not inorease the public dedt
one dollarsy Is that what you have ir mind?
. Senator Balley! No, it does not inrease the public
debt becausé vou simply aubstitute bonda. !
Mr. Bell: 8upposing we took the anpropriation made :
by Congress snd went out in the market and bought o&upon_ ; o

bonds, would you then say we had to tax the American people j  f;
_ g

e




to retire the Soocinl SooﬁvityT
genator Balley: No, you would pget the coupons thgﬁ.
¥r, Bellt Thers is no differsnoce between the two,
Senntor,
Saoretary Mormenthaut You would get the Government

bonds,

e T
. . R .. B o
, W f X

Sonnator Bailey: You would get new Government bonds,
Thet 3 per cent coupon cores due in 1948, say} now you have
used up your Soeirl Security money, ynu heve agpent that,
where do you get the money to pay the 3 par cent on the boa@lf

Mr, Belly Well, using the Social Security fund is re-
ducing our borrowing in the marvrket.

. Senator Byrdt It is added to the public debt,

Mr, Rellt It 1s not added to the public debt, Senatom, =

If we had a balan ®d budget today and 41d not hnave a defioiti
what vou would have to do would be © redlice the bomds in the.
hands of the public,

danator "yrd: You are collecting how much now?
Ahout $800,000,000 fron the Social Seourity?

Mr, Bel1l: It would be about 3400,000,000 in the 814
Age account this ysar. |

‘ Senator Byrd: When you tpanagfer that to the trust fund

it increases the public Aebt in proportion, your atateméni'

shows thet, and you have got to pay 3 per oent then on that

v oy men -

e e m e o e e

debt, and that 3 per aent has got to be paid out of‘taxa:tion.,f~

S
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The statemont shows that., I think you do yourself an lné '

Justioce when you say you do not add it to the p\xblio debs,
. $270,000,000 this year the general ‘uoo nmoglot advhot

me wng not added to the publie dcbtﬁ The 3 peyr aent s

paid just 1ike any other interest is paid, and it is paid j""

out of the taxation, or the deficits, whatever it 18, Co

+

As & matter of faot we are borrowing money to pay Aerest

P
right now, we borrow a billion dollars a year now to pay 1\\%91“'
est on the publio debt, assuming that that paruoular inter- (
est is a defloit, L
Mr. Bell: We have colleot®d in taxes under Title A

of the Booclal Security Act $877,000,000, and we have inveated

P N . mse

and made benefit payments of about $839,000,000, so that

the Gefirit over the whole period has only besen affeoted )

about $59,000,000 through the operation of the Soocial Seourdty

Act, ‘
Senator Byrd: Ars not part of the payments though,

covered by appropriations? ' , *
Nr. Bell: They are all covered by appropriations. .

There is not a dollar drawn out except by appropriations. | o
Senntor Byrd: Do you contend that the amount that ;

. was set aside in the trust fund of the B8oolal Security is

not added to the publioc debt?
Mr. Bellt It is added to the public debt Just the

same as we would sell obligations in the market, A

Senator Byrd: You stated a while ago. that it was not 3




added to the public debt,

Mr, Bellt I meant the operations of the Soaial Seourity:’

fund do not necessarily add to the public debt, because
we take the money and go out in thé market and duy, but
to make up the deficit we would have to borrow money, .
=

Senator Balley: Uaing the new money in place of tesu-

ing bonds. . v

Senator Byrd: The Treasurer Department issued a staté-
ment about two or three months ago that the last loan they
expeoted to make from the publio was made then. That is

mry recolleotion.

[

Mr. Gaston: That was mnade by a newspaner men,

Senator Byrd: Parker O1lbert stated that in Besretary | ..

Morgenthau's presence, that there would be no more loans.
Seoretary Morgenthau:t I 4id not write the spoooh‘
Senator Byrdt And the Seoretary himself advooated in

his economy spsech, as I reoall it, and received great

Do
applause, as he deserved, all over the country for it, advoca-

ted a reduction of expenditures of $700,000,000 and a balancédv

budget for the year 1938, but as a matter of fact the ;nountof
that are placed in the 300ial Sgourity Trust Fund are added :
to the public debt, and the 3 per ocent that is pald on that
1s taken out of taxation, there is no doubt about that.

Nr. Bell: It would he the same if you just lifted
bodily out of the budget all of the Sooial Ssourity revenue

S
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and Social Security payments, f L fj;g
Secretary Morgenthaut That is the point, but we d0 ... . -

not,

L

Mr. Belly I7 you lifted them bodily right out of the
budgat the defiolt would be the same and so would the public ' -
debt, It is a charge on hoth sides, : ) 3 }3

facretary Horgenthauy It ie a charge on both sides of

AL MR

-,

the books.

" e e e e
2N

3snator Clark! You are borrowing from the Social
Sgourity fund and rot on thefiarket,
Mr. Bell: That ia right,

3anator Raileyt You sell the obligations of the Social

T SO PO}
~.

Security fund, the oblipgatisns bear interest, and when it
comes due you pay the interest out of the general revenue?
Mr. Bell: That is right, Z.'J$
Senst or Balleyt When we go to raise the general |
revenue we have to levy taxes for that, though you have got .
two taxes, the Sociel Sascurity original taxes and you have thﬁi 5
subgequent taxes to pay the intarest on the bonds, B
Ir. Bell} That 1a not right, o
Senator Bailey: If thnt 18 mot true then you have got
a good way to make something out of nothinge: Yousan eat
your cake ond hava it too. When it comes due yoﬁ haven'!t R
got' the money to pay it, and therefore you have got to get ; B
new revenue, f sz

.. i '{‘T
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3eorstary Morgenthaus The alternative, Senator, is
this! We take in Soolal Seourity money and then sterilize
it, and then say we sooumulate a b1111§n dollars of 1t, it
let it lle in the banks, or with the Federal Reserve, or in
our own ascount, and then borrow another billion dollarg =~ | =
Senator Byrdt (Interposing) How do you sterilize it
1t you pay 3 per cent interest on 1t? *

3eoretary Morgenthauy “hen I used the word I meant ;
leave 1t there and do not use it,

Senator Byrds To make that olear, Mr, Sesrstary, is
not this the situationy Buppose you have got a billion
dollars in the Social 3ecurity trust fund, to show for that
billion dollaers you have got s billion dollars of United
States bonde which have been added to the total publie debt. o

3eoretary Morgenthaut It does not have to be bonds, L
it 1s sn obligation,

Senntor(erdtﬂ;?rf<reason for that is that this Social
Securlity bond}may be o&llable, I mean the intereat is only
ocallable, or, under the terms of the 3Social Security, the
principal is callable,

Mr, Bells Yes, the prinoipal is callable.

Senator Byrdl I am speaking of the two funds, I am
ipeaking of the 0ld Age, and you have got the Hnonployiont
fund and thot 1s callable %oo, 3

Kr. Bellt They are all callable,the whole fund is
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available to meet the henefit payments, ! L 4
Senator Byrds Then the Govermnnt_-ouu—)m-%o— (o
. ¢éalled upon, of oourse, they would have to sell the bonds to
the public, In other words, instead of taking them out
of the Social Jeourity fund they would take them out of the .
public to get the money to make the payment, to pay the demand,
That has got to be paid, pluam 3 per oent interest. |
3enator Bailey: Ultimately the bonds have @t to be paid ,
and then you have got to have taxes,.
Senator Byrd: 8up se we had a ve oeverc prel—
(A V€A & Jegraan 'r’i
sion and this amoung\ would be as much as 10 billion Sollars
Qn. Zoefakece and n‘ had to go on the market with 10 billion
dollars of bonds in order %o pay the oa 1ls that are made :
on the prinsipal of the Social Seourity bonds, would not that
be a very dangerous thing for the GCovernment to do0?
3eoretary Morgenthau: I think, Senator Byrd, that is
the same thing that 8enator Balley says. Buppose we had
a drop of 8, 10 or 15 points in the Government bonds
market, what 1s going to happen to the banka?! All of those
things are what I call building walls of fear, if those thingai
might possibly happen, and then the question arises;y How
. good 1s the (Government oredit and how much oan the United
dtates Treasury pay?

Senator Balley: Mr. Seoretary, there are limitations

to the United States oredite If you Mwep on issuing bonds

N
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you will find that we will be broken, because nobodj will
buy bonds, or if you Wsue some paper that will depreqlate

the ourrency.

i e w—-— e .

genator Byrdi Suppose you aotod suddenly, due to

e
1

1

some great disaster ghat might oome, 4due to eoconomio oon-
ditions of the oount;y and you had to oall tho Boo;al Soourity:
money in accordance with the terms of the law? '

Seoretary Morgenthaus The same is true of postal
savings. We have about $1,200,000,000 in postal cavingl, }
and those people can oall on us,

gsnator Byrd: It is not as likely to happsn, It does
not amount to so much,

georetary Morgenthaut We have a billion and a half
dollars United BStatea 8avings bonds that the holders of them
ocan oall on us.

Senator Balleyt You would hrve to raise oash Af 1t is
called,

gseofetary Morgenthau! We wo ulé Y ve to have other
oblipatins to take the place of them,

Senator Balleys All that means 1is taxation,

Seoretary Margenthaut That oould all happen.

Senator Bailey: When the R.P;c. recovers money that
is loaned out, what does it do with 1¢?

Seoretay Morgenthau! The money goes to the Treasury. j

genator Balleyt The money goas to the Treasury and is

spent from the current agcoount? -



Ssoretary Morgenthaui That is part of the general b
fund, i
‘ Senator Bailey: ILa it oredited to the R. F. O.Y
Senretary Morgenthaut All the money in ;ho-gonorul . _'!;}i
fund,as long as we have a defioit we spend 1t.“ ' ‘ ‘
Senator Balley: It does not go to discharge the bonds -
that wepre issued to raise the money to finmse the R, F.G Y ;:5fi
georetary Morgenthau: Thers are not any bonds out- ,‘j
standing of the R.F.C. ‘ g
Senator Balleyt Suppose they have heen discharged, |
they might have been discharged by issuing new money, new
bonds, Perhaps you do not understand me, perhaps I have not
made nmyself olear,
Seoretary Morgenthau: Maybe I do0 mot,
Senator Balley: The R. F.C. gets their money from
thia Governments It does not have any money except the
money it gets out of the Tmasury, and what it gets out of the
Treagury it gets by issuing bonds, and when the R.F.C.
pays out that money it does not go to pay off the dbonds,
it goss for ourrent expenses.
Seoretary Morgenthau! That is right, May I explain
‘ my position? , i
Senator Balley:t I would like to hear the explanation,
Seoretary Morgenthau: We have a general fund, and when

these funds are ocollected, whether it is man that deposits . ‘?
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money with us in postal savings, United States fSavings dbonds,

or whether excess of receipts in the R.F.0., those are all

. [ A
i s A e ot e o
-

. deposited in our general fund, and Just as long as this

Government is running into a defioit and we have to oon-=

e am s ei—— e

stantly borrow new money we uyse that money in the general ;iff
fund for the purposes of general expendituresof the Sovern-
ment, Now, if the time should ever come when we have a |
balanced budget then we can go and use that money %o canoel 5*;%@
obligations and stop issuing new ones. That i1s the whole 3,?2
atory. .

Senator Baileyt In the meantime the R,F,0. means ine
oreased revenues to the Government by collsoting the funds

whidh are realized from bonds, honds outstanding which are

not paid off, and the money finally goes to the Government,
eoretary Morgenthau: Well, if you want to you oaﬁ ‘
say vhat sbout any of these Governmentnl agencies that
c0llaot money. Today we may goet a deposit from the R.F.Ce
for $10,000,000 which goes to the general fund and tomorrow
we may get a oall from them for $80,000,000, Now, the
U.8. Housing, which ig a new agenoy, they have informed us E
that over the period of the next few months they will need
. $26,000,000, We advised them we think it is a mistake for
them to sell their own obligations because it is not well
enough known, until they need more money. 80 they oall on

us any time up to $25,000,000, 8o far they have called on



. e
.
w !t

38

P

us for $1,000,000., Now that $1,000,000 thd we take out

of the general fund may has been given to us by anybne of

e ey e S8~ A s "——
. - . .

a dozen sources, It may have come out of thé liquor

- —
>

tax, the R.F.C,, the Customs Duty, or any one of a dozen
different sources of revenue,

denator Balley: 4Ae an illuetvation, if I should borrer
$100,000 and issue my note to the bank and if I should .
get paid $100,000 and leave the note in the bank and spend
the $100,000, how long would my credit be good under that
sort of operstion? o B

gdeoretary Morgenthau! I think in your case it would de

very good,

- -b-.n-.—. - .

‘ Sertor Balley: It would be good because apybod{\on ~
earth that knows me knows I would not d?m%‘;: l’b:m o
we have got notice thrt the Government does, *
Seoretary Morgenthau! I will again point out that we 3
are very, very oarsful in carrying out the letter of the law
in avery single oaase, )
Senntor Bailey! I was not suggesting that you were not,‘f
and I would not put the blame on the Congress.
georetary Horgenthaut! May I also point out, Senator,
. that there i1s not another government in the world whioch -
publishes a dally statement of the Treasury. With the |
additional information we give each month it givu as much
information on the finanoialatatus $f the Govermment of the

United States Treasury as it is possible to give, and thbro
\‘ .

|
b .
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is not another Government in the world that does it.
Senator Bailey: I do not think there is another Govern~
. ment on earth that ocan supply Congress with information ﬁl Ai
rapidly as this Government does, Ye oan get information from '
every department at almoat any sort of notioce.
genator Byrd: Mp, Seoretary , that point about the
R,F.C. repayment, 1t seems %o me the oritioism is this,
that you have taken that off of the expenditures, as I
understand your repor%. In other words, if you obtailn fron
the R, F. C., on any of these loans that they have made, a
surplus of $800,000,000 over loans made at that particular
time, than you reduce the ordinary expenses of the Government ;
to that extunse I do not think that is a fair thing to do,
because that shows an artificial reduocticn of expenditures,
which should not be shown on the reportss As a matter of
fact, if you get an excess of loans paid to the R,F.C, over
loans made you then take that off your ocurrent sxpenditures,
My. Bs9ll: oenator, tha R, F. 0. operatss htough
~ the treasury through a revolving fund, We only have the
one acooun’%, but we have to show the pioture as net,
Jsnator Byrdt My objedtion is you take it off the
‘li general expenditures, If you colleoct a billion dollars
extra from R,F,0, then the Treasury report would show we ;
spent a billion dollars less for general expenditures of the

Governnment.

N
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Mr, Bellt If the R, F. O. loansd $1,000,000 a month, ° j

if 1t had a million dollars oapital and loaned 1t out At thé .| '
. first of the month and 1% was repaid at the end of thio- unth,\. '

and loaned 1t out at the first of thé next menth and it was

Ccoaitimans #r e = e
. .

rspald at the end of the next month, and they did thatqgwelv§¥ w;@
times, you would say that it had $12,000,000 in rooeibt;'hnd } f?;
$12,000,000 in expenditures, would you not? " ‘-~i»;h
Senator Byrd: I would not eay that, é1ﬂg
Mr. Belli That is identiocally the same thing. -
Senator Byrdf What I say is repayment of the loans
should not be deducted from the gonerai sxpenditures of‘thn

Government, it ought to be a separate item, beoause then

PR PSP p—

the total of the Uovernment expenditurex are not correct, ;
because an expenditure is a very diffarent thing from the ,if"9?

repsyment of ths loan. I fiink it would be better, 4f you

A )
5

vant to do it, to innlude it was a regeipt.
“r. Bell: We do show it on the Aally statement as
receipts and expenditures. ;
Senator Byrd: I am speaking of the total expendisures,
I want to get this correoct. The General Accounting office
tells me that if we spent a billion dollars and that if ; g
® the R.F.C, colleots $200,000,000 more of loans in that par~ ! |
ticular day, or that partioular month, then there is only ; o

siiovn on the Treasury report $800,000,000 of expenditures,

18 th2t oorreot or not?




N

Mr. Belli In one vart of the daily statement, Shas'is .|

" gorrect.

Senator Byrd: WM"W W
RO IONRR T I F Ry NV, I an opcaking
of the total expendlturaa,
Nr. Bell: That is Pight, That shows the nét pioturo‘
of the R,F,0¢ for that pericd,
3enator Byrdt I do not think that ia honest hookw
keeping, to take the loans that are pald back off of your
general expendiitures and shew it in the totals, |
Senator Johnaon: Are not the expenditures shéwn at
the time the R, F. C. gets the money?
Mr. Bell! That 1s right,
Senator Johnaon: You do not want to show it twice.
Senator Byrdg It is misleading as of thet particular
month, though, |
gSsoretsary Morgenthau! Not only that, Senator, but
once a month the R.F,0, makes a report 4ireatly to Congress
of its expenditures,
Senator Byrdi T think these loans ought to be handled
in some way in a separate item in the Treasury repord,
A lot of them would be paid back at another time. On your
comparison the expenditures would not be agoufats.-
3enator Brown: Mr. Chairman, I would like to get a

11ttle information about this bille Y¢ have had a very

~. .
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interestiyx discussion about Government f&nqnoo,\buf'l h

think there are some subjeots of inquiry that we 6"85ﬁ,*§u;nf;ﬁé

gd into, N SRR X

‘:::,

Theres must have been sore reasonm, Ur. sooretu‘y{iih

i

. !
the first plage, for tha eradication of this partition'bof '-; i;

tween short time and long time.lcans. Oan you tell us '

t

what that reason was? E

Saoretar y Morgenthaugt Senator, I was asked that by the f

Qommittes in the House, We valked it over, and, quite rranklypli

no one gseems to remember jusf why 1t was set up that way,
9enator Browni Generally speaking, vou have three

oclasses of Federal obligationss First you have the bonﬁ.,

then y»u have the Trsasury noteas, and then you have the

Treasury bills,

e e e e s emea .

Seoretary Morgenthaut That is right,
denator Brown: Th& Treasury bills are very shors? Lo

3earetsry Morgenthaut 90 days.

Senator Brown! And your Treasury notes?

Searetary Uorgenthau! One to five yeara,

genator Brown! They run as long as five years, The
bonds are, of course, a good deal longer? ?

Saor~tary Morgenthaut Five years and ovepr, % '

Sanator Browht what you are up against at ths pregent S
time, and where you are cramped 1s on your authority %o issus | A;

bonds, 1s that not right?




Seoresary Morgenthaut That i ritht, lll&
Senator Brown! Ypu havo about 28 %0 23 btl!tﬂn a.xxur.
of outstanding bonds at the present time?
 Beorefary Morgenthau: That is raght.>l
Senatoxr Brown: Jow, it seems to me that the toﬁdb§07
that would be followsd 1f we eliminave this partition
‘would bs tuv get into higher rate Governmens finanoing, be-

oause your bonds bear the highest interest rate and the

Treasury billg and Treasury notes the lowsat, and it seems %0

me that is the wrong way to go at 1%, ‘
Seoretary Morgenthau! I would ba glad to answey {has,
We have $618,000,000 of notes maturing June 15tk bearing .

ooupona at 2-7/8 intarest, and on September 18%h we hawe gottop
$876, 000,000,

Senator Brown: Notes?

V
Beoretary Morgenthaut Notes coming due, at 2-1/2 per eom$..::

Now we 2an issue, oh, I suppose, at present 12 or 13 ysar
bonds, may® longer, with a soupon of 2~1/2 per cent, 80 !
we oould refund both the June a:d Séptember notes at ne

inocrease in *ax payment.

Senator Townsend! How muoh less oould you sell ths notes: °

for? ;

B8eoretary Morganthau: Oh, you could sell the notes for

considerably less, Senator, hut, in the firast plade, the

notes are wholly tax exemp%, and, An the second place, I woull‘;ff?

N
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. oonsider it dangerous to pile up all your dobtc, or-a grogtor

| give me this I can get along, but my whole purposo 1n,bp1ng,

" the next five yearss That 1s the whole thing.

part of your debt in the next five years, It 13 does nol,\

here and pointing this out to you gentlemen i, I think

roran o
FAX

it i a mistake not to permit me to bhofrow on that kind of
security at a time whioh seens to be to the best 1ntoratt' A_ j'~€
of everybody. Now, next June and September it might be e

advantageous to sell the bond issue, to convert these notes,

O

~and I 4o not think we want to pile too much of the debt sn '

Senator Brown! There are two factorse There is the

e s - -

intercst rate and the maturity. K 'T
Seoratary Morgenthau! That is the whole atory. o 7:f;
Senator Johnsony Are the notes short term? g
Ssoretary Morgenthau: The notes are from one to five

yearss It would mean piling up too much of this dedt in ﬁlb'

next five yesaras,

v
O

Senntor Brown! What you have recommended to the OongrOOI.i;vﬁ
to the President, as I underatand it, ia to stop issuing z“?*
tax exempt bonds?

Secretary Morgenthau: That 1s correct. Co

Senntor Browmn! I am in favor of that. It seems to me
if we can authorize you %o greatly inorease the amount of o
bonds that you can 1ssue, that there would be a possibility, « i"?

I do not eay it would e done, - there would be a possibility .

of lssuing a large number of bonds now whioh would oontaia K :%

N———
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owrtain tax exempt features, and that does not seem to ﬂO" 5
to be desirable, It sesms to me the ghorSer tern ti,ui ' '
. | _we 0an make our deby at the pressnt Vime, 8o we can take ad~
. yantage of that situation in the future, the bstter. That
ought to be the tendency of the Treasury, rather than Ato
open up the way here to a larger iesue of donds,

Seoretary Morgenthau! Senator, I would like to answer |
that, if I may:. Pending Congrese taking action on the
question of tax exempt bonde—

Senator Brown! (Interposing) That probably will not be i‘ -
done at this session. ; «,

Seoretary Morgenthau: Well, whatever Congress does, »
let ud say Oongress deoides not to give me this addttkiond
authority, then we woudd be foroced to sell notes whioh are
completely tax exempt. *

Senator Brown! You could not sell them then,

S8eoretary Morgenthaut That is true« There also is the
danger of piling up too many hills,

Senator Gerry! Mr, HBeoretary, are those bomis tax

exenpt?
Seoretary Morgenthaut They are subjeot to sur_taxes,
‘ Senator Gorry! They are only exempt for normal taxes,
not exempt for surtaxes? s

S8eoretary Vorgenthau! That is righte I think it would

be poor business for the Federal Government not to take for

—_HM
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itself every advantags 1t could while 1t is in écompetition . |
with states snd munioipalities who have the privilese |
of selling totally tax exempt soouétfieto ﬁow;'x th&ﬁk'gc 3
long as other units of government hnve that prtvilog§ ’
the United States Government should take on to itgelf and -?f,f
gsll its seourities as reasonadly as possible.

Senator Bailey: I think it would enable you to sell
your bonds very good, becauss a 1ittle later on we will
have She tax exemption stricken out from all future bonds,
and I should think the people would buy them now,

Senator Lonergan! I think you are right, lr.Aeocrottry,ép ‘
I think that is sound. We ought not to remove the exo!p£ion :
until steps are takan where we can succeed in such an attempt ?
to have the exemption removed from state honds and subdi-
visionsof atates, That 18 your point, 1s it mt?

georetary Morgenthau! That is the position we took#
under the so~ocalled Borah amendment.

Senator Brom! If we are not going to stop issuing
tax exempt bonds I do not think we ought to issue any
large number juat between how and the time that this proe-
posed law goes into effeots That is why I am a 1ittle bit
oongerned sbout that,

Senator Longergant I think we ought fo submit a
Constitutional amendment.

Senator Johnson: These are all replacement bonds and

+
i

they are tax exempt now, i
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Benator Brownt Those are short term notes, .- » R
The Chairman! Mpr. Seoretary, I qutAto get this olear. :
Of course we adopted the Borah amendment, and in oconference
the House Conferwes ohjected to the quuh anendment on the.
ground that it would put the Federal Go;drnnont in fho poiip
tion where the tax exempt seocurities wuld be taxasd, and

the municipalities and states would have the same provision,

et ——— -

and that this matter ought to be handled from the Treasury,

representing the Administration, I think this matter ought

to be taken up as soon as we can, but I wonder if I oan

get the reactinn of the Committee today. It seens to me

that there 1s a strioct oonstitutional question involved

as to whether or not you can do this without a Constitutional ;

amendment., Sone think that you can and others think that ;

you cannot, :
genator Brown! Ysu mean with refersnces to the state '

bonds?

The Chalrman! Yea, with reference to the state bonds.

Senat or Balley: The Pregident already told us we dia
not need a Conastitutional amendment.

The Chairman! That is right, It seems tome it would
be well if we ocan 40 it at this session of Congresse I think
the Judioiary Committes auboomnltfoos, both House and 8Senate, '
and Finance Committees subocommittees of both Houses and the |

Finance Committee and Judiciary Committee of the Senate
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ought to be working on this thing Jointly. Wnat is the ~ . '|° .
reaction of the Commitwe on that? N
. genator Lonergant Mr, Chairman, the Judiolary -

t b
H

Conmittes appoirisd a subcommittee to take testimony on

this question, and the subcommittee reported to the general , ?ﬁ§.
oonmittee favorably on a Constitutional amendmente That mat % Py
ter is before the general committes of the Jﬂcioiary'dom~ %“F
mittee, and I am inolined to think, from information I have ‘s_'z
gathered, that the majority opinion in that committee is in '“Qg;
favor of a Constitutional amendment, ”
Senator Brown: Mr, Seoretary, would you objeot to ;
limitation on this hHill by whichno securities woudd be i :;
issued during the next year for whatever limited time aeems |
dexirable, for a period of, sey, longer than five years? o
Seoretary Morgenthaus Yes,
Senator Browh: You wonld objeot?
Seoretary Rorgenthaut Yes,
The Chairmanl That would put it in the same olassifi- -, §
cation as a note, then, '
gecretary Morgenthaut That iy right,
Senator Brown! It seems to me then we are open to
the charge that there may be the idea of issuing a large

amount of tax exempt bonds for a long time period. I 4o not g f

mean to charge you with that at akl, but we are open to the ; g
oharge that that is going to be dones All you can issue [ '§

. N £
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now in the shape of long term securities is three billfon.

dollars in round figures?

Searetary uorgénthauz About a billion and a half mors. -

daenntor Rrownt I have your statement here, -

qaoretary Morgenthau!: Aout a billion and a helf more,

cenrtor Browni lMow if vwe take tﬁe 1i4 off and author-

ize you to issue long term securities in the ammunt of

20 billion more I am feerful of »udlio reaction to it,‘juat-

at a time when we are consldering this natter of eliminating

tax exempt bonds,

3eoretary Morgenthau: My record on this is all. right,
recause the firat year I was saoretery I came up and resom-
mended that they remove the tax exempt bonds, If I may»
Juat eay, for thea reat of this year until next yeer, until
Congreas meets, the maximum we could issue would be a 1ittle
over 7 billion,

Senator Brown! You do not quite et my points You
conld call in your bills and your notes and gubstitute the
bonds for the n.

Seoretary Morgenthaut The notesg are not callahble,

The billa mrture, the bills 4o mature,

3anator Brownt You have got lots of notes that are
currently due,

Senator Townsend, What 1s thae total that mature?

denstor nrown: MHe has about 2 billton dollara a: % in
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© Treasury bills, in round figureg. 4
Seoretary Morgenthaut A billion seven.

Senator Brown! I have a billion nine here,
Ssoretary Morgenthaus A buudn seven.

Senator Brownt Then you have five maturities of

Tresasury notews in 1938, maybe four,

Seeretary Morgenthaut W8 are on record that we believe -

the tax exemptions of all units of Government shonld be
removeds I think it is in the int erest of the taxpayer
to gibve me the opportunity to move within the 48 billion
dollars, I might be faced with the situation where it might
be quite important to have that authority between now and
the time that Congfess comes baoke I am willing to stand on
my record of the last four years as to how I flnano_od the
Government, whether I have done it well or badly, and with
thet Bur years! reoord behind me I do not think there is
very much cause %o worry, because I have tried to 40 it, ma
have done 1it,

Benator Byrd! I think you have done a fine job,
I will say that,

Seoretary Morgenthaut Thank you, Senatore

The Chairmman! Now let us for a moment get back to

PR
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this request of genator Byrds Do you underetand that request,

Mp, Bell?! Will you furnish that right away for this reoerd,
the request that 8Senator Byrd made?

Mr. Bell: Yes, sir,
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The Chairmant Xs there any other request? I under-

stood you were going to introduce a bill, 4- 32

. genator Byrd: I wae Just going to ask, Mr, aioﬁtm, )
in regard to the billion, five hundred willion on the

last bi1l that R.F.C, oould loan, ¥BWR4 that be inocluded in

. N . . .
e st
f ; Y N . R - .
‘
.

) Q -
the deficit, or \:‘:‘d hat be fina ced by selling notes of
the R.F.C.1? : !

Seoretary Morgenthau: The billion and a half?

denator Byrd: Yes,

e dime ol e mv——— .

Seoretary Morgenthaut Any money that the n-r,mnndl.
we could do one or two things, we could either let thim .
draw the moneybut of the gérral fund of the Treasury oy the |
R.F.C. ocan go on the market and sell its own obligations,

dsnator Byrdt What 4o you propose to 4o about thht?i
Because in estimating the deficit for the fiscal year = :

Mr. Bellt (Interposing) In the budget it was figured |
$60,000,000 in receipts, :

Senator Byrd: I am apeaking of the bill that Senator
Glaas introduoced, whereby the R,F,C, could loan a billion
five hundred million dollars to business.

gsoretary Morgenthaus Yea. ‘

. Genator Byrd! Is that to be included in the digburse~

ments, orwll it be finanoced by notes such as you have alread
sold $300,000,000 of?

Beoretary Morgenthaut I do not know, There are two

Sy

S



. alternativess We either oan se]l the R.F.C, obligations
direct or we can draw on the general funde. It 1s just a
question which will be the most sonomical, and we do not
know,

Senator Bailey: Mr. Chairman, I think I wijl reserve
the right, in view of the President's message, to offer an
amendment on the floor prohibiting the inclusion of the
tax in any bdbond iasuo.'

Senator George: Mr. Chalrman, X want to ask a question.

Mr. 8goretary, under this blll you ocould inorease your bonds
as distinguished from bills or notes tc 48,000,000,000?

Se¢ordtary Morgenthau: Senator George, we could only
inorsase the number of bonds a3 either the notes or bills
matured,

3enator Goorge: I understand, but if the opportunity
existed you ocould go up to 45 billion?

Seoretary Morgenthaut It oould bs possidle. You

meant ultimately, 4i1d not you, over a period of years, over

a period of five yearsa?

Senator George! Oh, yes,

8eoretary Morgenthaut It wuld take five years until
the last note matured, beocause the notes are not maturing
at the same time, 80 it would be a matter of four and one-
half years at least,

Senntor Georget And they are not callable ?

Seoretary Morgenthau: No, sir. ~—
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The Chairmant Without objestion the bill will be ! ‘i
_ reported out favorably. o ‘ -;.
Senator Byrdg This does not inorease the authority A 3
of the Government to borrow above that?
The Ohaimmant No, the limitation is 48 billion. It ;
gives you the right, in the intevest of the Government, and §.«:
so forth, to issue the long term and ghort tem. B
denator Byrd: I think the Seoretary should have that
disoretion, he shonld be able to use his Alsoretion abous
it, as 3enator Brown brought out,
The Chairmant Without objeotion the bill will be

reported out favorably.

(Whe reupon at the hour of 11148 o'clook a.m. the

Committee adjourned.)




