INCREASE IN PERMANENT DEBT LIMITATION

1298 -3
HEARING

BEFORI THE

COMMITTEE ON FINANCE
UNITED STATES SENATE

EIGHTY-FIFTH CONGRESS
SKCOND SESSION

H. R. 13580

AN ACT 1O INCREASH THB PURBLIC DREBT LIMIT

AUGUST 15, 1068

I’rinted for the use of the Committee on Finance

&

UNITED STATES
GOVERNMENT PRINTING OFFICE
30019 WASHINGTON : 19568



GOMMIUMTINN ON FINANOR
HARKRY FLOOD DYRD, Vieginia, Chalrinan

RONERT &, KERR, Oklahomin EDWARD MARPIN, Poutinylvania
J.ALLEN FREAR, Jn, Dolaware JOUNJ, WILLIAMSY, Dolawara
RUABKLL I LONG, Loulsinnn RALPH K, FLANDERH, Vermont
ARORAR A HMATH I Y, Flortdn URORAK W, MALONIG, Noviudn
OLINTON I ANDERBON, New Moxteo FRANK OARLHON, Kansos

PAUL L DOUVALAY, Winota WALLACK 1, DENNEIE, Utah
ALURRT GORK, Fonnosaee WILLIAM K. JENNER, Indfana

Krizankri I, HeminakR, Crlef Clerk
n



CONTENTS

RS N——

Toxt of H., R. 1356K0 . L o e
NTATEMENTH

Anderson, Hon, Robert B, Seeretary of the Treasury; wecompanied by
Julinn 18, Buird, Undor Beoretury for Monetary Affairs; and Dan 'Throop
Nmith l)«-mn,y to tho Beerotary_ . . . . L .. ...

Hinns, ifon. Maurieo H., Director of the Burenu of the Budget . ..

ADDITIONAL INFORMATION

Aotual easlt balnneo and debt Junuary -June 1968, and forecant July 1958
Adune 1069 based on constant, operating cash balancs of $3.6 billlon
(oxoluding freo gul(? (based on tentative estimates—subject to revislon)

Defloit spending, tostlmony re. . . ... . e

Fntimuted leoway under pro|lumml %288 billlon wintutory debt Hmit . . .

Foreeast. of ceash position and debt, fiseal year 1969 . .. ...

Publlo debt subject to Hmit. .. .. L.

Unfted States deposits in New York banks, 1063 to May 1, 1967 . ____.

Weokly statisties on Unlted States deposits (n selected New York banks,
Junuary 1953 to August 1956 _ . . _._._.. e e

Weokly statisties on United Htates deposits in selected New York banks,
August 17, 1068, through Soptember 6, 19656 . . ... .. . .....

Weokly statistics on United States doponits in selected New York banks,
Heptomber 8, 1056, through May 1, 1067 _ . . ...

I'aga






T

SRS

os wiordan

[P i U

S o A

PPV RO < - v

INCREASE IN PERMANENT DEBT LIMITATION

FRIDAY, AUGUST 14, 1058

Uni1TED STATES SENATE,
Commrrrer, oN FINANCE,
Washington, D.C.

Tho committeo mot, pursuant to notice, at 10: 15 a. m., in room 312,
Senate Oftice Building, Senator Harry Flood Byrd (chairman)

presiding,

Present: Sonators Byrd, Korr, Smathers, Anderson, Douglas, Gore,
Martin, Willinms, Malono, Carlson, and Bonnett.

Also present: Jlizabeth B. Springer, chief clerk.

The CiiairmMAN. The committee will come to order.,

I submit for the record a copy H. R. 13580,

(H. R. 13580 is as follows:)

[H, R, 135680, 85th Cong., 2d sesn.}
AN ACT "To Increnso the public debt }imit

Be it enaocted by the Scnatoe and House of Reprosentatives of the United States
of America in Oongross axsembdled, That scction 21 of the Second Iiberty Bond
Act, as amended (81 U. 8, ., s8¢ 787h), I8 amended to read as follows ;

“Sro. 21. The face amnount of obligations lssued under authority of this Act,
and the face amount of obligatlons guaranteed as to principal and interest by
the United States (except such guaranteed obligations as may be held by the
Secretary of the Treasury), shall not exceed in the aggregate $285,000,000,000
outstanding at any one time. The current redemption value of any obligation
issued on a discount basis which is redeemable prior to maturity at the option
of the holder thereof shall be considered, for the purposes of this sectlon, to be
the face amount of such obligation.”

Seo. 2, During the perlod beginning on the date of the enactment of this Act
and ending on June 80, 1960, the public debt 1fmit set forth in the first sentence
of section 21 of the Second Liberty Bond Act, as amended by the first section
of this Act, shall he temporarlly increased by $3,000,000,000.

SE0. 8. The Act entitled “An Act to provide for a temporary increase in the
publie debt limit”, approved February 26, 1058 (Public Law 85-336; 72 Stat. 27),
is hereby repealed.

Passed the House of Representatives August 6, 1938.

Attest:
RarrH R. RoBERTS, Olerk.

The CuairMAN. The first witness on H. R. 13580 is the Secretary
of the Treasury.

It has been suggested that the Secretary read his statement, and
then that the Director of the Budget read his statement without inter-
ru gtion; and that the questions follow the two statements.

enator Kerr., That is they will both read them before either is
questioned ¢

The CrARMAN. Yes. .

Mr. Secretary, we are delighted to have you, sir. Please proceed.

Secretary ANpersoN. Thank you, Mr, Chairman. .
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STATEMENT OF HON. ROBERT B. ANDERSON, SEORETARY OF THE
TREASURY; ACCOMPANIED BY JULIAN B. BAIRD, UNDER SECRE-
TARY FOR MONETARY AFFAIRS; AND DAN THROOP SMITH,
DEPUTY TO THF SECRETARY

Seevetury Anveweon, Mre, Chndrnan and gentlemen, the Peesident
requested on JJuly 28, in letters nddvessed to the Spenker of the
House and the President of the Sennte, that the Congress inerense
the repnlne statutory debt limit to $980 Biltion nnd provide nn nddi
tional temporavy fnevense of $3 hillion to expive June 30, 1000, 11, R,
13580 \\'na'nmsoﬂ by the House on August 6 to eneey ont the Presidont '
request. | am n\»swm‘ing this morning to urge your fuvornble con-
siderntion of this hill, ' ,

U appeared boforo this committeo Inst. Janunry to urge ennctimont
of a bill to provide n temporey inevense of $6 hillion in the statutory
limit on the publie debt. The bill was enneted and approved on
Februney 26, 1908, and provides a temporary inerense "l'mn $27h
?‘\il“im\ to 280 billion until June 30, 1059, in the limit on the public
debt,

When 1 up‘wnwd in January, the neod for a debt-limit. inerense
was predieated on the following Taefors:

L. The fact that eash balanees should be mnintnined at a more
adequate and pradent tevel,

2 There was need for more floxibility to allow officiont and vco-
nomical managentont of tho debt.

3. ven with o balaneed budget there would still bo lnrgo sensonnl
fluetnations in veceipts which would mnke operations under the $275
billion limit most diffiealt,

The budget. estimates on which wo made our recommendation an-
ticipated a deficit for the fiseal yenr ending Juno 30, 1958, of $88
million, and n surplus for the fiseal yenr ending June 80, 1959, of
about $46¢ million.

At that time, it was particularly diffieult to estimato the extent of
the change in economic conditions.  ‘The impact of the recession on
corporate profits, which are such an important source of revenue
and the extent of the duration of the interruption in the growth of
personal income were hand to foresee for n period extending 18 months
into the future.

Tustead of a budget deficit of $388 million for the yenr ended June
30, we inenrred a deficit of $2.8 billion. This deficit. was brought
about because our net revenues amounted to §69.1 billion, ngainst the
January estimates of §72.4 billion, .

Tustead of entering the curvent fiseal year ending June 30, 1059,
with an anticipated budget surplus of $466 million, we are now faced
with an estimated budget deficit of about $12 billion. This amount
is based on estimates of $79 billion for exponditures and $67 billion
for receipts. In giving these estimates we recognize the difficulty of
making judgments this far ahead. They are our best estimates, and
as such, provide a reasonable approach to consideration of the debt
limit. .

This substantial change in the outlook of our fiscal situation for the
current year makes it imperative that we again review the statutory

debt limit. .

BEST AVAILABLE COPY
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Wo enn no longer operate with a 6 billion temporary extension of
tho $276 billion Hmit beennso wo ennnot. look forward tow debt of $275
billion or less on June 80, 1969, ‘T'he estimuted dofleit, will result in
the publie debt. ontstunding on June 30, 1060, of nearly $286 billion,
It in estimatod that. our ensh working bulanes will mi-ount to between
$4 to $06 biltion on that date,

An inevense in the debt limit in neaded even though the genernl
rovonue binlnnee in the 'Crensury on June 30, 1968, smounted to about,
$0,700 million, nu compared to $6,690 million on June 30, 1957, On
June 30, 1968, the gross mmount. of public debt and gunranteed oblign-
tions subject to the debt limit wis $276,018 million as compared to the
dobt aubject to limit ot June 30, 1967, of $270,188 million.

The genernl fund bulanes on June 30, 1968, amounted to about,
$0,760 million, but the ensh working bulance (funds nvailable to mest.
(he dny-to-duy expenditures repressnting bulances in Federal Reserve
banks in nvairlnble funds and in Pronsury tax and losn accounts)
nmounted to $8,0628 million or about $4 billion higher than on June 30,
1067, "T'he lower bulanee a year ngo was due to the fact that o large
part, of the tnx collections i that month was used to retire publie
dobt obligntions,

Theso reductions (of tax anticipation issues) amounted to $3,650
million in June 1957, while in June 1958 there were no maturing tax
anticipation issues, and outstanding marketable public debt obliga-
tions merensed about $660 million,  However, the lower 1957 balance
mudo it necessary for the T'reasury to borrow $3 billion on July 3,
1067, to cover the henvy outlays during July last year. With the
higher balanees on June 30, 1968, the T'rensury did not have to do any
ensh finnneing this July, even though expenditures are expected to
oxcond N-vui|l)m by nbout. $4.7 billion during the month. We are bor-
rowing $3.5 billion in early August for cash requirements of the next
couple of months,

The statutory debt. limit should be amended to give recognition to
the current outlook for the year. During the period since 1954, while
the Trensury has been operating under temporary increases in the
public debt fimit, and public debt. obligations were issued in excess of
the pormunent. debt limit, it could be reasonably estimated that the
excons cottld be repaid from tax collections prior to the expiration of
the temporary increases in the debt limit, and in fact they were. In
the situation we now face, that is not the case. At this point I would
like to direct your attention to the attached chart whicﬁographically
illustrates this situntion,

Mr. Chairman, if you will look at the chart and tables, the first
table indicates the re(rliremcnts of the public debt, column 1 showing
an average working balance of $314 billion; column 2 showing the
public debt subject to limitation with that amount of working balance;
column 3 shows an allowance to provide flexibility in financing and
for contingencies, and the fourth column shows the public debt limi-
tation that would be required with both the operating balance and the
contingencies.

_You will notice that with these two, operating balance and con-
tingencies, there are several periods between now and June 30 when
we come very close to or exceed the $288 billion which we are request-

ing.
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1 should nlso point out that in estublishing the $3.6 billion worth of
working m\nml, wo sheuld benr in mind that, ot curront rates of ox-
penditurs the Troasury is sponding approxinmtely $1.6 billion on

ench b working days,
With incvensod expendituves contemplated for next yenr, theso ex-

penditures would increase,

1t would appear that the only sound course al the present time is
to permanently inerense the statutory limit to $286 billion,

{n addition, n further temporary nerense of $3 billion will afford
us amargin to tnke care of contingencies, « Fuethermore, o regular
limit of $28b bitlion may present. problems to the Trensury hofore the
end of the fiseal year beeause thero nve still substantinl seasonal
luetuntions in tho colleetion of revenues,  We will have to fook at the
dituation again bafore the end of the fiseal year to detorming our
course of netion beyond that. date in the light of developments, When
budget surpluses are again in prospoct, the matter of the permunent
dobt limit enn boe roviewed,

The fignres wo nve using today do not. ineludo any changes in esti-
mated expenditures which conld eventunte duo to recent. developments
in the international situntion,

These developments do, however, point up the need for being in n
position to tuke eave of contingencies,

1 am appending n tablo sotting forth our foreenst of ensh balunces
and outstanding public debt. for the period ending June 30, 1959,
including: uvtm\f fignures for the period from Janunry to June 1958,

('The chart and table veferred to ave as follows:)
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Aotuab-cant batanvo and dobt, Janwary -June 19468, and forecasl, July 1968-o/une
1050, baned on congtant operattng carh balance of 3345 biltlon (ewoluding

Jrec golid)
g‘«, [ Baaedd on tontattve oatimntes  sibjeot to revinion)
i (i billons)
t: Oporating binlanee
: ~ Allowanee to
t,‘ provide flex-
¢ Fedorn] Re- ibliny tn | Tots) publie
) sorve bnsiks | Publlo debt finnnelng dabt Hitn-
- and daepoal. nnl?wt to | and tor oon- | ton regntred
I, tatkes (ox- [ Dmftatlon | tngencles
: clidllng frea
;7 goll)
i Actunl:
a Jan, 16, 100, . o e e 8.7 $274. 1
Jan. . Lo L R P 2.2
" Feh. 16, . e e e L7
X Fob, vt e e 34
A Muor. I8 . 2.4
Mar, 81, ... o1
Apr.Ib, ... 5O
Arr. q0 . 8.4
Mnay 18, . ... 4.0
Maoy 81, Al
Juno db . L L L L .. 2.3
; Juno ... oL ol Ll L 80
§ Esttmntad:
L July b (notunl) . . . . L0 oL Ll 58 . .
5 July 8t . . L Ll 3.6 2718.2 $3.0 $278.2
s- Aug 1 T R SR 3.5 270.5 3.0 .1
) AR AL, e 3.6 210.8 g.() 219. 4
) Hopl I8, . L e 3.8 2.4 () 2.6
t; Bept 800 ... .. . . e, 2.8 275.0 3.0 YL X
1 Oot, I8 .. . e arecceereaisacsane 4.5 28,6 3.0 1.0
3 et 31 ... . e iiiiiiees 4.5 .7 3.0 »2.17
NOV IB. e iiiieaanas ah 280, b 3.0 3.0
3.6 0.8 3.0 3.8
3.6 283.0 3.0 2.0
a.b 21.9 3.0 4.9
g 3.0 43,3 3.0 76,3
3.5 3.3 3.0 26,3
M 3.8 284,32 3.0 1.2
i 3.6 3. 4 3.0 290, 4
4 3.8 244.8 3.0 47,8
fi 3.8 1.8 3.0 44,5
3.5 283, 4 3.0 240, 4
} 3.6 24,8 3.0 215
4 a.b 2684.9 3.0 241.9
H 3.8 2882 3.0 8.2
! 3.5 27,2 3.0 20,2
] 3.5 283.0 3.0 288.0
b .
3
: ; ) Blg}u}ggg dobt liinitation of $276 hilllon was temporarily Increased on Feh. 28, 1958, to $290 billion unti |
3 une 30, ,

q NoTk.—Whon the 15th of s month falls on 8aturday or Bunday, the figures relate to the following huiiness
wy.

30010 0—58——2
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Forcecaat of cash puattion'gnd debt, flseal year 1000
{Based on tontative csthinates: - Subjeet to rovislon)
[Tn biltlons)

Jul Bap. No. Deo- | Bulitotel

10 August] tember [Oelober] vem- | cem- {July-Do.

bor her oomber

‘hmun in m‘uoml fund balanee. ... ..., d 4] 4013 -Le -w 1] -8 411 -8.4

Qenernl fiid balanee at beglundng . . .. 0.7 b 0 0.2 40 4.7 3.4 0.7

Generad fund balanoe at e ... .. 8.0 6 'J 4.4 4.7 3.4 N ) 4.5
()wmmm msh lmlnnm n\t onul (lm\lmllng

Rold)Y, 48 8.4 4.0 41 4 3.9 3.0

Pubtio dobt nuummnnu o T Y -

Ih\ahm ng. e e e ] T3 2189 WBB| N4 0.2 ) 280.0 270.3

Change. .. .. ..o -4 4290 ~2.4 —mn -.21 4219 489

Knd. e ] T8O 2788 2704 28!)'2 W.O 282.2 3.2

n«m auhjmt ol e 8.0 B.A| T0.1 m 0 m.7 | BLY 281.0

.
Midmonth figura:
LX) 3.0 29|..........

Operating cash balance (Includinggold)t, 0.0 8.2 3.2
Debt subeet to lmit. .00 W7 MR W03 M0.3| WG| WO[ ...
January] Fob. | March{ April | May | June Totol
1089 | runry
Change in goneral fund balanoo. ........ -{-I.’l ~1.0] -L7| 40.2| 41.4] ~0.2 —~4.8
Qeneral fund hatance at beglanterg. ... ... 0.2 5 2 3.8 3.7 8.1 0.7
Qeneral fund batance at end. 6 2 5.2 3 8 3.7 5.1 49 4.9
()pomtlmz cash balance at end (lnoludhm
BOW) Yo it eiaaaas 5.8 4.0 2.0 3.0 4.8 4.2 4.2
PRS0 P53 Fob hlh b3 AUnh ] PNl S | e R3-SR bR AR A QS ¥ hSat Rasba § & AL IS
Publie debt oummullna
Regtund un e areeineeeael] W2 2882 41 280.8| 43.9| 280.1 210.3
Change. . +3,0 «8 -3.6f 31| 422) ~28 +1.38
Ead oL 2&52 2844 200.8 | 243.9] 286.1 ] 243.6 3.0
I)«ht 1uh)ccl toltmlt ... ............. 54.0 284 1 280.6 | 243.6 | 285.8 ] 243.3 283.3
Midmonth figures: R B T o
Operating cash bulance (Including gold)t. 5.7 3.4 2.8 4.2 3.8 23
Debt subject tolimit. ... ... . ... 5. 01 837 M7 WIT| 2848 2858 ..........

n— e (R — PO

' This balanee dmm fmm the general fund balance ae it tncludes only Treasury acoounts in Federal
Reserve banks (collected), Troasury tax and loan accounts, and gold in general fund,
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Secretary Anoreason, Hf T umy, one moment, Mr, Chairman, vefor to
the second table, under the heading “Public Dobt Outstanding,” the
figure indicates the nmount of public debt that: will be outstanding
nt the beginning of the month,  "The second figure indientes the chango,
and the third figure indieaten the debt outstanding at the end of the
month,

Then the last Hine indientes the midmonth batanee,  So that you
have the beginning, the middle, and the end of the month and I should
suy that even in this Ih-day period there ean be wide fluctuntions
of several billions of dollaes,

Thank you, Mr. Chairman,
The Cramman, The next witness will bo the Divector of the Budget,.

who will make his statement and then the witnesses ean bo oxnmined
by the committeo. ’

STATEMENT OF MAURICE H. STANS, DIRECTOR OF THE BUREAU
OF THE BUDGET

Mr, Srans, Me, Chairnan and members of the committee- - -

Senator Marone, Mr, Chairman, are wo going to ask the distin-
guished Seemtary of the Treasury any quostionst

The Cuamrman, Both of them will‘rm usked but it was suggestod wo
will got the whole picture before ug and then examine the .guvrutnry
of the T'reasury and the Divector of the Budget.

Senator Maronk,. Who is our second witness?

The Cramman, The Director of the Budget, Me, Stans,  He i
looking at you now,

Senator Maronw, 1 have seen him before, but 1 do not have any
pleasant recollection.

The Cunamman, Qo ahead, Mr, Stans,

My, Stans, On June 12, when 1 last testified before this committee,
I smumarized the prospective budgetary situation for (oo fiseal yonr
19560 as it then appeared.  Since the budgetary outlook is directly
related to congideration of H. R, 13580, 1 propose todny to bring the
1959 budget outlook up to date. '

Last January, the budget estimates indicated total expenditures of
$73.9 billion for this fiscal year. It now appears that spending will
be substantially higher than that amount, and probably will reach
K79 billion.

Of conrse, it is impossible to prepave precise revisions of the expend-
iture estimates before the close of the congressional session, At pres-
ent, for example, some major appropriation bills for fiseal 1959 have
not yet been enacted.  Moreover, n number of substantive bills are still
pending before the Congress which could affect significantly the tatal
expenditures this year,

However, many changes from the +anuary budget can be reasonably
estimated at this time. These changes can be grouped in several
categories :

First, defense: Expenditures for military functions will be up by
about 500 to 700 million dollars from the budget estimates, taking
into account recommendations by the administration for added
authorizations and also the military and civilian pay raises which
have been enacted. This estimated increase is in nd(llitlon to the $500
million that was included in the budget for defense contingencies.
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Noxt, ngriculturo: It now appears that ngricnltural programs will
cont. roughly n 'h‘l"'I()ll ane a half dollars more than was anticipated
lust .Jnmun']y. Phis fnevense roflects varions factors such s the ex-
coptionnlly Inrge whont erop and changes in the ontlook and progrums
forexports, :

Thivd, housing: Under the housing legislution enncted enrlier in
this session, upmuluui for mortgnge purchases nnd for divect housing
lmn‘m to votoranm could be more than $1 billion ahove the budget,

Fourth, unemployment benofitu: Advances to States under the tem-
porary progeam for prov ding supplemental unemployment. compensa.-
tion to workers, combined with higher oxpenditures for unemploy-
ment benofits to vetornns and former Foderal employees, are estimated
to inerense the budget by $600 million, '

I'ifth, postal service : The ennctment, of pny raises higher than rec-
ommended nnd tuking effoct. nt nun enrlier date, together with postage
rate inereases which fall short of the President’s l'm,'umn‘mu(snti(mﬂ‘
will result in n postal defieit this year which will be a half billion dol-
lnes greater than estimntéd in the budget,

Sixth, the fzunm'ul entegory of other inerenres: A numbor of other
programs will cost. more than originnlly expected.  Pay of civilian
employees outside the Defonse and Post Oflics Departinents will be
highor than budgeted beenuse the pay rnise was higher and most of the
retronetive pnyments were mnde in fisenl (959, Construction pro-
grams of the Corpy of ngineers and the Department of the Interior
have heen Hp(-mlmll np and some construction of the General Services
Admin'steation has been shifted from leasos-purchase to  direct
finnncing,  Other inerenses huve been ennceted for aid to schools in
foderally affected nreas, health vesenrch, hospitals, smndl-business in-
vostment, and veterans' programs. ‘The National Aeronnutics and
Sprea Administration will have n Inrger progiwin than its predecessor,
and supplemental appropriations are pending for atomic energy
postal constrnetion, ¢ivil defense, overseas information activities, and
other items, The overall effect of these various increases is about a
hillion dollars.

Finally, reductions: A decrense from the January budget seems
likely for interest on the public debt. The amount of appropriations
for mutual security programs reported in the Senate 18 somewhat
holow the budget nlso, but the effect on expenditures would not be as
much in the first year as the change in appropriations. I think we can
catimate these two reductions in round figures at nhout one-half billion
dollars,

Beyond these eategories, other legislative items that would add sub-
stantinlly to the budget have reccived some favorable action in the
Congress nand are still under consideration. For example, the housing
bill reported by the House Banking and Currency Comumittee would
incrense nuthorvizations more than $1 billion over the budget. There
are also bills for unemployment compensation for peacetime veterans,
aven assistance, minerals stabilization, waste treatment facilities, air-
port construction, public nssistance, and educational television, which
propose to provide authorizations not budgeted or to incrense budgeted
amouants, These examples, which do not at all exhaust the list, could
increase authorizations for fiscal 1959 hy as much us $2 billion, and
would also provide further nuthority for succeeding years.
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I very much hopo that final netion by the Congress on these billy
will not. roquire expondituren boyond  those vecommended by the
administeation,

However, with som allowance for the uncortnintlon volnted to this
pending legigtution nnd other matters, 1 beliove it rensonnhlo to expoet
that 100D oxpenditures will excead the budget by $b billion, thoreby
mnking the total ahout. 70 billion,

The 'Trensury and the stafl of the Joint. Committes on Internal
Rovenue "Taxation estimate that our revenues will nmount. to ahout.
K067 hillion,

"Thus the present outlook is for a budget defleit in the genernl magni-
tude of $12 hillion,

Uhope that we will be able to keop expendituren holow' the $70
billion we cuvvently estimate,

L hope that revenues will exceed the prosent. estimnte of $67 hitlion,
T hopathat the defieit will taen ont to be loss than §12 billion,

But we must vecognize that thore are many uncertnintion in estimat -
ing expenditures and vevenues this far in advanee, 1t is posnible that
the netual deficit could be even higher than we now foresoee.

1t ix my belief that the debt limit should bo high enough to provide
for these oxpeetations, and shonld also allow for seasonul varintions
in tax colleetions and for fQexibility in managing the debt, 1 there-
fove endorse 1, R, 18680, which would provide a permanont limit, of
2R billion, witha temporary inerense of $3 billion nbove that nmount,

The Craesan, Thank you, My, Stans,

The chairnman would like to vend this statement,

When Congress convened in January it was told by the ndministen-
tion that the budget would by victually balanced in the past fisenl
vear and that there would be n surplus in this flseal yoar.  Actunlly
there was a $2.8 billion deficit in the Iast fisenl yenr ending June 30
and another deficit of $12 billion is anticipanted in the present fikeal
year,

The administeation has usked for 2 debt coiling ineronses in a period
of 6 months aggregating $13 billion, making a total debt limit of
RI8K billion, :

The Secvetary of the Treasury has indieated that he may have to
ask for another debt ceiling inerease when Congress convenes in Jan-
uary.

This unprecedented deterioration of our fiseal condition in n brief
space of 6 months should shock every American into n realization
of the perils that confront us.

Deficit spending will promote sevious inflation and if continued
will destroy mueh of the presont purchasing power of our existing
H0-cent dollar.

The Budget Divector anticipates an $80 billion expenditure budget
this fiscal vear, and this will continue. Tn § years it is predicted wo
will spend $400 billion. On the basis of the present revenue thero
would be an accumulated deficit of $65 billion in the next h-year period.
The debt then would approach $350 billion, .

It is evident that we have a runaway budget and little effort is
being made by either the administration or Congress to control it. -

I have discussed this matter with the President, who has expressed

his deep concern.
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As chaleman of the Joint. Committes on Reduction of Unessentin
Exponditures, 1 am proparing w memorandum for him ueging that
all oxponditures in the new hudget now in proparation b reduced,
inulm'hl thoso for prograoms and projects which may b desienble but,
not. abrolutoly essentinl, - Wasto and extravaganes in overy heaneh of
the Fedornl (Government. should be oliminuted,

Unloss we change our conrvse, wo are going to cortnin disnstor in
our fiwenl sconomy,

When the Ameriean dollar goes down, then the currency of the
world collapsen, Drastio action will be necensnry to prevent, this renl
disnster,

Now, Mr, Secretnry, 1 nm going to mnke my questions brief bo-
canso the membors u{y the committes have other mestings,

I am somewhat, mystified ay to why it was, that 6 months ngo, s
bulnneed budget predicted in the Inst fisenl yonr, and this year, and
now wo found that the nggregate of the dolicits appronches 16 bil-
lion. Why was it that lﬁu estimutes given to the !Zungnmn in Jan-
HILEY WORO KO OPPONCOUR ¢

Socrotnry Anvenson. Mr. Chairman, there is nlways o very groat,
hazard in trying to anticipnte both the direction which the economy
will tako and the nmount. of revenues which are going to be derived
under the divection which the economy is moving, becntisg one must
romembuor that the amount of revenue collected does not always move
in direct proportion to such things nw gross nationel product,

In the instance of corporntions, for exnmple, which are very im-
yortant. to our enleulntions, any decline in profits, quite apart in some
imstances from volume of budiness, nre exceedingly damaging to our
rovenue estimntes,

Now the deficit which has ocenrred at the end of this fiscal year is
essentinlly brought about by n decline in revenues,

In Janunry wo estimatad there would be $72.4 billion of revenue,
‘I'he revenues which have been collected thus far nre $69.1 billion,

Most of this is in the nren of personal incomes,

Now, the deficit. which is nanticipnted for fiseal 19560 is represented
gmmmfly by u decline of $7 billion in estimated revenue receipts, and
about $5 billion in increased expenditures over the budget estimates,

The Chamsan, Weren’t those conditions that brought about the
reduction in revenue more or less apparent in January ¢

That does not. happen overnight.  We go back 6 months or so in
collection of our taxes,

Secrotary ANpERSON. One———-o

The Cuaimman. There was nearly as much recession in January as
there was in February and March. T just do not understand why,
under the conditions existing at that time, you overestimated the
revenues 80 much,

Secretary Anperson. Well, very frankly, Senator, I point up again
that one has to—if one looks by {)indsight it is always easier to see
where your mistakes have been, but when one tries to anticipate what
i3 going to be a decline in corporate profits, and the rate of corporate
profits, one just eannot make precise judgments, and a fluctuation of
several billions of dollars is not an wnisual thing,

The CuarMAN. That decline had already occurred in the latter

part of 1957,
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Secvotary ANoperson, Thero had beon some decline in 197,

The Cuamman, Apparently there had been no considoration given
to that decling,

Secretary ANpruson, Thore was considoration given to it Sonntor,
but. frankly, the decline in profite was grenter in the flest half of 1958
than we anticipnted, nnd- -

The Cnamman, You actunlly estimated in January o $8 billion
inerease in tax receipts, did you not, ns compared to the previous
venrsy

Seeretury ANperson, Yes, wo did.

The Cuamman, Yot the vecession started- -—

Secrvtnry ANbrrson, ‘I'wo billion,

The Cuamman. The recession started nbout September or October,
| Seeretary ANvkrson, Well, it cortainly started baek in the fall of

TR
The Cramnman, And business conditions of corporations nre re-
flected a vear Inter in the taxes,

That is correct, is it not.§

Secrotary Anperson, That is correct,

The Cuamman, That is a great. portion of taxes, are not. paid cur-
rently.

Secrotary ANbersoN, Yes, sir,

The Cramman, Without being critical, and you know of my great
respeet and admiration for you, I just think that that was quite an
crror $15 billion over 2 yenrs? ,

Secretary ANvrrgon, 1t was about a break even, sir,

Senator Krer., A $400 million deficit for this year and four- or five-
hundred-million-dollar surplus,

The Cuawman, That is approximately what T said.

Secretary ANpERrsoN, $1 lnl‘im\ change,

The Cramman, That changed to a deficit of $15 billion,

Secretary ANpeErsoN, Over the 2 years,

The Craraan, Over the 2 yvears,

Secretary ANpErsoN. Yes, sir,

The Cuamman., Well, that is a colossnl misealeulation. T have
been keeping up with these things for 28 years and I do not remember
A greater error,

Secretary AxprrsoN. Well, sir, T would like to point out to the
Senator that even using the best data that we have, and the best ealcu-
lations we have, we are still in 1958 revising the figures we thought
were earned as corporate profits back as far as 1955,

Recently, in July, the Economic Indicators pointed out that in
1955, we earned $44.9 billion,

Senator Kerr. Isthat corporate?

Secretary AxnersoN. Corporate, when as a matter of fact prior to
that time we had considered we had earned $42.5 billion or an increase
of §2.4 billion.

In 1956 it was estimated that we had earned $43 billion. Tn the
July revisions we determined that we earned $45.5 billion or an ad-
justment of $2.5 billion. |

Even for 1957 it was estimated at that time sve eained $41.2 billion.

In July of 1958 we have revised it upward by $2.2 billion—— '

Senator Kerr. $44.3 billion?



4
1
B

8 st il T PN

Sfen

&

T AT e PRk

Sk

S ledss -

T PP 5 35 50

POERER o Dtk RIE el B o, s

W
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Secrotnry ANorison, Bog pardon {

Sonntor Keun, $44.8 billion ¢

Socretary ANperson, $48.4 hillion,

Senntor Kenn, Yos.

Socretiury ANpenon, From $41.2 hillion to $43.4 billion, this wns
in 1967,

The Cramsan, Was the fact that the administration in Jununry
did not vecognize thore was a recession the renson that you did not,
reduce_your estimates then?  You could have reduced the estimntes
then although the budget was made up in October and November.,

Socrotary ANpersoN, Yes,

The Cuateman, But even in Janunry, 1 think yon said the same
surplos would exist.  But. I would not press that hecnuse it is water
over the dam,

What I am concerned about very much is, When do you think and
how do you thinl the budget can be balanced agnin?

Secrefary Anvenmwon, Well, Senator, the only way that the budget
enn be balaneed is by reductions of expenditures or by increasing
revenues or both,

The Criiamsman, Now assuming that we have morve inflation, and T
nm one who balieves we are going to have it, especially if we continne
this deficit spending, won't. the inerense in revenne be absorbed by the
inflated prices the hovm'mmmt will pay for what it buys?

Secretary AnpensoN. That would depend, of course, on the extent

of the inflntion. o
The Cnamrman. Do you think these continued deficits will stirnu-

Inte inflation ? .

Secretary ANpersoN. A deficit is certainly on the inflationary side
and n continuation of deficits would be more inflationary than a
single deficit,

1 think what this country has got. to realize is that it must pay its
hills, and that whatever is required we must not allow either inflation
or deflation in this country to run a ruinous conrse,

The C'niamsman. A deficit of $12 billion, if continued, would certain-
ly be very inflationary, would it not ?

Secretnry AnpersoN. 1 continued; yes, sir,

The C'uamman. And that would offset any increase in revenue be-
;wmsu the Government then would have to spend more for what it
nys, :

g‘lecremry Anperson. Well, I would like to reply to this categorically
because I do nbt know how much the inflation would increase,

The Cramsan. Inflation reduces the value of the dollar and there-
fore dollar appropriations won’t buy as much.

Secretary AnNpersoN. That is correct. ,

The Cuamman. In your judgment what prospect is there for re-
ducing the Federal expenditures?

Secretary AnpersoN. Well, Senator, I will say that this is not a job
simply for the Treasury. This is a job for Congress, it is a job for
all of the Departments of the Government.

I should like to point out that if one takes the appropriations and
expenditures for defense, mutual security, for inteyest on the debt, for
all veterans benefits, and for atomic energy, we are talking about
approximately 83 percent of what we spend, and the remaining func-

30019 O—58——3
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tions of the Government ave enved for by approximately the rémaining
17 percent,

Senator Kenr, Which nmounts to what. in torms of dollnes$

Secretary Annrwson, Wolly it wonld be -+

Mr. Srana, $13 billion to $14 billion, necording to the Jununry
budgoet estimate,

Socretary ANpERsoN, 1 think one simply.--~ -
The Cuareman, Tt is true wo have a joint vesponsibility, 1 agreo

with you on that.  But isn't the Girst stop on the proparation of the
budget taken in the axeentive branoh ¥

Secretary ANvrrsoN. The executive branch has the responsibility
for the proparation of the budget and submitting it to the Congress

ns recommendntions: yes,siv,
The Cramman, That is u first step townrd reducing oxpensos.

Seerotary Anperson. Yes,

The Cnamman, So the responsibility for initinting reductions vests
primarily upon the executive branch when it propares the budget.

Secrotary Anvrrson. The administeation cortainly has the fivst. re-
sponsibility in propaving the budseet.  But 1 would cortainly sny that
any effective veduction of expenditures has to ho n cooperative offort.
between the-—---

The Cuareman, Fvervhody recognizes that,

Secretary Anprrson, Between the Congress and the Administration,

The Crameman. T am speaking of the fivst responsibility.

Secretary Anprrson. Yes,

The Cuairman. 1f these deficits continue and apparently you think
there is great dificulty in roeducing expenditures beeanse 87 percont-——

Secretary Annerson, Eighty-threo percent.

The Cuamman. Are untouchable, T do not agree with that. You
inchude foreign aid in that 83 percent, and T think the time has got to
come when we have got to stop supporting nations abroad out of
borrowed money.

Wea have added $62 billion to the public debt of this country in or-
der to give away in these programs abrond and T think we have got
to do something about. that.

Now suppose wo cannot reduce exnenditures or rather we do not
reduce expenditures, T think we can. Wounld you adveeate an increase
in taxes to balance the budget ?

Secretary ANDrrsoN. Senator, let me say in response to your ques-
tion, first, that in outlining these five arens in which the major ex-
penditures accur, I do not by that method purport to suggest that
they are untouchable. T simply point out that in the world of ten-
sions in which we live, and considering the nature of the items which
are involved, that one must appreciate the difficulties that are asso-
ciated with the realization of balancing the budget.

Now with reference to the second aspect of the auestion, I am not
at this moment prepared to say what recommendations we would
make with reference to our tax structure. :

I will say that T believe that the country must take into considera-
tion and be willing to evaluate all courses that are necessary or may
become necessary to assure that inflation in the country does not im-

pose a ruinous course upon the country.

-
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The Cuamrman. And you think a £12 billion or $10 billion deficit
ovor a soricd of yonrs would cortainly be inflationary, there is no ques-
tion about that.

Socrotary ANpersoN. I am cortain of that.

The Criairman, 1 want to insort in the record quotations from wit-
newsos who testified before this committeo, including Secrotary Hum-
phrey, Mr. Bornard Baruch, and othors, to the effect that deficit spend-
ing was porhaps the most m‘lutionnry of nll.

?The information reforred to is ag follows ;)

OFFICTALR 0F TRADE AND BUHINEHE AHBOUIATIONH

Quentlon 14. How much of a factor In your opinfon han defieit spending by
the Federal Govermment since the end of World War 1 been in contributing to
or promoting lnflation?

1. (Mr. Brinkman:) It appears to ho ruther conclusive that defieit spending
aince World War I1 has been a factor in conteibuting to inflution by exerting
pressiro on g tightamoney supply, which wan during a perfod of our economie
history when congumers woere competing for relntively searee gomds and services,

2, (Mr. Farley:) Dofieit wpending by the Federal (Government has been n
nigultieant, though not the only, factor contributing to inflation aines the end
of World War ILI. Lax fikcal pollelen tied In with looke monetary and eredit
pollcles wore onpocinlly conducive to Inflution In the immediate postwur years,
Budget surpluses, reduction of the Government debt, and credit reastraint were
not sufliclently pursued.

8. (Mr, Lightuor:) The ¢:tal defleits from 1040 through 1046 were $210,027
millton. Here ig the source of the inflationary conflagration that could not be
oxtingulshed. In the 11 years 1047 through 1957 there were 6 defleit yeurs,
with a total deflelt of §25,600 milllon, and H surplus years with a total surpius
ntl lﬂﬁ.ﬂ(m milllon, The net budget defielt for the 11 years was therefore $0,79)1
milllon.

Nuperflielally it would appear that a net total defleit of some $0.8 billlon over
an 11-year perlod would be Inflationary on net balance. But there were 2 wur-
plus years at the beglnning of the perlod (1047, 1948), 2 at the end (1666-57)
and one in the middle (1961), The surplus years prevented the defleits from
having an uninterrupted influtionary effect,

4. (Mr, Patton:) With the now acknowledged multiplier effect of a balanced
budget in the framework of properly structured taxation and Government pro-
grams, there {8 no need for n hudgetary deficit,. However, deflcit spending can-
not be glven the major blame for price inflation during the past few years.

8. (Mr. Shuman:) The real basis for our postwar inflation was lald during
the war when truly enormous deflicits were financed to a large degree by selling
honds to the commercial banks. While postwar deflcits have contributed to
infiation, this contribution has not heen a major factor in comparison with the
rise In the public debt which took place during the war years,

¢. (Mr, Talbott:) Defleit spending since World War II has not been the
chief cause of postwar inflatton, but deficit spending during World War II was,
without doubt, the biggest single cause of the tmmediate postwar inflation—
especlally rapid increase in prices during the perlod 104548,

During World War II Federal defleit greatly Influted the money supply. In
additlon, wartime borrowing from the Federal Reserve System and commercial
banks added greatly to bank reserves and the lending capacity of the banking
system, and thereby made possible a further increase in the money supply by
# multiple expansion of bank credit.

It should be pointed out that rapidly rising Governme:ut expenditures, even
though covered or nearly covered by taxatfon, may create excess demand and
Inflationary pressures. Given our present tax structure, inflation of prices, and
incomes increnses tax revenues more than proportionately and helps to cover
growing Government expenditures. To be sure, such a process also raises the
costs of Government, too, but where there is a lag in Government spending,
deficits in real terms may be concealed for a time by inflationary finance. In
other words, inflation may precede a deficit rather than follow it during a period
of rapld mobilisation when future commitments of Goveroment are increasing
sharply. :

Dl})rﬁxg the inflation of 1956-57, current Government deficits could hardly be
made a whipping boy since cash surpluses were achieved in those years.
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Inflations are complox phonomena, Governtent deficlts are only one ole-
et o a glven situation, though at thiwes they wmay be the cruclal eloment,
banks or the bunking system

Cortaluly, contintous defleits financed by centren
will produce advanced Inflation,  Hiatorleally, natious have taken this route to

avolld the hard political problemn of honest publie finance.
EXROUTIVER OF CORPURATIONH

1 (Mr, Adama:) T think 1t (s diteult to measure the inflationary lmpnet of
poatwar Treasury defleits,  Warthme spouding probably caused the Initinl tn-
flationary surge,

A lavge Treasury budget and high tax vates ave In themselves nflutionnry ;
they reduce the volume of anvinga and foreo Ineronsed bank credit which in turn
Inereasea the mu\g)ly of money.

2. (Mr. Belre:) Deflelt apending by the Foderal Government sines (he end of
World War 11 was not a significant contributor to inflatlonary prossures oxcopt
an it wan assocluted with wartime oxpenditures In 1062 and 1058,

3. (Mr. Reker:) Divectly, defielt spending by the Fodoral Qovernment has
not been & major factor among the forces conteibuting to monetary oxpansion
qlurln? the pertod since World War 11,

Indirectly, Government defleits did conteibute to  inflatlonary pressures,
Flnancing of Qovernment defieits by tindividuals and businesses abrorbed fundu
which might otherwise have gone to flnance o portion of the requirementa of
private enterprise which were financed by commerclal bankn, -

4. (Mr. Fitsgerald ;) On balance, dofiett spending by the Federal Government
over the past decade has not been ecarvied out on a seale to contribute grently
to inflationnry pressunres,

B (Mr, Gund ) The defleits duving the Korean war had an effect on rising
prices during that perlod.  Little effect alnce thon, except through spending for
military hawdware which furnishes protection but I8 not available for civillan
economy,

8. (Mr. Jarvia:) Defleit spending han of course heen a contributing factor,
However, much of the defleit spending that has shown up fu the past decado
fn the form of tnflation wan actually spent or “planted” during the war itkelf.

7. (Mr.Jerome:) Defleit apending by the Federal Government ginco the end of
World War I1 haa had some {uflationary effect, but the great increase in debt
during thia period has been tn private debt,

& (Mr. Keener:) Federal Governtent deficits have not been n major factor
contributing to inflation since World War II,  As a whole, during thie perlod
there has been a surplus,  This does not mean that governmental apending and
taxing prograts have not encouraged infintton,

9. (Mr. Leftwich:) It would be diftienlt to isolute Federal defleit spending
since World War IT aa 8 main inflationary force. Fedoral defteit finanelng un-
questionably contributed to tnflatlon pressures, but it was prebably more of a
plece with other dirvectly related causes such as farm price supports, ete.

10, (Mr. Livingston ;) The compuaratively modest rigse in the Federal debt in
the postwar period compared with the war years, and the approximate bnlance
in the number of budget defieft and surplug years, suggests that the postwar
fnflation must be attributed mainly to the very large volume of deficlt war
financing.

11, (Mr. McConnell:) The high level of Federal spending for goods and
services has in itself contributed to inflation since the type of goods and services
needed most were in competition with the booming sectors of private demand
for raw materialg, skillead manpower and productive capacity.

12 (Mr. Smith:) On the whole Federal deficit spending has been a minor
factor in contributing to inflation in the postwar perfod. Much more of a factor
contributing to inflation waz the huge Federal deficit of World War II. A
second factor contributing to inflation was not related to the deflelt, per se, but
to the sheer sixe or weight, of Federal expenditures for final goods and services
produced by the economy.

18 (Mr. Symes:) Deficit spending, in the sense of the Federal Government's
spending more cash than it received, has been a minor factor, The huge
increase in the money Supply which contributed to the postwar inflation was

created by deficit inancing during the war.
14. (Mr. Odell:) The Federal deficit has been a factor, but in recent years

it has not been a major factor, in contributing to inflation.
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HooNOMINTS AND PROFEABIRS

uestion 14, How muceh of a fuctor in your opinfon as deficit sapending by this
Federal Governmoent slnce the end of World War 11 heen In aomrlbutrug to or
producing inflation ¥

1, (Mr, Kllins) Nogligibly. Budget deficits since World War 11 have not been
auffietent to aeconnt for Inflation,

2, (Mr. Tnnley :) The total cnsh defielt fn the defieit yoars 1649 and 1052-0i
amounted to $10.8 bllllon--In curront pricos, total gross natlonal product for
thene 12 cnlendap ﬂyonrn nnum?utml $14,K80 hingon, Deficita, theretora, regne-
sonted lesn than 0.8 percent of fncoms over the entire perlod, ‘The deficits, per
e, thorefore, hardly represent a major factor in the postwar infiation,

#. (Mr. Haberlors) I do not think that deficit spending by the Federal (Jov-
arnment since the end of the war han been an important inflationary factor, Hut
it eanniot bo donfed that the Wrge slze of the budget (even if balanced) and the
faet that the Qovermment In rendy to fneur a deficlt in perlods of depression so
an to counternct the deeline In output and employment in, at least from the long
run atandpolnt, o highly lnflatlonary tacior,

4. (Mr. Loavey!) Incrensod Qovernment spending in inflationary frrespective
of whether the budget 1s baloueed or unbalanced. Defleit spending meroly post-
pones the ultimnte adjustment since it has the offect of running presses to print
money.

Our oxpertonce ainee the Korenn war wan demonstrated the follacy of belleving
thiut there In iny correlntian between inflation and deflation and between hudget
surpluses and deflelts,  In the so-called constant-dollar perlod of 1051-60 there
was o hudgel deflelt every yoar with a total deficit for the 4 yenrs of approxi-
mately $21 billlon, Actunlly there was a continuing inflation during the period,
which was hidden by the decline in farm prices. In the years 1056 and 1907
the country exporlenced the wharpest inflntion n the postwar period even thoigh
budget surpluses were shown in both yenrs.

65, (Mr. Leo:) In the perfod since World War 11 there 1n Ittle evidence that
Government deflelts, por se, have contributed in materlnl ways to inflation, 1t
14 rather than Government surpluses have been reduced In tines of inflation when
Government surpiuses should, in fact, have heen Increased,

6. (Mr. Bumuelson:) Postwar fiscal polley han on the whole heen well devised,

7. (Mr. Thompson:) Deflelt upending by the Federal (overnment since the
end of World War 1T haw contributed to inflation by indirectly encouraging more
“:,W"m:‘m in the private sectors of the economy than wonld have heen Hkely
otherwise.

8 (Mr. Whittlesey :) Deflelt financing since the end of World War 11 was
not a slgnifieant factor in causing infiation, The inflation in this period wan
malnly the delayed reault of developments that occurred during World War 1
and factors resulting from the Korenan war.

f. (Mr. Yntema:) Deflelt spending by the ¥ederal Government since the end
t')fﬂWurld Whar I1 has not been an important factor in contributing to or producing
nflation.

The deficit finaneing of the Jovernment that occurred during World War H
dtd, however, have n major inflatfonary effect In the postwar period. The in-
flntion of 1040-48 was primarily a reaction to the excess money and near money
thnt wns created hy Government borrowing during the war.

The following I8 an excerpt from the comiments made by Mr. Malcolm Bryas,
President of the Federal Reserve Bank of Atlanta (p. 118 ot the compendlum) :

“he principal problems of the postwar period have been the direct resuilt of
fiscal inadequacy in the war period, when far too much reliance was placed on
borrowing, especlally through bank credit, and far too little rellance was placed
on taxation and on borrowing the aavings of the public. The resulting expansion
in the monrey supply brought in train au almost inevitable inflation, to which
most of the postwar economic problems are directly and importantly related.

“The adequacy of the fiscal system to meet the expenditure requirements of
the Federal Government, however, is not the whole test of the system’s long-ran
economic soundness, ‘The size of the tax take, and the sources on which Jevied,
may be having an fmportant effect on the monetary savings available to the
American economy, and may exert an infiationary pressure by promoting the sub-
atitution of bank-credit expansion for real savings.”
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The following nee excerpin teom the testimony of Denn Oligeles O, Alhott with
ronpiect 10 the elfeel . thad dettelt Buanchig haa on tnflation

COUPIN Feol part ¢, &mm« WiNl4 '
Iy Anrorts Dottolt Annneing ceenton inflationary prosmures, Mo doos 1nept

debt manngement, 1 I the Job of the Pedert] Rerorve to conntornet presstives
thnt avine Ceom these divoetione Junt an wuch ae 1 I to offeet the t'mmw‘llmu'vn uf
overnpetdiige or speeiintion by private petronn and bustnega concerns,”

Hxcerpt frot pret O, page K6

RS O AIMAN, * ¢ * L aanime you vegnrd dofloltn an inflationnry,

S Auroy, Patontially diationaey.  Nomstimon inmedintoly inflnttonary-- -
alwayn potontindly tatlonary, 1 depondr D pact on how the debt (e iminaged,

Phe OuatMan, T the pertod frain 1D (o dute we have loal B8 conte of
the mwhnnlnr wer of the dollne amt lve Inevenssd out debt very henvily,
Th yort think deftelte hive hoow one of the mnin facotors i befngiog nbont hat loss
of the pricchuntng value of the dollnry

"I, Aot Yew, 1o, ¢ ¢ oY

xcerpt from part 6, ‘mms P
Toamnver (o g question by Senntor Maetiy, Dean Abbott hid the following

to mad ! U would say e the flvat place thint detiolt. apending will mnke monre
dirtienlt the control of Inftation,”

L

The following oxcorpta wore taken from the comments made by Mr, Oarl 10,
Allen, prosbdent of the Bedoval Rorerve Wank of Obteago (p. 118 of the com.
petdium) ¢

1 AR lwportant. to note that the huge s regudred for Anunclng the wae
were vafasd In lavge part by methods whiteh produced rapld oxpanston of bk
eradit atd the wonoy supply.  Unfortunatoty, only 40 peveent of the funde ob
talned were ratred through taxatton and un excexmive portion of the batanee
warn dortved from the anle of secuvltion to conmmerelal bunkiog inatitutions, re-
anlting In crention of new wupplies of money,  "he expunslon of innk eredil
and purchaning power eonteibuted to the buying power of our poople i the post-
war pepiod and to the intinttonavy pressuven whileh, held tn aboyanee tn large
paet by warttime vegulations, becamoe active whien those vegulutiony were vo-
moved,

(% HS of the compondium) @

e of your guestions siggests that the growth of preiviate dobt tn recont
FoRTR may Tave become a theeat to the stabitity and vitulity of the Amorlean
covnomy, 1 bolleve that (o be the cane, and 7 wounld inelude publie dobt an well
hocanwe that fa the debt of the people Just a8 surely as thele own privite debta,
They muat buth be serviced and pald out of private income,”

{120 of the campeadinm) ¢
wAx wentioned carlior in this ettor, we have suffered griovously from infin.

ton in the past 20 years, and, while inflatlonary pressures up‘wnr relatively
Inactive at the woment, thele reaurgence is an ever-present possiblity nad souree
of anxtety.  Qovernment deflelts under sueh conditions are, of course, undestr-

able.”

Excrrirrs Froae M. BARUOH'S TEATIMONY

Mr. Baruch i his prepared atatement had the followlng to say about the
effect of inflation on our economy and the most fmportant cause of infiation,
He =ald: '

“But. abave all else, ance and for atl, we must relieve our defense program and
our entire economy of the toll paid to inflation. Think of the planes we could
have bought, the research we could have conducted, the extra benefits we could
have provided our Armed Forces with the billlons loat through inflation,

“~In@ation, gentlemen, is the most important economic fact of our tlme—the
aingle greatest peril to our economic health. Its most important cause has been
the tremendous expenditures for war—for nonproductive goods and services—
which were financed too largely through borrowing and too little through taxes.”

Further in his statement Mr. Baruch had the following to say:

“A nation, no less than an individual, must keep its financial house in order.
its finavcial strength, no less than an individual’s, will determine its capacity
to withstand economic adversity. The credit of the United States Government
f= the foundation upon which our solvency and security rest. The strained con-
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Httonm of ol credit hnndlenpr our efforts to cope with the receunfon. We must
provent uny furthar wonkonlug of -1t by tix cuts or deficlt spending or 1ting
the borrowing eolilng overy tine the delt presses agninst 1t

At the coneluaion of his ,wogmwd statenent Me, Barueh wae yuestioned by
menthers of the commttteas the following 1a an exeerpt from the Hearings

“Phe OnARMAN, Do yon tegard Federdl deflelt Dionelng as one of the mnin
tnetors in eronting Inflntion’

“Mr, Banuein, Yow, alr, 1 think the muin entse of Infintlon todny was the
detlelt finnnelng of winr- - the enormons borrowlng 1n World War 11 and Korea.
The war expenditures should hinve beot necompunded by sufficlent taxes to pay
for them as nenrly as porsible und by controls, on prices, profits, and wages @ ¢ "

Henator Atderson (Domocrit, of New Mexien) uskvﬁ Mr. Burucel the following
question (p, 1047) 2 “Can we, tn your opindon, Mr, Baruch, have sound economle
growth with either ftiftatton or with 89 biitlon deficltsn?'  Mr, Baruch auswered
with nn omphatie, *No, sfr,"

Himator WhHtlnmn nrked My, Barueh the following guestion (p, 1671)

"Henntor Winniama, Barller thin year Congress was asked and agreed to tn-
erenae the nationa) dehit by $6 billlon,

“Pliore In talk now that perhapy wo will be naked agnin elther during this year
or fext year to Increnso the debt turther,  What would be your opition as o
netlon wo ahould take In compllance with that?

“Mr. Banvui, [ think it would be n most disastrous thing."

The Chalronn submitted to Me, Boeieh govera) queations, requesting that Mr.
Burueh nupply the annwers for the record, 'Pwo of these questions deal with
lnflintion nnd are quoted as follows (p. 10860) :

“he OtAimMAN, Do you ngree that defieit financlng by Government s, in
fact, o portpanentent of thxen?

“Mr. Basttont, Of conrne, 12 the deflolt 18 ever to be made up it will have to
be mide up out of taxen In the future, Deficlt finaneing 1s worse than the post-
ponement of (axes, It han the snme offeet ax printing money.

Pho CHHAIMMAN (1 TORT), If we @dlow the inflution spiral to e renewed and
contimted, what do you foreses nu the resoltn in the next 1, 2, or 3 yearn?

“Mr, Banvon, 1f the Influttonnry spltul 18 resnmed wo will see n contintied vise
In prices; n progressively Inrger nattonnl debt ; a dollar shrunken even more than
1t {n now § the continned reduction in value of a1l kavings, penstons, insiranes ; the
uenling down and eventunlly the pounlbility of the repudiation of all debta.”

Hxeenrrn From Meckerany HUMPHREY'S TESTIMONY

In his opening utatement to the committee, Secretary Humphrey stated (p. 17) :

“Pederal deflelts  necessitate ncreased Federal borrowing—more Federal
horrowing to the extent It comen from banks, means the creation of additional
t'm:ln)k eredit, This tends to create more spenduble dollars than thare are goods
0 buy.

“"AR your chalrmun, Senator Byrd, so clearly pointed out in his remarks to
tho Senate on August 13, 1904 ‘Deflcit spending I8 perhaps the greatest single

factor in the cheapening of the value of the money.’
“In ending deficits, we have eliminated this very Inflationary preasure.”
» » [ ] L [ ] [ ] L J

In a colloquy with Senator Byrd (p. 656) ;
“The CHAIRMAN, [ think you have sald before that large deficit spending—

and we have had large deficit spending durlpg World War 11 and the Korean
war—iy probably the most important factor in inflation: is that correct?

“Secretary Humpugey, T think there s nothing that will push you along the
road to Inflatton much faster than lnrge Government deflcit apending.”

L] ] ] ® L L g

In a collogquy with Senator Flanders (p. 356) :

“Senator FLANDERS. * * ® (In) general would you say that massive Govern-
ment expenditure tends in the direction of inflation through an increase in the
money supply ?

“Secretary HumMpHREY. Well, massive Government expenditure, particularly
if it {s deficit expenditure, i8 inflationary.”

* * ] [ ]
In & colloquy with Senator Jenner (p. 649) :

]

] * ’ [}
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“Hountor JeNNen The firmt quostlon, In it corvect to say that the propoanls
for permanent deficlt spending with thelr oxtreme incrouse in (overnment
huadgotn, thele avtiticlnlly low Interost rates and profits, and thelr indifference
to paying off the delt, would bring ahout musstve Inftation?

“Noerotury HoMmengy, It cortalnly would, Mr, Nenator, and there in no way
that 1 could huagine that you could hring it on to a grontor degres than by the
combinntion of clreumstanees that you have outlined in this question.”

S —————

Bxoxnrvn FroM M, MARTIN'H ‘I'ReTIMONY

The tollowing collogquy botween Menntor Willlums and Me. Martin (p, 1817) ¢

“Neuntor Winntama, Do you feol that Governmoent aefleftn are one of the major
congributing factors toward intlation?

M, Mawein, T think that -t nover favor defleit flunneing, ntthough I recognise
that it can zomotimes have an fmpotus on our economy,

SHut again, it ie ke debt, that § commoented on yosterday, 1t is not a sltuation
to e deslved:  Under cortadn elrewmstances it may bo uneful, but---and 1 do not
want to make o blankoet atatomeat on i, but I nover favor detielt inaneing, 1
think 1t wrong (o principle; and 1 think (¢ e not rendy the benefit, even when
it n used, that those who ctndin it han the benetite think it has”

[ ] [ L] ] [ ] [ ] [ ]
The following colloguy between Henantor Bysd and Me, Martin took place on
page 1480

SPhe CHAIRMAN, On Senntor Cavlson's time, the Chate would Hko to ask one
queation. Ax T understund your testimony this morning, Mr. Martin, you think
too much spending aud too Hede savings are among the chief factors in the urrent
intlation?

CMr, MARTIN G That s correct, alr,

“"Phoe CHAIRMAN, Now the Faderal Government owes, ns you know, approxi-
tntely $270 billlon and s apending from O to 00 percent of ity current lncome,
Would you agree with me that perhaps the Federal Government ls perhaps the
chief offender?

SMre, Marvmin, 1 doagree with that, sir.

“The CuHAIRMAN, Would you agree that reduction in the publie debt would be
one of the beat things to do to aveld any further Inflation ?

“Mr, Marmn. I do, Indeed,”

The following collquy between Senntor Martin and Mr. Martin (p. 1085) :

“Sonntor MARTIN, Mr. Martin, you indicated yestorday that you estlmated we
might have a deficit of $10 billlon in flseal 108D and that therefore a tax cut

would not be destrable.
“Do you think a $10 billion deficit a favorable factor to reverse the recession

and regain high employment levela?

“Mr. MARTIN. Well, T do not ke deficits under any conditions, Senator; but
sinee we are in & recessionary period, the point I tried to emphasize yesterday wan
that T was willing to accept the defieit financing on a temporary basis as a
stimulant to the economy ; but I questioned (p. 1086) whether it was wise, with-
out having a clearer indicatlon of the extent of the current recesnfon, to perhaps
double the amount of that deficit and put the Government o far in the hole
that Congress wounld have to face up very quickly to the necessity of cutting down
on varlous Government programs or of ralsing taxes in trying to get back
to a budget balance again,

"Sengst:r MARTIN. Do you feel a higher figure of Government debt would put
us back on an inflationary spiral, or assist in doing that?

“Mr. MARTIN. Well, you are projecting into the future—I certainly think it

would tend in that direction.”

BExczaprs From Mz, Bunoess’ TESTIMONY

A colloquy between Senator Flanders and Mr. Burgess at page 1120 :
uSenator FranpErs. I would like to inquire, Iir. Secretary, whether, in your
judgment, the expansion of credit by deficit Government financing involves a

peculiar contribution to inflation. .
“The thing that has been in my mind is this: If we have large Government

expenditures without corresponding Government income, 8o that we have to In-
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cronse our Indebtednoss, that, by means we discussed yostorday tendws to incroane

the available supply of money,
"Now, I8 It not true that that kind of an oxpenditure which does not go into

the vroduction of goods and services for peoplo to buy, i it not true that that
In n nurtlvnlurly viclous kind of credit production fromn the standpoint of infla-

ton?
“Mr, Bunaxsn, Yew, that {n entirely true und that In a point we always try to

mnke, thut when the Qovernment spends money, (t does not producd goods which

the people cun hyy,
“On the crher hand, If we have an incredse in commeorcial loans of banks, the

mechanleat effect ut the borrowing window may be just us influtionary aw with
tho Government, but the people who borrow use the moncy normnlly to produce
kods or nervices which meet human needs, 8o 1t tends to balance off the nddl-

tional erention of money.
“May I add thin, Benator ; that historically the great influtioms of history have

hean huked on the defleit Anencing of governments,”
¢ [ ] ¢ [ . »
“The OHAIRMAN (p. 1180), Government debt in certainly not productive, Is 1t7"
“Mr, Busuksns, Governmoent debt s not productive ; therofore, It Is the worse

kind of debt,
“And 1 ndded In my . answor that, as you study the history of prices and

ceonomie movements, the xront influtions have heen caused (p. 1181) by Gov-
ernment doflelty which were financed out of bank noney, and particularly when
they were finunced out of Federal Rewerve money, That fs the most dangerous,

central bank monoy.”

The CHAIRMAN, Sup‘nmo the joint efforts of all of us to reduce the
budget are unsuccessful and we are faced with this inflation, which
many be ruinous to us, would you then advocate under those conditions
an Incrense in taxoy?

Secretary ANvrnsoN. Senator Byrd, 1 do not want to rule that out,
rule out us a possibility changes in our tax structure, At the same
time, 1 would not like to try to say today what we would recommend
at some time in the future,

The Cuamman. 1 do not mean any specific recommendation. 1 am
speaking of incrense in the general tax burden in order to reduce or
stop the inflation., «

Secretary ANpersoN. 1 would simply like to say that we would not
rule out the possibility of changes in the tax structure which might
increase the revenues of the country, and that we would have to be
governed bhoth by circumstances that then existed and by what we
judge to he the effect of the proposals, both short and long range.

The Cuamman. I certain{;r recognize the great hardship of any in-
crense in taxes, ,

I do not see how it could be accomplished to any t extent and
this makes it more imperative to reduce these expenditures, I want
to point out since 1954 we have increased the domestic civilian ex-
penditures by 60 percent.

Has the stock market in your judgment gone up in the face of de-
clining earnings,-in the face of bad news, on the theory that we are
facing a future inflationary period? : :

Secretary ANpERsON. I of course would not be in position to know
what, motivates people in their purchases, but I would think certainly
the ‘tnarket conditions affecting. the stock market and other markets
would be influénced by what people believe the future course of the

economy would be. e SR Ex
“The CHAIRMAN. So those who purchased stocks evidently had. in

mind that there is going to:be more inflation, because under normal

30019 0— 58—+
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conditions the stock market. would not. go up in the fuce of the fuet
that xomae of these compunies nee enrning mueh loss than they wore
enthing the yeur hefore,

Just one move question and then ether mambers of the conmittee
will intorrognte you,

You anked fn--whan wan it Februnyy——

Noevretury ANpuuron, January,

The Cramman, For a $6 hillion temporary inercase on the buasis
to oxpire on June 30, 1900, Now, 1 want to ask you if you could not
live with the ’n‘npuuiticm that this $5 hillion temporary tneronse ho loft.
us At gy, and that then you b given n pormanent. inerense of $8 bitlion,

Lt does not seem guite rensonable to me that just 3 monthy ngo you
should wuk for a tomporary fnereasa of ¥6 billion, and then come mnd
sy that that part Ml it ’hould be made pernunent, and the balanee
of it xhould be extended to 1900,

T am the one who flest sgggosted n tomporary ineroase to Socretary
Humphrey, I think it hus ﬁm ndvantage of giving Congross n shaneo
(o look over the fiseal situation, it requives the admintsteation to come
up and justify an extension,

fully realize, an all Mombors of Congross must. recognize, thero
must be o suflicient dobt coiling to permit you to pny the expenses that
have been anthorized, 1 would Ii’m to know w{mtlmr you think you
could live with the situntion whereby the present tomporary ineroase
romaing as it s, and that in addition the pormanent limit s reised $8
billion to $2838 billion,  That would give you $288 billion until June 8,
1909, and 288 billion thevenfter,

Secvotary A Nnrraon, Renator Byed, i€ T may, T would like to point
;mlt the reasons why wo have usked for the permanent. inereaso of $10
llion,

On the bottom of page § of my statemont you will notico that I sny
that sinco 1954, while the Treasury has heen opevating undor tempo-
rary inereases in the publie debt limit, and the public dobt obligntions
weore tssued in excess of the permanent debt limit, it could be reason-
ably anticipated that the excess could be vepaid from tax collections
prior to the expiration of the tmn,mrm‘y increnses in the debt limit
and in fact, they were so—-on pago 2, the noxt to the last parngraph of
my statement, [ point out the estimated deficit will rosult in a public
debt outstanding on June 30, 1959, of nearly $285 billion,

The Criatracan. But that ineludes eash on hand.

Secretary ANDrRsON, Yes,

Now it has been my feeling, Senator Byrd, thut if we should recom-
mend less than the $10 billion permanent debt limit; the Members of
this Congress and others might very well say to me, “This is all right,
where do you expect to get the money by next June 301"

The CrairmaN. Where did you expect to get it when you recom-
mend a temporary increase in February ¢ \

Secretary ANpersoN. At that time we were operating under a
hu%g:t. which had forecast coming out at a surplus position,

CramuaN. You were operating at & time when you must have
known that your estimates of revenue were not correct because the
recession started 6 months Before that date. L 0

Let me ask you this: Isp’t it true under this $288 billion limit, in

the bill now pending, that you will have a leeway—borrowing capacity
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plus the ensh on hnd, on Octobor 81 of $12 billlon, $12.2 billion; De-
combur 31, %10 billion ¥

Seeretzry Anpennon, | hnveto look nt the fignres here,

The Crustmman, Lot tnke Getolwr 31, you will have leowny, and
by that 1 menn you will huve nn unused borrowing nuthority, plus the
operating cush bdnnes, of $12.2 hillion, :

Sooretnry AnoerwoN. | assume whit the Senator in doing is ndding
togethor the opernting bulanes, contingoncion - -

The Ciatman, The Teaway is compowsd of the operating balnnce
plud the unused horrowing nuthority.

Socrotnry AnveisoN, That iw corvect, Sonntor Byrd, if one conld
run hin operating balaneos down to zero and his -

The Ciiamman, T didn’t suy run them down to zero. 1 just asked
you whether it was not. trae that both of them add to $12.2 billion, on
Octobor 31,

Soecretary AnoknsoN, That is correct,

The (namsman, And on Decsmber 81 there would be a total of
$10 billion, and on March 31, %10.4 hillion,

April 16 of next yeary $8.6 billien,  Of courss, there has besn a
controversy from time to time ns to how much eash balance shonld
by on hand. I think you finally decided there should be from 3 to
4 billion dolurw,

(‘'T'he loowny chart is ng follown:)

Watimated teeway under proposed B2HR billion statutory debt Umit
{tn biltlons)

! Fatitmated | Leewny utider $298 biVium deiA Himit
Proposed $288  deht oult. e
Fiscal yoar 1000 billlon atatu- mumnz
tory deht (subject {0 Unused Fstimaled
tirmit Hmit) harrowing operating | TiAal
autharity balanes
LY 7.0 $715.7 $12 3 .0 $13.3
129 276.6 12.4 47 1.7
- 771.8 10.2 52 1%. 4
b 8.5 9.5 56 151
mY 716.3 1.7 22 13.9
o] 278. % 1.9 4.0 15.9
244 2490.2 7.8 5.8 13.3
o m.e (B 4.1 122
. 08 . 270.6 84 ol 14
LB L oL 248 .1 8.3 2.»‘ 11.1
Deootb. ... ... ... ... MR L0 (X)) 29 (%]
Doos 8. .. e 248 1.9 6.1 39! 10.0
1080 ;
259 285.1 34 7! 91
84 4.9 3.1 58 s LX)
8 23,7 4.3 38 77
288 2841 39 4.6 18
28 3.7 43 3.8 3 7.1
258 0. 5 78 29! 1.4
288 8.7 4.3 42 s
288 2.6 4.4 30 | 7.4
288 284.8 32 28! 7.0
288 288.8 22 46 I 67
288 283.8 25 22 47
208 1.3 4.7 42 Q AS

t Based on $388 billion proposed limit (not actual $280 billlon limit).
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The Criamsman, That, {s one renson M Humphroy did not got. his
inerense in the debt. Bt when he asked for it,  Ho wanted o $1b
billion inereass, - But ho had o large nl')m'utinu envh bnlanee on hand.
The Congress will meet next yoar, next Janunry, of course,

Soevotney ANoerson, That incorrect, sir,

The Cuamesan, And we enn roview the situntion then, What. this
docy, what. the House bill does, i to postpone the temporary inerense
to 10060, June 30, 1H00O,

Socvetary Anoerson, That iscorrect, siv.,

"The Cuareman, 1 should think you would by willing to permit. the
Congress to go over this question when you have to ask for an inerense
in the temporary debt limit---an you know when this temporavy debt
oxtongion was fiest authovived, it was ¢ bhillion, and then n yonr lnter
the administeation consented to n reduction of 3§ billion, you veeall that,

Soecretary Anprrson. That in correet, sir,

The Camsman, Then 1 think it was lust July, just n yenr ago, that
you aequivsead in eliminating the temporary incronse,

Secretary A norrson, Wedid not ask for a temporary inerenso.

The Cusieman. Wall, Seeretary Humphiey, both of you appenred
before the committee —you took ofllea whon ¥

Secrotary Anprrson, InJuly of lnst year,

The Coamsan, Seeretary Humphroy appeared bofore the com-
mittew in June and agread that it could be ehiminated, and I think you
aequivseed in it at that time,

Secrvtary AnNnrreon. Ar the Senator will remember, wo did not
ask for an incroase, but sant lottors to the vespective commitoes point.-
ingeout that we would tey tooperate within the limitation.

The Caatkman, T understand that, but you nequiescedin it.  That
WAS Just 1 year ago.

I talked with Secvetary Humphray, T worked in very close coopora-
tion with the Treasury,

Secretary Anprrson. Yes: weappreciate that.

The Crateman. And 1 think unless some great damage should ve-
sult the bill that you yourself asked for just 8 months ago shonld be
permitted to stand, afong with an $8 billion increase in the perma-
ment limit, -

Secretary AxprrsoN. Would the Senator’s amendment. propose to
expire on June 30, 1959¢

The Crameman, That isvight,

Just like it is now and just like you asked for 3 months ago.

All of this detevioration could not have come in 3 or 4 months,
There was a recession last October, and the $5 billion temporary
increase was vour own proposal. The (fongress did not change it.

Secretary ANpErsoN. That is correct, sir,

In December of Iast vear, we could not tell what the fourth quarter
profits were for the end of the calendar year 1057. We could not tell
what the first 2 quarters corporate profits would be for the calendar
vear 1938 until after the expiration of June.

These calculations are now based upon what we would anticipate
revenues to be for the fiscal year 1959, after having the benefit of the
experience of determining what the corporate earnings would be for
the first 6 months of this year, and anticipating some recovery. -

Now what we have done is to try to point out that with a debt
anticipated of approximately 285 billion at the end of June of next
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youry that we would propose the inerenss of 10 billion on that busis
ni o pormanont. basis bocnuse wo do not now seo, under the cirenm.
tuncon n they oxist, how you are going to retire it back to the per-
munent. limit, and at the snme time, ask for the extension of the
temporary,

Now wae nlso point. out. that. we will have to look at the situation ngnin
bofore the end of the fikeal yonr to dotermine our course of wetion
under those eivoumstances. So thess nre tho bases upon which the
royiont, !lllﬂ buen mnde,

ho Citainman. Mr, Sserelnry, you know we mest in Junuary,

Socrotary Anvewson, ‘That. is correet,

The Cuateman. And you know if you eoms up thon and prove to
the two committoos, the House Ways nind Menns Committes and the
Finnneo Committes of the Sennte you enn gel an oxtension of the
temporary incrensos just aw wo have geanted it bofore,

Soeretnry Anperson, T'hat I know,

The Cramman. The second yenr they eliminated 3 billion of it
nnd the third yenr they eliminnted all oly it.

Socrotury ANoenion, Y ou, sir, -

T'he Ciamman, Just to be frank with y~u, 1 think the debt ceilin
in the only protection the Congress hus,  You huve $70 billion o‘f
nnexpoendad baluncos, the executive branch, and if we approprinte 80
hillion this yenr, there would be $160 billion availnble ’ur expendi-
turo if the money conld be secured or if the administration chose to
spend it.

Mr. HTumphrey, who was opposed to the tight debt limit when he
Hrst cnmeo in testifled to this committes and told me personally that
ho believed that, # rensonnbly ti’zht debt limit was a wise thing, be-
cnugs you enn always come to Congress and get an incrense when it
in necessary, The debt limit, T think, will prevent extravagant ex-

penditures.
Do you have any further comment to make on that?

What great harm could be donef _

Secretary ANpenson. Senator Byrd, we would certainly under the
proposal have the same amount of debt limit through June of next
year, 1 would still sny, sir, we would proefer the other method because

of the rensons which T have pointed out, becnuse we believe that the
debt outetanding will be approximately 285 billion by next June 30,
and we 10 not have n way of paying it off, But I do not disagree—

The Cuamrman. We are not going to demand that it be paid off
if it cannot be done. It simply gives us a review,

Secretary ANDERSON, Yes, )

The CnairMaN. You do not see any disaster that would occur if
this committee— )

Secretary ANpErsoN. 1 do not see where there would be a disaster.

Senator MArTIN. Mr, Chairman, I will be very brief because 1 know
some members of the committee want to get to other meetmgsl‘and
anything that I am now stating or any questions that I may ask are
not in criticism of anyone in the administration and it 1s not in
criticism of anybody in Congress. . .

There is not any question that—the chairmian has stated it so well—
that the expenditures of our country are the responsibility of both the
executive department and Congress. You have already stated that
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thore is danger of a deficit of $10 to $12 billion for quite n long time
in the future unless expenditures are reduced, or tuxes increasod,

That is the statement na I understand it, and you nlso ngree with
our chaivman that deficit financing, governmental deficit finaneing, is
ono of the greatest causes of inflation, and we all venlizo that inflation
is 80 detrimental, purtioularly to the so-called middle class in our
country and those living on fixed incomes,

Now, tho chnirman has stated and asked you the question relative
to the myin¥ of common stocks, and I do not know of a company
that has not had decrensed enrnings, yot the stock mavket right even
this morning indicates that the pulﬁ?u is buying more extensively than
anytime in many months, which indicates that the public is boginning
to hedge againat inflation, which is, and 1 feel, that is 0 very detri-
mental thing to our economy,

Now this matter of governmental expenditures, the chaivman has
already spoken about, and 1 just want to ask one or two questions
relative to it. : '

Wa start out by budget estimates, 1 noticed that Chairman Mills
the other day stated that maybe wo could balance the budget by a
decroase neross the board of 20 percent. .

To my own mind, and T have been in governmental work all my life,
there is only about one item of expenditure in (Rovernment that is un-
touchable and that is interest on bonds at the local level or at the
State level, or at the Federal lavel. There is not. any question but what
all of the others can bo reduced if the Executive and Congress decide
they should be.

Now, I had hoped, and the renson I am asking these questions right
now, it is up to the American people. Here in the United States we
the people are the Government, and I have always contended that
when the ‘)e()p]e of the United States thoroughly understand a prob-.
lem that they give a very good answer, and T think if the American
people understood the great danger of deficit financing that they
would demand that we would cut down the cost of government, and
T would like to give as one illustration, this: I have urged expendi-
tures for national defense practically all my life. You used to come
down before Congress urging greater expenditures. But I would like
to give an illustration, and this is particularly to the Budget Bureau:

ake, for example, in defense we have in the United States, or at
least we did a year ago, because I made a survey of it a year ago, we
have in the United States, 2,000 posts, stations, and camps with 1 mil-
lion civilian employees. I do not think there is any question that a
lot of those installations could be consolidated with others. Each
one of those posts or stations or camps requires a commander, it re-
quires a staff, it requires a security force, it requires a housekeeping
force and that, to my mind, would make—could reduce expenditures
of national defense without damaging national defense.

Then I think you should give further consideration to stockpiling.
A war is never fought with the implements that you have on hand at
the beginning of that war., | - :

You develop new methods, and that is why the United States has
been so successful in the wars it has waged, that we have the ingenuity
to invent better things, and so forth. | SR '

"Now, you spoke, Mr. Secretary, & while ago, that there: would be
two ways of reducing the budget, one was less expenditures and to
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my mind that is the sound way to do it, and the other ig by incrensing
taxes, If wo incrensed taxes right now isn’t there danger of diminish-
inp& roturns, that yon would tnke away the incentive of the people!

Secretary ANprrsoN. One always has to weigh, sir, the detrimental
offects of n progressive tax system upon incontive, and T think this
would have to be evalunied ng n matter of judgment.

It would certainly raise such questions as to whether or not one
wanted to incronse current rates or to propose to look at other forms
of revenue.

As T indicated to Senantor Byrd, these are the sort of things which
wo do not rule out, but they are the sort of things which T think have
to be dotormined and ndjudicated in the light of their both current
and long-range effects.

Senator Mantin. Mr, Secretary, along last January when every-
body was talking reduction of taxes to help in this curtailment of the
go-called rocession, T made the statement that I favored increasin
taxes rathor than decrensing them unless we conld have a balanc
budget, and I still stand on that proposition.

1 think it is sound.

But T would j‘llﬂt like to again ask you this question: What prospect
is there of n balanced budget in the next 2 or 8 fiscal years?

Secretary ANpersoN. Senator, this is a very difficult question,

Senator Manr1in. I know it is, Mr. Secretary, and T apologize for
asking it, but T want to get it to the people of the United States that
the peopie of the United States have a very serious problem con-
fronting them ns far as deficit financing is concerned. T appreciate
g{reutly the work that yon have done and the work that Secretary

umphrey has done,

I apprecinte the work that the present Budget Director has done.
You have all done magnificent jobs, and I am leaving Congress, but
T am not lenving active work in our country for a strong defense and,
when I say a strong defense, the greatest part of our defense is a
strong, sound, dynamic economy, so with that I would like for you to
answer that question, or give comment on it. I know it is a difficult
thing to answer. '

Secretary ANpERSON. Yes. The comment which I would make,
Senator, is this: In the first place, enlarged expenditure commnit-
ments tend to create not just expenditures which rise at one year and
fall subsequently, but they tend to create a continuity of programs in
which there is a continuing high level of cost and, therefore, higher
levels of expenditures. :

I think that, in fairness, one would say that, as one examines the
kind of expenditure programs we are now engaged in, they are
characterized more by a probability of continuance rather than a
foreseeable short decline. :

On the other hand, in examining revenues, one must remember that
revenues go up as business revitalizes and makes improvement. One
looks at the receipts, for example, between 1955 and 1956. In 1955,
there were receipts of $60.4 billion. In 1956, this had increased to

-$68.2 billion, -

Now, I think th&t most of us are looking forward to an increase
in the level of business activity in this country. The announcement
of personal incomes yesterday.was higher than the alltime high of
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Am{uut of luat yonr, A number of othor factors are equally signifi-
cant.
Senator Marwan, Right thove, und 1 apologize for intervapting yon,

Neerotary ANpursoN, Yo,

Sonator Mawnin, But isn't that incrensed incoms partly due to
inflntion ¥

Secretary Anverson. Wolly T would suy that most of it is due to a
resumption of employment and hours of work, boenuso wo tnke into
congiderntion the amounts of money which nre teansfer paymonts and
deduct it from the total,

But it ix always diflicult ovon to make judgments a yonr nhond, and
1 think what one has to say heve, instend o‘fgtvvinu to be entogorieal
ahout where we nve going to be, is to sy that the trend is for higher
axponditures, that wo have to be observaut as to the rate of recovery
which we accomplish in this country and as to the effoet that it has
upon the incomo and profits of individunls and the profits of business
so that in a few months from now we will be better uble to judge the
course of our revenun receipts,

Senator Mawein, T will end with this: There nre three segmeonts to
oxpenditures of Government, governmental expenditures, in the
United States: 'There is the Exceutive, there in Congress, and the
people themselves; and the people themselves, if they want expondi-
tures reduced, and they ave voeal enough, it will b done. I will not
take any morve time.

The Cnamman, 1 just want to make this comment about. inerease
in taxes, The questions 1 asked the Secretary were to emphasize the
fact that the expenditures should bo voduced. My porsonnl feoling
is that inerense in taxes, especially now, will bring nlmut, ns Senator
Martin has said, diminishing veturns, and, cortuinly, do great injury

to recovery

Secretary ANDERSON. Yes,
The CHAIRMAN. So, it is all the more important. that we reduce ox-
pendituves,

Are there other questions?
Senator Syarues, Senator and Mr. Chairman, may 1 just say that

T am prepared to vote for the vequest made by the Secvotary of the
Treasury, and 1 do not believe that we can intelligently ask n man of
Bob Anderson’s ability and vesponsibility to come down here and
assume the job of runing the fiseal policies of our Nation and then
tie his hands in so doing.  So, I am prepared te vote for him. How-
ever, before doing so, T would just like to ask two questions.

Mr. Secretary, we read whero the discount rate has been raised
today. Isit vour view that we are moving already into an inflationary
era from what had amounted to n recessionary atmosphere just a few
months ago?

Secretary ANpersoN. Senator Smathers, T should lika to say that
the operations of the rediscount rate which became applicable in the
Federal Reserve district at San Francisco yesterday, are, of course,
the exclusive responsibility of the Federal Reserve System, and, while
we exchange information quite completely, I believe very strongly
in the independence of the Federal Reserve System, and recognize
that this is purely a decision on their part.

T am sure it'is a decision which has been made by the Federal Re-
serve bank in San Francisco and the Board here in light of their

own evaluation of the changes in conditions.
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1 ulso beliove that, as one looks nt the deficit which hus already
acorued, ns ono looks nt the defleit which is anticipated, one cannot
osoupe the conclusion that, theso nre inﬂutiomry in their character.

The degree to which they operate as inflationary elements is not.
confined to these fuctows nlone, but to other elements which develop
in the economy. :

I think what all of us have to do is to watch the {;mwth or change
of any economic tendency in our economy quite carefully, to be willing
to move in u manner so /e to assure, us best we can, that neither infla-
tion nor deflation run & ruinous course in our country.

Senntor Smariens, You, then, yourself, have not arrived at or wish
nt. this time, uprumntly, to take no offieinl position ns to whether or
not. we are nctunlly movmgz into an inflationary period{

Secrotary ANnenson, Other than to sy, sir, that, certainly, we have
w ravival in most of the arens of business nctivity, We have larger
anticipatod exponditures, for exnmple, in housing. ‘Fhe business in-
dex for the lngt couple of months has been going up. The deficit for
this lnst yonr has alvendy been nccumulated.” The deficit for this next
your in cortninly looming ns  large one, and one would simply have
to suy that these are all inflationary pressures, and that the problem
now 14 to he sure that we do not allow these pressures to so affect our
total economy in the country as to imposs undue burdens and undue
ponanlties upon us,

Sonutor Smariens, In it your view that some of these actions which
the Congrens has taken this year, such as the housing bill and the road
bill and things of that nature, the effect of them has been to pull us
out. of the recersionary period and move us into this prospective in-
flationnry period?

Secretary Anvenson. I think, Senator, that as one looks at the ex-
penditures from the period January of this year through June 30, the
nctual expenditure in dollars was slightly less than we had anticipated.

On the other hand, a great many commitments were made durin
this period, commitments for defense expenditures, credit was eased,
terms upon which housing might be started, both the terms of down
pu{‘mont and interest payments were decrensed.

A

he road-building program was stepped up. ‘
8 one looks nt the prospects for 1959, one sees a decline of about

$7 billion in what we anticipated in revenues and an increase of
about $6 billion over what we expected as expenditures.

This is the total where you add up to the $12 billion.

Now, with the economy of the country demonstrating a resilienc
of its own, a capacity to readjust and to revitalize itseff, I think all
of this tends toward inflationary pressures that we have to be aware
of and that we have to be sure we do not allow to come to be dominant.

Senator Smatnens. Do you think if we reduced taxes and thereby
had a substantial reduction in revenue return to the Treasury that that
would have the effect of forcing the administration to make a smaller
recommendation of expenditures to the Congress,

Secretary AnpersoN. Well, if there was a reduction in revenues,
however it might be accom iishe,d, one—both as an administration
and as a Cor:fgresp—-:would ave to dccept its reduced expenditures
-or increased deficit financing, and increased deficit financing would

certainly be inflationary.

30019 0—058——3
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© Senator Swarnene, T gathor from that if that were the onse then

it wonld bo only logical to prwsume there would bo o smaller recom-
nmn:lmim\ of expenditurea from the oxeoutive branch of the Govern-
ment, a : P

Socrethry Anvveinon. Feould not now spenk for what will be recom-
mended in the President’s next budget, but cortainly, nothing is more
important. than the consideration of oxpenditures, whothor they nre
recommuandations by the excoutive or actions taken by the Congroms,

Sonntor Swarixnn, Al vight, : 1

T'hank you very much, My, Secrotary.

The CHamMAN, Arve there any further questions o

Sonntor Maronk, Mr, Socvetary, 1 do not have to state agaln in the
vecord my high vegaed for you, and that you are being wsed an o
middleman. The things that happen and cost. money, about. all the
#ey you have in it ix ad one mombor of the Cabinot ; in that not true !

'Stwmtm*y ANnRrsoN, You, I would say that is trae, '

Senator Matonr, If you ave overruled or whatever the ruling of
the Cabinet or the Prexident an policy that costs money, then your
sole job iato pay the bills, s it not? :

Soovotary ANprrsoN, Certainly the vesponaibility of the Treasury
to meot the obligations of the Government oxists, ‘

Senator Marone, Well, isn’t that what you ave for{

Secretary ANDRREON, Yes,

Senator Marvonw, Therefore, you have very little to do with the
wlivy that spends the money but when it—atter it in committed,
‘ongrvess approprintes it—then you just have to tell them how to yet
it, that isabout it; is that correct ¥ n '

Sccrotary Anprrson, That is corvect, siv, e

Senator Maronk, So far us the people are concerned, 1 have heen
in many States in the last fow months, the people ave stunned, thoy
are boyond reaction, 1t has bven going on now 84 yenrs, and they do
not know what to do. T think the election, thongh, is going to be
very great disappointment to many of us, There are more than 280
depressed areas in the United States accounting for around 6 mitlion
unemployed. ’ L

There is a bill in the House to help depressed aveas, If it pusses
it will cost you a little more money, We bring about these depressed

ATeas ourselves, » ‘
The State Department has advocated this bill for 15 years, that

we remake the industrial map of the United States and the depressed
areas as a result of our imports, low-cost labor, then we have: the
money, the Government nioney to train workers for other jobs, these
working men, and ship them somewhere else, and then make up as
near as we can, maybe some help to the stockholders and to the people
that we break with the policies. - : T
That is just something that is comingup. ° S
Didn’t our inflation start about 1988 and 1934¢ Didn’t it really

become accelerated—— ' . b
Secretary ANDERSON. Senator, my recollection of the movéments of

the level of costs, prices during that era, is not sufficiently clear t¢ be
responsive,. - B
Senator Marone. Would you supgly for' the record sorhe kind 'of a
chart as to when this inflation of the dollar, the cheapening of the
dollar, really became accelerated for the first time? o
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Noovatnry Anvrwwon, We will cortainly furnish what we have
nviflabloto the Senator, ‘ o .

Sonator Marone, 1 you do not huve it nvailable, who do you think
would have it.§ L .

Socrotary Anpunson, T nin mire we huve ol the figires, Senator.,

Sonator Ma;oNe, T am sury you do, too, | o

How much inflution has there bepn in thie lust 12°to 18 moriths, say,
¢ yonrs, to make ftonnyd G L

Seorotary Anpemwon, Acebrding b our cileulationm, beginning Jan-
unry 1086, the ptmzlmulng ‘po‘wm- of the dollar, equated to the period
104740, 1 meun (080, #h aqual to 100, T beg your pardon—-

Sonntor ANverkon,, Huy that ngnin, '

Sooretary ANprmsoN, imﬂpw’aled 100, The purchasing power of
the dollar on Jununry 1086, would be B1.8. On January 1957, it
would be 50,8, On Janunry 1068, it. would be 48.8, -

Sonntor Marone, 4807 ° 0 . O
| !23“(')""“""" Axptiwon, Tn June of 1958, 6n the snme hnis, it would
wddo, o T - -

Sonator ANDERHON, Woi‘tg‘-elght what!’

Booretity ANDerson, 480, " o e

Sonator Marone, Then even according to yonr figyres there is a
stendily incronsing ifintioat "~ e o B

Socretary AnoersoN, There has boen a steady decline in purchnaing

power during this period. o ‘
Sonator Marone. Do you have any figures compared to 1938—the

+

1048 dollar compared to the 1089 dollarf - - b
Secrotary AnNpenson. T do not have them with me, I would be glad

to get them for the Senator, . N
Senator Maronk, I gdh will, T would appreciate it

'(The information referred to is ug follows:) - */
Consumer Price Indea and purchasing power of the dollar
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Sonator Mawonk, Now, it depresses mo to read the papors, and 1
brought thum with me this morning on my way up and 1 took o lttle
look at them, Who {u it who makes these commitments all ovor the
world that Congress thon recelves logistntion to fulfill, nnd then you
have the vesponaibility to get the mon(\.gv Who is making thess com-
mitmonts all over the world, moneywise

Socretary ANokreoN, Senator, T would assume that thero are some
commitmonty made by n varioty of dopartments,

Senntor Maronk, By whatt :

Secrotary Anoxuson, By a variety of the departimoents of the (ov.
crnment, primarily in thoe— -

Senator Marong, Who are the prineipal ones?

Socretary Anoenson, Primarily the State Depnrtment. and the De-
fonse Dopartment,

Senator Marone, The State Dopartment s o sponvhond, T think
My, Dulles testifiod that he war the one who earvied out the policy,
diseussed it with other mombors of the Cabinet, and then he was the
one who went into the nations and promised the money und all. Who
in it that promises these trade concossions; is that, the Departmoent. of

Commores, or who is thatt
Secretary Annrrson, 1 think the State Dopartment is the American

represontative, Senatov, ‘ . . .
Sonator Martonk, 1 notice in the paper this morning, that “United
States Aida Assures Canndu on Trade.
Chiet of Forelgn Commerce Predicts Kanlor Customs In Toronto Tulk--

and goes on to say
The lmpoaition of impoert timitations on Canndian ofl, Mr. Macy satd--

Loving K. Macy. I crossed his trail once before on another mattor,
1 think it was Mr. Loving K. Macy when we got & man by tho name
of Teo who was ouo of the finest traders we were able to find out of
the Department of Commerce about 1948, and wo had him up as 0
witness, but Mr. Macy said that they neod not worry ahout this, Tt
would not hurt Canada, our limitations on Canadian oil, he went on
to say. The purport of the article is they need not worry, we would
take care of everything.

We have in the Wall Street Journal, that great journal of New
York, the bible, you know, the bible of economy, “United States Al-
lies Ease Curbs on Trade with Red Nations.

“Weeks Doesn’t Spell out Items; Machine Tools, Qil Tankers Prob-
ably on List.”

In my visit to Russia in 1955, I traveled 14,000 miles there in each
of the Socialist Republics, as they call them, I found a good deal
of machinery from Cincinnati and various places, but they were mak-
ing a play then that they were limited to certain items. I had the list,
I got it m Paris, but of course those items are reaching Russia and
Communist China at the same time. Now they are coming out into
the open, and I just thought it might be of interest to the commit-
tee that the nation that we are buil ing up to fight us—that probably
they need that machinery. If we are 3oing to fight them, we will want
to make it as fair as we can. We don’t want to pick on any cripples.

What effect does it have, when the Federal Reserve goa raises
the discount rate to 2 percent from 134 percent? What is the effect?
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Socrotary ANnensoN, Wolly of course the effect. will be that the aren
whora It in uprllvnhlo, which 1n the San Francisco area, that com-
morcinl bunks borrowing from the Fedoral Ressrve Bank will pay a
guurtor of 1 percont more intoront,

Sonator Mavone, What is the offect on the customer? T menn the
urdinm'{ lf"y out there in Wollington, Nev,, or up in Vermont, who
doow nob know anything about the Fedornl Resorve Board. 1o junt
wants to finunce his busineus,

Socrotnry Anperwon, Tt would be diffienlt. for me to give an an-
sworns to how quickly or whether the banks will transfer it,

'b‘i'ovzmtm- Marons, What has it done for him§ What is the effect
of it
Socrotary Anvrnson, Woll, obviously it Ju done with the idea of
. '»lauing some monsure of restraint apon borrowings an represented
1y the increnss in the rediscount rate,

Sonntor Matone, They have the ubility to do that.  How much of
n leowny doos the Federnl Resorve Board have on the discount rate
How low conld they go and how high could they go?

Socrotary ANpensoN, There may be a limit as to how high they
ean go, I frankly s unnware of any limitation.

Sonnator Matone, Could you furnish that for the record?  You
conldnt remember all about 1t.

Secretary ANnerwoN, Yes,

(‘The information referred to isns follows:)

The Federul Rewerve Act provides that any Federal Reserve bank may
entabliuh from timo to time, subject to review and determination by the Bosrd
of Qovernors of the Federal Reserve Rystemn, rates of dikcount to be charged
by the Fedora) Reserve bank for eich cluws of puper, which «hall be fixed with
n view of anccommodating commorce and business. No mention ia nade of how
high the raten could be set, but the rates are sot with the view of accommonating
commerce nnd business,

Secrotary ANpensoN, The })rocess, ns the Senator knows, is normally
for the board of d'rectors of the respective banks in the Federal Re-
serve districts to make a recommendation to the Federal Reserve Board
in Washington that the rate be increased, and the Board itself then-——

Senator MaLoNe. As n restraint, then, on husiness.

Secretary ANpersoN., Well, as some restraint on the borrowings by
commercini banks from the central banks.

Senator Marone, Of course that means the customers, it is handed
on to the customer,

Secretary AnpersoN. Ultimately it would have that effect.

Senator Marong, Isn’t that what it is for?

1f they are extending too much credit in the bay area and they
want to slacken that up or they think they can stand that much interest,
then they regulate it, isn’t that the purpose of it ? .

Secretary ANpersoN. Yes. But I would say this is more of a signal
when the increase is.up a quarter of 1 percent, that there is a belie
on the part of the Board of Directors of the Federal Reserve Bank
of San ll"ranc’sco, that there should be an added restraint on borrow-

ings. S
“S';m'ator MaroNE. Yes. P T
Now then, a business that goes into business and they can pay 1
percent or whatever the discount rate is at the -moment o.r“pag
2 percent, whatever it is, and they go into business on that Dasis an
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have to refinance on a 'f,ii'gh’&r rate, what. effect does that have on o
business? IR o
_Secretary Anperson., Woell, T would assume the Senator is meanin
if you went into a business and caleulated your return on one rate o%
Interest——- * S o o

Sonator MatoNk, Yes, S ' |

Secretary ANnersoN. And thereafter you were required to refinance
at It‘i tlumhar rate of ipterest, that there would be a diminution of
profit. . . , L

Senator Marong. And maybe a disappeprance of profit., -

Secrotary ANpersoN. Yes; I think——

Senator MaLoNk. Andma %)eufaihnreofblminess.

Secretary ANvrgsoN, I tf; nk one must keep in mind these in-
torest pafments are fax deductible and therefore the mensure of the
offect of it would be the necessary cost after taxes, . o ,

Senator Maronk. Which is very little those duys at best, is that
about vight ? . '

Secrotary ANDERSON. Yes, sir. |

Senator Marone. Now, then, J see that the “U., S. Offera Prospects
of Basing Water Lack if Arabs Accept Aid Plan,  Officials Privately
Talk of Help From the Atom, Scientists and American Capital,”

Am?ericnn capital is what interests me, Who made that commit-
ment :

Secretary ANDERSON. Senator, the only th’ingll can say on that sub-
ject is to refer the Senator to the speech the President made at the
Goneral Assembly, and other than that, I would not be in position to
know any details about it. .

Senator MALONE, An{wa{} if they send this aid over there, all you
have to do is pay the bill. You do not know anything about it; any-
way, you are not responsible for it. You just pay the bill.

Secretary AnbperdoN. Well, all the commitments or charges that
are made by any of the Departments of Governmént ultimately find
their way to the Treasury and we have to phy them.

Senator MaLoNe. You are ultimately the fall guy.” You have to
come up here and face the music. That is why we fecl the way we
do about {ml this morning. I have been in Arabia, been in a private
plane and flew all over in 1947. That is a pretty big order, to ease
the water suprly in Arabia. It sounds good on paYer; a good deal
like building the dam for Nusser on the Nile. I havebeen up the Nile,

too, I suppose you have. . .
1 see Mr, Dulles, according to the Wall Street Journal of August 15,

that is today, “Dulles Battles at U. N. to Save Mideast Program;
Arabs are Skeptical of Aid Plan,” of furnishing water, I suppose.
We used to fly a hundred miles there and just see & camel and a goat
and a man and woman and a little boy or something, you know. e
would be up there 700 feet high, and 50 or 60 miles further you would
see another little unit. They milk the goat and make cheese out of it,
they told me is how they live, and some dried dates. If you had a
well every little bit, I suppose that is what they have in mind. The
Arabs live there and they are skeptical. S

These headlines bother me. ' |

On curbing inflation——
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Secrotary Anpknson. As I indicated before, Senator, thiy particu-
lar move of the Federal Reserve System is a signal toward a restraint

on borrowing, . , . .
S.nator Marone, They think if they borrow too much money it

might be more inflation? . :
ecretary Awpexeon, I think it should be said so far as I know
there is very little borrowmq‘ at this moment by-the commercial banks
from the Federal Reserve. The free reserves he ve been relatively high
in the country. - . ) I
Senator MALoNE, But in any cnse it is going to cost them a quarter
percent more todny than it did yesterday.

Secrctary ANvrssoN. When they borrow, . .
Senator Marone. I see, too, “Tunisia Will Get United States,

British Arms,” Tunisia, 1s that the ﬁ)lace which has been a colony
of g‘mn?ce for a good many years, where they have all that trouble
in there o

ielcretnry Anbperson. I think probably the Senator refers perhaps
to Algeris, :

Senator Maronk. Tunisia, it says. “Move To Strengthen Nation
Ap%l‘l:st Algerian Rebels Approved by French.”

Secretary ANpersoN. Tunisia, of course, is the country of which
Mr, Bourguiba is Pg'wdent,.ami I think the Senator is probably re-
ferring in his question relative to France to the Algerian situation.

Senator Marone. We have already g‘:ven them the arms and the
newspapers carried the story pretty liberally that the sidearms and
arms they are using on the Algerians we have already furnished the
French, that is true, is it not . . )

Now, we are furnishing arms to Tunisia to fight off the Algerians,

Sefretary ANpErsoN. I have not had the privilege of reading the
article,

Senator Marong. I understand that. You have to read them every
morning to get as mad as I get. ) .

I see that “Paris Sets Rules For Algeria Vote.” They are going
to vote on something that the French will let them have and they set
the rules. Thatsounded very inwrestin¥

The New York Times has an editoria
spheric Policy.” ' ‘

The announcement in Washington on Tuesday that the United States is now
willing to oin an Inter-American Development Institution has great significance
for the hemisphere, Moreover, it is startling news, for it represents a basic
change in thinking in the executive branch of the Government.

This is one more important result of the shock administered to the Govern-
ment by Vice President Nixon's Bouth American trip last May. Since then
the P’resident’s brother, Milton Eisenhower, has made his swing around Central
America and Secretary Dulles has visited Rlo de Janeiro, Both returned with
reports that seem to have reinforced the deductions fromm Mr. Nixon's -ex-

perlencg. . ’ .,
'I'he upshot of the editorial is that we have a new bank coming up,

is that right ¢ s ‘ - :
- Secrciary AnpersoN. The United States has indicated its willing-
ness to engage in the establishment of an Inter-American financing

institution. »
Senator MaLoNE. What does that mean from: our standpoint, who

puts up viie money ¢ i

this morning, “A New Hemi-
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tio?o:;et‘mry AnpersonN: Well, certainly this country would be a par-
nator MaronNr. Will put up the money ¢

Secretary AnpersoN. Would be a participant.

Senator Marone. About like 1 horse and 1 rabbit.

Secretary ANpersoN. Senator, I do not know.

Senator Maronk, I do not want to force an answer bécause you are
only one member of that Cabinet. ’

I seo by the Washington Post that “Curbs Eased On Red Trade,”
and it goes on to say that “The United States yesterday announced
changes in its export policy allowing substnntiall{v more I}'nited States
goods to go to Iron Curtain countries,” which of course is very inter-
esting. It has been going there ever since World War I1. The com-
mittee here of Congress, of the Senate, uncovered the fact that they
had been sending copper to Russia here during World War 11, or in
Korea, during Korea.

i Wasn’t Britain the first to recognize Red China? At least it led
he way.

Secretary ANpERsON. You menn of the Western powers? I do not
know, my memory is not such that I can give it.

Senator Marone. I will supgly it for the record. It was. In my
opinion, I said on the Senate floor at that time.we had promised to
f(t)llow them but we raised so much trouble over here they didn’t do it
at once. '

Then the Post also says, “British, United States To Let Tunis Have
Arms,” and then, “Ike’s Plan Stirs Yre in Mideast; Nehru Is Critical.”
Mr. Nehru, that great capitalist in New Delhi. I visited him about

4!@10\:1‘8.
e got along fine bechuse there was nothing that I told him that
he had heard before.

Now, Mr. Secretary, I want to say to the chairman of our committee,
the distinguished Senator from Virginia, I think we have the wrong
man here this morning. I think I have read the hendlines of only
one morning, and every morning it will just scare every American who
is asked to read the Ka’pers, either Dulles or somebody has promised
more money or another bank we are going to finance or more free
trade, I think we ought to have Mr. Dulles here before we pass on
this thing just to find out what basis he is doing this on because our
Secretary of the Treasury and we all agree I am sure, I am not telling
anybody & thing, that we consider him one of the finest men n the
(“a{inet, all they do, it just filters down to him and down to him to take
the rap and he is such a fine man he generally gets what he asks for
and if we could get to the bottom of this and if we are getting Mr.
Dulles, we are getting pretty close to it. _ ’

We did have another man doing this sort of thing at random and
that was—who was the fellow who tried to take over Pennsplvania—
Mr. Stassen. He was running wild 4 or 5 years. At least we have
got it cut down to only one man now in all this business.

Mr. Stassen is & fine man, according to his lights, and has more
energy than any human being I ever saw, but at least .we have got
it cut down to one man. ) . ;

Don’t you think, Mr. Secretary, it would bs a good idea for this
committee to hear Mr. Dulles to see just about how far we are going

inthered?
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* Secretary AnpersoN, Frankly, Senator, I think-that it would not
add snything at-this tiie to the calculations which we have mada; any
commitments that would be made would have to be made under exist-
ing appropriations or else they would have to be submitted to thé Con-
gress next year, . , : .

Senator Marone. As our distinguished chairman has said, you have
$70 billion as a backlog there. He can call on that,can’t hef

Secretary ANpErsoN. Yes, but the calculations which we have made
take into consideration what we judge to be the expenditures.

Senator MaroNe, Where is Mr, Dulles today ¢
YSicmtary AnpErsoN. I do not know, sir, but I would assume in New

ork,

Sentor Mavone. Is there anybody there that he could promise
money tof . , ,

Secretary AnprrsoN, I beg your pardont = .

Senator MaroNE. Is there anybody there meetin him that he could
promise money to? Maybe we do not have the whole story yet.

Secretary ANDERsON. I am sure, sir, that the calculations with
which we are concerned are those that take into account the reason-
able expenditures which we expect out of existing appropriations
between now and next June and I would think any other ones would
have to be brought before the Congress. ,

Senator MaLoNe. If he promises more money between now and
next June and he could take it out of that $70 billion, couldn’t he, if
he could get the debt limit raised high enough?

Secretary ANpERsoN. It could only come out if it were appropriated
for the purpose. ;

_Eenator Marone. Well, I do not think—Mr. Chairman, I would
like to ask you a question about this: We have a new slant on that
$70 billion. I think you have been under the impression, at least I
have gathered that, and I depend a lot on your satistics, that this $70
billion is there, as a backlog, it has really been authorized, it is really
gxtvailtagble any time the Appropriations Committee sets it up, would
1t no

The CHalrMAN, Itisappropriated, ‘

Senator MaLone. It is appropriated, and you do not have to do any-
thing. All you havetodoisspendit. . o ’

Secretary Anpemson. Yes, that is correct, sit, but what we do in
making the estimates which we submitted to the committee is deter-
mine from each of the departments ¢f the Government their best
judgment as to the rate at which the money is going to be spent. '

S%nator Marone. That is true, 'But Mr. Dulles is unpredictable.
All this in the last few days has been g}'omlsed_ that I read you, it is
in the current papers this morning. Now Mr. Dulles is the fellow
who isdoing this. o L

We got rid of Stassen under some condition, I do not remember
why he quit, some reason, though, that he q}l‘:te’ and then he went to
Pennsylvania, and they wouldn’t turn the Treasury over to him so
I guessheisgoingtowork. ‘ o

?é is kind of hard on hiin t6 do that now. But Mr. Dulles has not
gone to work yet. He is s};l)endingmoney. He is committing it all
over the world, and when he goes into a place he has two things to
buy these agreements with, and, Mr. Secretary, I have to tell you
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I have hoen in all thesd nationn and 1 do not say 1 kitow all about,
them, but 1 know sotu-of the rmple«nd they will sign anything as
lung a8 wo pay for it with no idow of kesping it at all and 1 do not
blame them, - : I -

So when he has the taxpayers’ monoey, within the billions, to say to
the Araby, “Now it you will just keep qufet anothor your, and not cause
us too much trouble, we will furnish the water for the Suhnra Desert,”
that is quite a promine, but they might keep quiet for a yeur, Hf you
show them a billion or two dollars, -~ He has pronised that, -

"Then ho can alwo make turther trade agrovments und give nors of
the lifeblood of this Nation to buy agreements, All this was debated
on the floor, all of it wan anked Mr. Dulles and ho snid “Yes” to every
onvof them, ‘ ' ‘ :

Senator Dovanan, Me, Chalrmanese.

Sonator Marons. 1 am golng to finishy 1f you don’t mind, and T do
notinterraptyou. '

Sonator Dovavas, 2 bog your pardon, ’ ‘

Sonator Maronk, What 1 am getting nty, Mr. Chaivman, we just
have tho wrong man here.  You know Congress {8 not going to turn
this man down, he {8 just too fine n follow for that, becauso ho has
conw ur here nndd snid, “Now hore are the commitments thut the Sec-
wetary has made.,” Ho didn’t mention it to the Secrotary, But ho in
the follow who is making thom, “And T have got to mest the bills,”
and he is uhowh‘\‘r you unmistnkable avidence he cannot mateh them,
he cannot meet them unless you do this, So far as I am concerned,
My, Chairman, it conld be wo conld cancel Mr, Dulles’ pussport by
congressionnl act, and just not give him this £10 billion, and tho firat
thing you know he would be doing this diplomacy on his own account
instead of paying for'it, and I am in favor of that, and T am hot

in favor of vaising tho debt limit, .

_The Criateman, Tsay the Judiciary Committee would have to eancel
his passport. _ ‘ ,

Senator Maronk, That is all vight. 'Wo might suggest it. Wo are
acquainted with them. I :

just want to mke this further suggestion: We do not have the

money, and it is just like the water in the sink, the more we appropri-
ate to do this thing with and buy thein, the less it is worth, and in-
flation is keeping pretty close tab on the appropriations above the
amounts you collect, and you are bleeding the American public white.
Our people in Nevadn, you are getting over a hundred million dol-
lars—a hundred million dollars from the State of Nevada, afound
& hundred million dollars in taxes, and there are only 300,000 people
there, counting everybody. And they just cannot go much further.
The mines are shut down on account of imports, titanium factories are
shutting down on account of imports from Japan; 700 men laid off
the other day, last 8 months, 1,400 of them in copper at Ely. Lincoln
has about 1,500 men work_inq in the whole county in mines, because
we are a great tungsten and lead county; Humboldt County, 40 per-
cent of taxable property wiped out. By what? By Mr, Dulles mak-
ing all these trips around and promising them to the Arabs and to
the European ceuntries, Asiatic countries, and giving it to them in
order for them to sign his agreenients which no o%vla intends to keep. .
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Whatt the tug iy tightened, Kuropy is going to be lieutral, 1 have
sdd all 1 am golng to say. 1 am going to yote against it, and 1
Rnst love the Secretary of the Treasury, 1ust‘ think he is one of the

nest men T ever knew, It is not his fault. Some way or another
hebhuu got to suy “No,” and he can say it if he doesi’t have any
money. ‘ ‘ - :

The Crateman, Arethoro any furthor questions ‘

Honator Anprrson. What effect do you think thi is going to have,
Mr. Sdoretary, on yotir ﬂnancing problemy this fall§ ot 1 am
trying to point. out is that the $12 billion is bound to b inflationary.
You montloned & mintite ngo ‘in_answer to SBenator Malorie that a
(Government bond, or that the dollar from 100 in 1939 was 48 today.
T wa Just trying to do a little enleulating, :

Supposs o map bought one of thess E-bonds, thousand-dollar ma-
turity valie, and he {»: d $750 for it in 1989, and let the interest ride,
18 wo hivve beon tible to do after the termination of the bond. - 1 ﬂﬁum
that he would have something like $500 of interest, maybe, plus little
miove, he would got after he pnid even the most modest tax. He would
ﬁot back about %;,160 when he cashed in the bond, maybe more than
hiit ; $1,260. ' Ho gots a 48-cant dollar on it as against the 100-cent
dollar he paid forit. So he is going to get back $860 today for the
$750 Le put in the investtent some 20 yents ago. Most e are
going to start thinking about that on these Government bonds some
of these days. ' B ; :

Y just hnp{lmned to send to my office for an analyuis of an investment
flrm which it makes up and I noticed that 21/38 at 61 were 101 when
they mitde this appraisal of value of stocks April 30, and the Wall
Streot Journil this morning shows them 981345, This, T nssure you,
is a responsible firm. T do not want to get into it, but they are ad-
visers to the Riggs Nationul Bank, and they are advisers to the
Smithsonian and so forth. T think t’hey are highly regordod. They
recommend to me in their letter of August 12 that out, of an invest-
ment of dround %150,000 of sur‘ylus fnnds that 1 buy $75,000 Treasury
3%s maturing in 1974, and $78,000 284s, maturing in 1965; one to
yu?ld 3,69, and the other to yield 3.29, Those were above par a short
time ngo, way below par August of last year. Every time we come
to the end of the ,}/ear the Government bond market seems to drop off
pretty substantially. ) ' ‘

Wouldn't this deficit have a bad effect on the refinancing? -

Secretaty ANprnson. Senator Anderson, I think what you have
sald emphasizes the concern which the country must have in taking
what stegg it ean and deems wise to prevent a runaway inflation.

Now, both the volume of refinancing which we have to do, and
the number of times which we have to go into the market increases
the difficulties so far as our debt is concerned. - S

" One has to realize that the prices which are paid by investors for
these securities are dependent upon a number of factors, dependent
not only upon: the way in which the value of the dollar may be mov-
in{g,« but dependent in part upon the way in which the economy gener-
ally is moving, and, normally, if you get a higher level of Kusmm
activity, a higher demand for it from other parts of the Ameri-
cnn’ﬁl?conqm‘y,‘ this, of course, has an adverse effe:t upon the bohd
market. ‘ : ' o
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1 think, recently, if one looks at, the lpmblmnu you have got to weigh
(1) the technical situation whioh resulted from a groat deal of spocu-
lation that took place during the period in which they were constantly
vevising tho market, and one has to look at chunged economic condi-
tions, one has to Jook at the fuct thut the Canadinng elected to re-
financo u substantinl part of their debt nt cmnpamtivol{ highor rates
of intorest.  All of theso huve to bo weighed, but, certainly, us n gen-
oral proposition, the lurger amount of the éeﬂgnta whon we alrendy
have o high order of nationul indebtedness is going to muke the prob-
lom moro, rather than less, difficult. oo

Senutor AnpersoN, What 1 am tryinﬁ to got to hore is this porson
who puts in $750 and 20 yoars lnter tukes out approximately $1,240
to $1,260, if ho just loaves it alone for these 20 yonrs, He has, on the
surface, 1 $500 guin,  Actually, with o minimum tax, it is going to
come down to n $400 ﬁnin, and, by the time he Fotu through with the
orosion of the dollar, he has lost $200 for holding an investment 20
years in Government bonds,

Secrotary AnorrsoN, Of course, this is so, whether it be & (overn-
ment security, municipal, or industrinl, or whatever it might be.

Senantor Anverson. T just happened to look, That is not true,
oxactly, if you got to stocks,

Socretary AnvrwsoN, No, because stocks move——-

Senator ANperson, If theso deficits continue, aren’t you fwin to
force peoplo complotely out of buying bonds into the buying of stocks
That 1s why I say I am not really objecting to this incrense in debt
limit. 1 do not know what else you can do, but, certninlz, it is the
overall problem of Government to bring these things back into bal-
ance. Billions of dollarg ean be saved in the agricultural program.
Wa all know we do no* have to have $6 billion or $7 billion to take
care of an agricultural program that used to cost $250 million,

I just wondered how far the Tvreasury could go to sny we have to
bring this t.hinhx back into balance to try to make it possible for the
Treasury to refinance. How many billions do you have to refinnce
the rest of this fiscal year? It is an enormous sum. Is it not n hun-
dred billion?

Secretary ANDERSON. Ap}‘n'oximately $30 billion,

Senator ANDERsON. Fiscal yeart

Secretary ANprrsoN. Fiscal year.

Senator ANpErsoN. Noj it cannot be.

Secretary ANDERSON. Yes; we started out in July with $45 billion
for the balance of the fiscal Fear through May 15, next year, and we
have financed about $15 billion, approximately $30 billion, not in-
cluding bills.

Senator Dovaras. How much would they bet

Secretary ANpErsoN. About $22 billion.

Senator ANpEreoN. I had another figure. I admit I have been com-
pletely wrong on it. .

Secretary ANDERsSON. We are talking about refinancing,

Senator ANpERSON. When you have maturity coming up, you have
to refinance.

Secretary ANpErsoN. That is correct. :

Senator AnpersoN. I thought you had more than $30 billion of

maturities.
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Secretary Anpenson, No, sirs about $30 billion that we have not al-
rendy financed. A few billjon in savings bonds. o ,

Senator AnprrsoN, T merely hope the Treasury keeps sounding an
nlnrm that this is going to make the problems of refinancing more and
more difficult as inflation continues, and $12 billion deficits are bound
go bat inflationary, no matter what anybody wishes or desires, Mr.
Secretary,

Secrot‘s’:ry Anprrson, Senator, I sounded an alarm quite reoentl;r.

Senator Anoerson (proesiding). Keep sounding it. I have no fur-
ther questions,

Senator Carlson,

Senator CArtsoN, 1 have just 1 or 2 thin’gs. This i the end of the
session, when we get to a period of accounting, It has been a period
where Congress, and T am n part of the Congress, has voted to greatly
incrense funds, and wo have excoeded budget requests on many items,
and I was just checking this list that concerns me, for the future.
If I remember corroctly, the President recommended to Congress in
his budget message that we vote for increased salaries for postal, clas-
sifled, and military, a billion fifty some million; that may not be quite
an accurate figure. T would like to ask how much we spent on those
three increnses. " '

Secrotary Anperson. T would like to refr- that to the Director of
the Budgot ; he hus that figure, if you will,

Senator Cartson, Just roughly, if you will,

Mr. Stans. Senator, T cannot give you the figures, offhand, I will
supply them for the record. The increase was about $400 million,
roughly, more than was in the budget.

(The following information was later supplied for the record:)

The Yresident’s budget for 1950 proposed military and clvilian employee &?‘{
ralses which would entall an estimated $1.062 milllon of expenditures in 1050,
As enacied, the annual cost of these pay raises is now eutimated at $1,448 mil-
Hon, an Increase of $303 million. In addition, retroactive pay Increases were

enacted which had not been recommended by the President. The cost of the
retronctive raise is estimated to be over $376 milllon, most of which has been

expended in flscal 1959, ,

Senator CanrsoN, The point I want to make is that—and I am the
one who is going to vote for this debt-limit increase—I do not think
we can do it any other way, and do not like it any better than anyone
else, But we ourselves, are very often responsible for these increases.
Senator Anderson mentioned agriculture; I think that must concern
every Member of the Congress. I notice you have a billion and a half
more for 1959,

Now, it just has been growing by leaps and bounds, and I come from
a wheat State. We grew 400 million bushels more wbeat this year in
the United States than last year. 1 would urge the executive branch
of the Government to give some thought to going over some of these
farm programs and see if we cannot reduce them. I have discussed
several times the domestic parity program for wheat. 1 think we

ought to look at it for cotton and rice. ) ‘ o
do not say that is the only solution to this problem, but I do think

this continuous rise ought to be looked into, and the executive branch
of the Government has that responsibility, and these other items
where we hava these increases; I noticed the Post Office deficit; here

we raised postage rates 1 cent this year, and I noticed by Senator



42 INOREASBE IN PERMANENT DEBT LIMITATION

Byrd’s statement that he has given us that the estimated deficit on
June 80, 1959, could be $700 million, L ; , .

What is the Bureau of hto Budget going toshow? .

. Mr. Srans, We now estimate, Senator, after taking into uccount
the inorense in postage, the increase in wages, the increase in trans-
portation paid the railronds and other factors, that the post office
will show a deficit this year of around $600 million. .

Senator Carpson, ‘Well, it is un amazing. thing, when I'believe we
started in at tlie beginning of this year with an anticipated deficit of
$580 million or $600 million and then we raised the postuge rates and
second- and third-class rates, and still we are going to come up with
$600 million deficit. . . , L

Mr, Stans. Yes, sir, Senator, the pay increase, and the increased
transportation, costs to the railroads and other costs have just almost
wholly nbsorbed the increase in postage rates within 1 year,

-Senator CAgrsoN, Iam willing to assume my share of responsibility
for voting many increases that we voted this time, but it concerns me
and T am not.so certain but that Congress is going to have to give
serious consideration to Senator Byrd's proposal of an item veto.. 1
served as a Governor of a State with an item veto, and I think it is
very important in the fiscal policies of a State or a nation, and mogt
of our States have.it. , L '

Here the other day the President vetoed a bill with $589 million in
it, and I think that miﬁ?t be helpful if we could get something like
{J)}]l&t. I am concerned about it, and I have to assume my share of the
0I8IMe. 1 " . ' . '
I thank you, Mr, Secretary. You are doing a ffood job, but it is a
difficult job and we do not seem to help you too much.

Secretary ANprrsoN. Senator, the whole problem of curbing ex-
cessive expenditures, of being sure that we accomplish these things,
what ought to be done for our country, is not just a problem for any
one of us, but it is a-problem for the _wimle Nation, and I think while
each of us have some more specific responsibilities than others, we
must regard it as a national problem.

The CuARMAN, Are there any further questions?

Ser;ator Dovar.as. Mr. Chairman, am I privileged to ask any ques-
tions ' ‘

The CrairMaN. Yes, Senator Douglas,

‘Senator Douvaras. Mr. Anderson, let me say in the beginning that
I think in company with all the members of this committee, insofar as
I know all the Members of Congress, we appreciate very much the
modest manner in which you conduct yourself and your very gentle-
manly conduct. ( - -

. I would say that you have less of the insolence of office than anyone
Iknow. It isno indication of the great power which you have, which
‘shows itself in your personal bearing. 1 hope you will realize that I
hold you in high esteem. o ’ |

Secretary ANDERsON. I appreciate that, Senator. ‘

Senator Doueras. When, in January, you estimated the deficit was
going to be only around $300 million, you were estimating revenue of
$72.4 billion, is that not true? . : ' Co .

“Secretary AnpersoN. That is correct, sir.

Senator Doueras. And in practice, the revenue for the fiscal year
which ended the 30th of June amounted to only $69.1 billion. -
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Secretary AnpersoN. That is correct. T
Senator Doucvas. So that the deficit of $2.8 billion was entirely
caused by the reduction in revenues. = ., = ./ -
Secretary ANpersoN. Yes, practically, R T .
Senator Douaras, Was it not the economic recession: which caused
the reduction in revenues? There have been no changes in taxes,
Secretury ANpeRrsoN, I think that is a fair statement; yes, sir.
_Senator Dovaras, The decline in business activity and J)roduction,
diminished corporate profits and, therefore, diminished corporate
taxes; there was some reduction in individual incomes and, therefore,
reduction in individual income taxes, and some slight reduction in
excise taxes; is that not true? N - S :
Secretary AnpersoN, That is correct, sir, most .of it—— .
Senator Dovavas. So that the deficit has been due-to the recession
and not the recession due to the deficit. . . .. . .
.Secretary ANvrrsoN. Yes. I think the decline in receipts at the
end of this fiscal year was u reflection of the lessening of production.
- Senator Dovaras. This may agpear ungracious, but. may I remind
you, you appeared on the 7th of February before the Joint Economic
Committee, and at that time, which was a month after the submission
of the budget, I questioned:you as to whether you still stood on your
estimates, and I raised the point that the decline, in .production and
the increase in unemployment, would inevitably shrink corporate prof-
its and individual incomes and, hence, result in a decrease in revenues
and, therefore, increase the deficit heyond what you contemplated.
Do you rememl’)er that? : »
- Secretary ANpErsoN. I do indeed, sir. . S
Senator Douaras, You will find it on pages 483 and 434 of the
hearings, C o e
Secretary ANpERsoN. Yes, sir, o .
Senator Douaras. And in view of that, I questioned whether your
request for an increase in the debt limit was adequate. You will for-
give me, will Xou not, if I read some of the passages? : :
Secretary ANpERSON. Yes, sir.
Senator Dovaras. Page434: - .
I know no one likes to admic publicly that they had overestimated, but it wounld
be very humiliating, Mr. Anderson, if you have to come back before Congress
adjourns and ask for a raise in the debt limit once again. I may say 1 am

going to vote for an increase in the debt limit to $260 billion. But I beg you, don't
.force us to do this twice. If we are going to do it, do it enough the first

" time and give yourself er.vugh leeway. -
I think you are really heading for the rocks, inyself.
Do youremember that? ’
Secretary AnpersoN. I do, sir. , S
Senator DovcLas. Do you think I was a prophet of gloom and doom
when I uttered those sentiments? o _ B
Secretary AnpersoN. I cah only say, sir, that your prophecy turned
ont to be a requirement on our part that we come back. " =~
. Senator Dot'm‘nﬁs.‘ Forgive m[elif Ihturn]' the knife around ‘a little,
not at you biit at the Treasury. ughter.] R
’ Whg was the more accugm propﬁet, the Treasury or the Senator
from Illinoist . e
‘Secretary, ANpersoN. Weil, I could'only say, sir, that the Treasury
was more optimistic than the circumstanced apparently justified.

f

i\
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Senator Dovaras. And who was more realistio, the Treasury or
the Senator from Illinois?

Secretary ANprreoN. The Senator from Illinois came closer to the
figures on June 80 than we were,

. Senator Douatas. Very much closer. Would you see that this tes-
timony is communicated to your predecessor in office, Mr. George M.,
Humphrey{

Secretary ANpexsoN. Yes, sir,

Senator Dovaras, Because Mr. Humphrey devoted a considerable
portion of his energies for some months trying to discredit the Sena-
tor from Illinois, calling him a prophet of gloom and doom, alleging
he had made prophecies which he had never made, twisting testimon
to give a false impression of what the Stnator from Illinois had said,
and conducting himself in a manner very different from the present
ocoupant of the secretaryship of the Treasury.

Now, Mr, Anderson, I would like to question you about this coming
year. You estimated in January and in February that the revenues
to the (Government for fiscal year 1958-59 would be approximately
$74 billion, is that not true?

Secretary ANpersoN. Yes, $74.4 villion.

Senator Douvaras. Now you estimate it will be $67 billion.

Secretary ANpERSON. Yes, sir,

Senator Douaras. Now then, in other words, you now say that your
Janlxlmr and February estimates for fiscal 1958-59 were $7 billion
too high.

Secretary A NpErsoN. Yes, sir.

Senator Douvaras. Why have you revised your estimate? Is it not
because of economic recession ¢

Secretary ANpErsoN. Senator Douglas, in the first place, one makes
these cplculations largely on the basis of what you anticipate——

Senator Dovgras, I understand.

Secretary ANpErsoN. Will not only be the level of business activity
in the year in which you are then living, but how much revenue you
will get out of it.

Now as circumstances turned out, even with the relatively high level
of business activity in 1957, we did not get in revenue collections as
much as we would normally have anticipated from that level of busi-
ness aCtiVit{';o : )

Senator Doueras. Mr. Anderson, one of the reasons I like you is
that I think you are characteristically honest in your replies. Is it
not true that you expect a decrease in corporate profits for fiscal 1958-
59 to a figure appreciably below what you expected in January and
February, and consequently the revised estimates for collections from
corporate taxes will be less than your original estimates?

Secretary ANpErsoN. That is correct. . )

Senator Douaras. And that this accounts for the major portion of
the deficit ¢ , L.

Secretary ANDERsON. Larger than any other single item.

Senator Doucras. And that in addition, do you not believe that

rsonal incomes will grow to the point which you anticipated for
1958-59¢ Isthat nottrue? - i

Secretary AnpersoN. Thst is correct, sir. '

Senator Doucras. And similarly, that there will not be the same
increase in collection of excise taxes?
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I do not want to get into a contest with the Treasury and the
administration, but I will now take on the Budget Bureau a little bit,
hecause I hold in my hand here, a8 has been remarked before, a docu-
ment entitled “Corporate Excise Tax Rate Extensions, Executive Pro-
ceedings” on the 7th of June of this year. That was 2 months ago.
The Bureau of the Budget came in with estimates that for the then
current year—that was only 8 weeks before the year ended—that you
would collect about $70 billion in revenue.

I questioned you and the Director of the Budget at that time, and
yointed out that our staff estimated that the collections would be
$69.1 billion. As n matter of fact, the collections were only $69.1 bil-
lion, so that our staff hit it right on the nose, and you were off by a
billion dollars, even though you had only 3 weeks to go.

Should we not all agree and publicly confess that not all the wisdom
and financial ability is concentrated down on I’enns{lvaniu Avenue,
and that some of it might be located up here on Capitol Hill{

Secretary AnprrsoN. Certninly, Senator, we do not subscribe to
the proposition we have a monopoly either on wisdom or the ability to
judge the conditions in the future.

Senator Dovaras. Would you not sny that evidence indicated that
possibly more of it was located up here than down at Pennsylvania
Avenue? "

Secretary AnprrsoN. I would certainly say, sir, that the estimates
f]or lgst year and this year were more accurately judged by you
than by us.

Sengtor Douaras. In this period where the favorite sport of execu-
tive officers is to denigrate the Legislature, these words should be put
in letters of burnished gold and presented on the desk of the leading
administrative officials of this administration to contemplate in the
morning. L.

Now,%\{r. Secretary, let me ask another question, if I may. What
are you estimating for business conditions for this coming year? Are
vou assuming total tax collections of $67 billion ? ' :

Secretary ANpErsoN. We are assuming, of course, in the latter part
of this year there will be a general improvement in conditions.

Senator Dovaras. Yes. But how much of an improvement?

Secretary AnpersoN. The estimates on which we are basing these
calculations, Senator, the January budget, contemplated a level of
personal income of $357 billion.

Senator Dovaras. For fiscal 19597

Secretary ANpersoN. For calendar 1958. This is calendar 1958.

Senator Douaras. Calendar?

Secretary Anperson. Yes. This has now been revised to $352
billion—$357 billion to $352 billion.

Senator Dovaras. What would that produce in terms of a decrease
in receipts from individual income taxes? .

Secretary ANpErsoN. We are estimating about $2.5 billion.

Senator DougLas. What is that?

Secretary ANpERsON. About $2.5 billion.

Senator Douaras. Billion ¢

Secretary ANpERsON. Yes.

Senator Douveras. Decrease

Secretary ANDERSON. Yes.
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i (x;}enln'tor Dovaras, Doos that include corporate, or is [t just indi-
vidun

Secretary Anpxrson, "T'his is individunl,

Sonator Dovanas. Individunl, Below your estimates of January{

Socretary Anomson. ‘That is correct,

The Cuammman, Senator, will you yiold at that point.

1 would like to ask, what 18 the porcentago,

Socrotary AnprrsoN, Would you mind if Dr. Smith gives you the
answor to that ?

M, Saeen, ‘That enn bo deseribod in eithor of two w:ws Sonator
Byrd. 'The reduction of nbout $2.5 billion is from $18.5 billion to $36
billion. That would be roughly about 7 porcent in the tax receipts.

I might add-—— .
Thoe Cinamaan, Soeven porcent veflecis a T-percent loss in tax ro-

(‘oig)ta'
fr. Smren. Yes; 7 porcont loss in tax recoipts in the individual

incomu-tax component,

Now this also veflects an unusually high velntionship betweon the
individual income and the tax receipts therofrom, because with the
reduction of §8 billion in the assumed personal income, $2.5 billion
reduction in individunl receipts suggosts a 50-porcent. relationship,
which of course is not the typical relationship.,

Actually, the reason that exists is becnuse, as tho Secrotary indiented
carlier, wo had last year an unusually lov individual low income-tax
vecoipt from the presently published figure of personal income, so
wa start from a lower basis of individmﬁ income-tax receipts,

Senator Dovuras. Mr, Secretary, conld T ask, what do you expect
the receipts from corporate income tax to be for fiseal 1959 as com-

pared to estimates of January and Februnry?
Secrotary ANbrrsoN. In January woe estimated that corporate prof-

its would'be approximately $44 billion.

Senator Doveras, And that would yield $28 billion in corporate
income taxes?

Secrotary AnprrsoN. That would yield a little over 20. You see,
while the 52-porcent rate applies, not all corporations are in the
bracket at 52 percent.

Senator Dovaras. What is your estimate now ¢
Secretary AnpersoN. We are now estimating corporate profits of $36

billion. .
Senator Douaras. $7 billion less.

Secretary ANprrsoN. $8 billion less.

Senator Dovaras. $8 billion less. And a decrease in corporate in-
come taxes of how much ¢

Secretary ANpersoN. Of about $3.7 billion,

Senator Doveras. So these are the two big items.

In other words, you expect fiscal 1959 to fall greatly below your
expectations of a few months ago.

Secretary ANpErsoN. That is correct, sir, and to be——

Senator Dotaras. And to be below fiscal 1957.

Secretary AnpersoN. Yes; I think that I should distinguish now—
calendar 1957. Weare giving calendar 1958 figures.

Senator Douaras. It would be below calendar—— ‘

Secretary ANDERSON. Becau?e it would be reflected in 1958.
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Senator Dovaras, In the meantime, the population is growing.

Secretary ANpersoN. That is right.

Sonator Dovaras, So Iyou have national income and prosperity at a
lower lovel dospite the fact that our population is growing, and that
normully, thore is an increase in productivity of 8 percent or 814 per-
cont. per man-hour per yoar, so we ave, not only failing to keep up
with the past, but also to make the usual gains, according to your
estimatos,

Socretary ANpensoN, Woell, the calendar year-——

Senator Douaras, Pleuse, Mr. Anderson, let us not got diverted
on a wild goose chase on difforences betweon calendar years and fiscal

yenrs.

Secrotary ANversoN, Yes,

Senator Dovaras, 1T am auim well nware of that difference, but
I menn these are just rough figures that T am giving. One can so con-
fina a problem ns to make it disappear,

Lot me nsk this question. In other words, the bud financial situa-
tion of the (Hovernment during the coming year is due more to the
recession than to any increaso in expenditures by the Federal Govern-
ment. The incrensed exponditures by the Federal Government would

be something in the order of $4 billion,
Secretary ANpersoN, $6 billion. .
Senator Dovaras. An estimated decrense in revenues of the order
of $7 billion,

Secretary ANpERsoN. Yes, )
Senator Dovaras. The increass in expenditures has been oceasioned

Inrgely by incrensed military outlnys which Congress believed were
necessary for the national seeurity in view of all these tensions?

Secretary AnpexsoN. Well, T do not think that of the $5 hillion most
of it is in the—not most of it is in the military.

Senator Douvaras. A large part of it.
b.".?pcretary Anperson, A substantial part of it? No, only a half

illion.

Mr. Stans. May I answer, Senator? TIn my opening statement I
indicated that of the $5 billion incrense in expenditures over the bud-
get, about $500 million to $700 million is in defense. The rest i3 in
civilian programs,

Senator Dovaras. Tsee. Atomicenergy?

Mr, Stans. Atomic energy is a relatively small additional amount.

Senator Dovar.as, That is really in defense, in my judgment.

Mr. Stans, Well, it is less than $100 million in atomic energy.

Senator Dovaras. Foreign aid ¢

Mr. Srans. Actually, we expect a decrease in expenditures in
foreign aid, for mutual security.

Senator Douvaras. What T am trying to get at is, if one takes the
deficit of $15 billion for 2 years, then $10 billion of the deficit will be
created by the decline in business activity, or two-thirds of the total;
only $5 billion, or one-third of the total, will be created by an in-
crease in expenditures above those budgeted, and therefore it has been
the ;ecessi‘on which has primarily created the problem: is that not
true '

Secretarv ANpErsoN. That is correct, sir.

Senator Douaras. Suppose conditions should not improve next year
as you anticipate? Have you given yourself enough leeway or will
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you possibly have to ba coming buek in Janunry or Fobruary or Mareh
or April for nnother inerease fn the dobt Limit ¢ .

Socrotary Anprrson. Ssnator, [ would hope cortainly that we would
have n rate of siustuinablo tacovery from hero on, Our enlonlations, us
vou cah fes, ave based upon chnngow of andeorlying assumptions which

wi have nade,

These, 1 recogning, vould vary,
Sonntor Dovanas, Heve inthe Hmml. 1 like you so much, My, Andos-

gon, that in Febraney 1 was desivous of sparing you the humilinting
oxporiance of voming up before the House and Sonate u socond time
and usking for n further ineromss in the debt limit whon we would
have to being nlp all thew factors now bofore you, and 1 hato to nsk
these quostions beenuse 1 do not ke to humilinte anyone, oven of the

opposite politival party. ‘ .
No that is why 1 urged you to axk for a lnvger increnso in Janunry

and Fobruary,  You said “No,"

Now have you given yoursolf enotgh leowayt 1 wounld hate to sew
you etbarrassed # thied time, Me. Seoretary, and for my to huve to
fm theongh this snme process with you again to prove that I wm w
wttor ‘N‘oplmt than you are. 'That would pain me to the very depths

of my heing, : ‘
Why do von not come in and ask for $i6 billion so that you will

not have to be humitinted?

Seceretary Axpirson. Senator, 1 fully realizo that 1 or any other
ocenpant of this offiee facex n very substantinl hazurd in trying to guess
ovent a year or 12 months ehead in an economy which is as vast and
as complex ay ours, 1 have the highost regard for the Henutor and
for his experience in analysing the movemoents of our sconomy,

Seaator Dovatas, 1 owish that could be said to Mr, Humphrey,

Svevetary AnpersoN, L ean only say that we have in our cstimates
tried to take into consideration what all of the departmients believe
are their best estimates of expenditure.  We have tried to take intu
consideration what we think nve reasonable ussumptions, and we have
tried to bo modest in our appronch to the problem,

Senator Dovaras, 1f you believe, if you think the deficit is going
to be $12 billion, and your—how much is the debt now{ :

Secretary ANDpERRON. Approximately $278 billion,

Senator Dovaras. Well, $276 billion, plus $12 billion is $288 bil-

lion, Sup;‘)me your deficit should go above that, you will have to
mm;\ down heve again to request an increase in the debt limit, will you
not .
Secretary AxprrsoN. If the Senator will look at the chart append-
ed here, he will see, for example, where on May 31 of 1959 we are
running $288.2 billion, which is over the $288 billion debt limit, which
simply means we would have to cut down on either the contingency
or opemtin%?pital. _ : o

S;e:u;tor veLAs. You mean some interest-free deposits in - the
vanks ? , : W o

Secretary AnpersoN. We would get to $290 billion. You are up
against the proposition several times, and frankly I have in my state-
ment called attention to the fact we will have to look at the debt
ceiling problem again before the end of the next fiscal year.

The Cramrxeax. Will the Senator yield at that point?

These figures include $6.5 billion on hand. S
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Honutor Dovaras, [ was going to come to that.

'The Gnamman, That iy something the Senntor from Illinois op-
,mmd whon Secrotury Humphrey was Secrotary of the T'rensury, and
16 thought. it was entirely too much to keep on hand.

Sonator Dovaran, 1 am going to coine to that.

Lot me sy this: 1 thing in “fust.ico you should come in for a larger
incronss hoenuse of probuble business conditions, so personally if you
would come in for 4115 billion, I would give it to you, not becnuse 1
wunt to but bocause 1 think it is more ronlistic,

Secrotary ANprrsoN, Yes. .
Sonator Dovaras, Now let. me turn to this question of the deposits

of Government funds in private banks, We have conversed, both
privately nnd Lmblinly, nbout that, Do I understand you say they
smounted to Xﬁ) 44 billion on the 80th of June?

Socrotary ANprrsoN, On the 30th of June, $9,020 million,

Nenntor Dovaras, $9 billion,

Secrotary ANvenson, Yes, ‘

Nenator Dovaras, Those nre interest-free deposits

Socrotary Anperson, Yes, They were made up in this way, Sen-
wtor: $401 million were represented by free gold which we have;
$410 million by the money in the Federnl Reserve System ; and $8,218
million in the commercinl banks, ngainst which at that time there
were outstanding calld by us of $2,227 million, so that the amount
nbove the outstanding calls was $5,091 million.

Senntor Dovanas, These are interest-free deposits §

Socretary AnNprrsoN, Yes,

Senator Dovaras. How do these deposits arise? Do they arise
from collection of taxes, which are then deposited by the Federal
Government, in the banks, or do they arise from the purchase of short-
tarm Government securities by individuals and banks?

Secrotary ANpensoN. They arise in both those ways,

Senator Dovar.as, But which ig the chief origin ¢

Secretary AnpensoN. The tax collections would be the largest.

Senator Dovaras. Would you supply a table— '

Secrotary ANversoN. We are looking for the table here, sir.

For the year 1057, Senator Douglas, proceeds from the sale of cer-
tificates, bonds, and so forth, $14.587 billion.

Senn?tor Dovaris, Would you give me that figure again, Mr. Sec-
retar ' .

Secyretar AnprrsoN, $14.587 billion.

Senator Dovaras. From what source?

Secretary ANpErgoN. From the sale of securities.

Senator Douaras. Sale of securities,

i Secretary AnpersoN. From withheld and excise taxes, $26.709 bil-
ion,

. And from other income by arrangements which we make, $4.153 bil-
ion, ' '

Senator DoueLas. Mr. Secretary, when you sell shorttime govern-

. ments, bills, notes, and so forth, what are your margin requirements?
When an individual has purchased these securities, the margin on

stock was 50 percent ; it is now 70 percent. ‘ ‘

Secretary ANpErsoN. There is no margin.
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Senator Douaras, You mean that s man ean buy the Government
bonds without a eash payment, but entivoly on horvowings from

banks?
Seoretary Anvrrson, It would be on whatever the bank requive-

mont was.

Senator Dovaras, 1 undevstand.  What is that margin gonerally ¢

Seovetary Annkraon, 1 do not know,

Mr, Baird advises me about. § porcont,

Sonator Dovanas, So there is a T0-percent mavgin now on the pur-
chase of stooks, and a #-percent margin on the purchnse of Govern-
mont bonds?

Seoretary ANnrrsoN. Yeos, siv, It could be less than 8 percont.

Senator Dovatas, T am informed it is as low na € percont,

‘Suvmmry ANpErsoN, Yes, T think there would be some as low ax
that. ‘
Senator Dovanas, When a bank invests in governments, how doos it
buy? What ix the process by which a bank buys#t

Secvotary Anprrson. It would buy the bonds and pledge it in its

tax and loan account, . .
Senator Dovaras, How does it pny the Government for those securi-

tios?
Seeretary AnpursonN, Wolly wo would withdraw the funds on orders

by— -

"Senator Dovaras, What they fundamentally do is what any com-
mercial bank does; i8 that not true? It has set up n eredit to the.
wecount of the Federal Government agninst. which the Federal Gov-
ernment.can draw if it so desives,

Secretary ANorrson. They set up an account for tax and loan funds,

Senator Dovaras. That s o commercial procedure in which the
hanks create monetary purchasing power which thay credit to the
Government in the purchase of short-time securities,

Secretary ANDERSON, Subjoect to our withdrawal,

Senator Dovaras. Yes, as inany bank.,

Secretary ANDERSON. Yes,

Senator Dovaras. But as long as-it is not. withdrawn, they, there-
fore, collect intorest for the short-time securities.

Secretary Annerson. Correct § aftor their issuance. .

Senator Dovaras, And pay no interest to the Government on de-
posits which ave in their banks.

Secretary AnprrsoN. That is corvect.

Senator Dovaras. So that they use the commercinl banking system
to buy short-time gavernments on which they collect but the Govern-
ment does not collect interest on the balance.

Secretary AnpersoN. On the deposits,

Senator Dovaras. Yes.
Is it not possible for the banks then to use the deposits which the

Government has with them to buy more short-term securities upon
which they will get interest !

Secretary Anperson. Well, Senator, it would be rather precarious
business. If I may point out, as an example, whereas on the 30th of
June, as was indicated by our figures, $5.991 billion not subject to call
was in the various banks, on July 81, & month later, this had reduced
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itsolf to $45% million in all the banks, so the withdrawals during that
month, enlls on the hanks, were ahout #5.5 billion,

The time within which the money can remain in the tax and loan
necount, in normally quite short hocause of the—-—~

Sonntor Dovanas, May 1 nsk you this question: When you pay the
ubl:gutimm of the Government-—salaries, pnyments on contracts, and
#o forth and so on—are the checks drawn on the individial banks or
on the Fedoral Reserve S’Y‘ammﬁ

Secretary ANversoN, They nre dvawn on the Treasury,

Senator Dovatas, They are drawn on the Trensury, and how are
they puid out? ' y

Secretary ANpersoN. They nre paid out of the Federal Reserve,
which'is the fiseal ngent of the Treasury,

Senator Dovaras, Not.on the individual banks?

Socrotary ANpeisoN. No, sir,
~ Sonntor Dovaran, 1 have urged for sovern) yenrs, und 1 think this
is one mattor the chairman and T have agreed on, that the Treasury
review this policy of interest-free deposits,

The Crainman, The Senator does not limit it to one matter,

Senator Dovaras, No, no, 1 snid it is one matter, [Laughter,)

That the Treasury review this policy of interest-free deposits,

T put into the record of the henrings on the debt ceiling increnss in
Fobrunry n study which I made of, I think, all the banks in New York
which ave members of the New York Clenringhouse, and I think that
inclnded all bunks except. 1 or 2 that are ontside of the clearing-
house, and 1 made this study over n period of yoars, weekly, on their
balances.  And T showed, ns 1 remember the figures roughly, subject
to correction, there were some banks whers the balances on a perma-
nent, deposit. naver foll below 50 to 60 million dollars,

So that even at low tide, 8o to spenk, even at fiscal low tide, they
were using enormous sums of money deposited on which the Federal
Government got no interest,

I would agree that where the balunce fluctuates, that you cannot
expect the same rate of interest, although I do not ses any reason why
that could not perhups be invested in short-time governments so that
the Government could collect the interest instead of the banks.

But on the hard core of deposits, and except for possibly one
gporadic moment. when you mexntiotle(i the whole reserve went down,
that hard core has been very considerable, I also studied the Phila-
delphin accounts published by the Philadelphia Clearinghouse, and 1
think the same thing is true, substantially, for all the other banks of
the country, and I think you will find we are making interest-free
dei)osits in enormous quantities to the banks of the country.

have nothing uFamst the banks. I want to make that clear, But
as has been correctly pointed out, we are in a difficult financial situa-
tion. Do you not think you had better start collecting some interest
on these interest-free deposits? _ o

Secretary ANpersoN. Senator Douglas, this is a matter which I
am sure you have given considerable study to. I think one has to
take into consideration the fact that we denend upon the commercial
banks to sell and issue United. States savings bonds, we depend on
them to handle the withholding of sqcial security and all these other

things.
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Senator Dovaras, In other words, you will forgive me for inter-
rupting, what you say ig this: You say thia is justified as an exchango
of gifta, They give something to the Government in unpaid services,
so we will give them interost-fron de?oaits.

Seovetary Anprwson, T think this: One has to weigh the actunl
servicos which we ask of ‘and which the banks do perform for wa, I
think also that ‘one hag to weigh the very lmportant and valuable
asset. which wo have in using those anka and_ distribution conters for
snles of socurities wheve hanks buy and redistribute to very small
inatitutions all over the country in which we wonld like to see the
soouvities, whero the techniques of the market nve such that the very
elnplu}}mt. of the banks do not have a practicil and feasible means of
nading. ‘ , ,

“There are also very tungible considerations which we have to
give, ,

There is another thing we have to consider. Back in_the thirties
when baunks generally puﬁi intevest on their deposits, experience taught
us this was very froquently abused, and if we, the (Government, were
going ro chargo interest on a demand deposit in a bank, it would be
dificult to see how others would carry--—

Senator Dovaras, Wait o minute, 'On this question of demand de-
posit, I am not asking that interest he ‘mid on them. 1 am simply
saying if we maintain these bnlances, which to my mingd are not necos-
sary, but if yon do maintain them, why not put some of the money in
time deposits so that you can collect intervest.

I know you caunot collect interest, under the law, on demand de-
posits, but why can you not under time deposits? .

Secretary Anprrson. So far as T am advised, Senntor—and frank-
ly, I do not have in mind the stmli/ the Senator indicates; 1 will look
it up. I do not have it in.mind, but the money which goes into the
tax and loan nccounts we vegard us demand doposits, ,

Senator Dovaras, But I introduced this evidence based on the clear-
inghouse figures over a period of years, We will get the nppros)rmta
tables and send them to you, which showed that even at the point of
lowest deposits, there were New York banks which, subject to correc-
tion, had 50 to 60 million dollars, That was the low tide over a whole
period of years, interest-free deposits. ) g ‘

Secretary ANpErsoN. Well, I am not familiar with the Senator’s
study, but 1 will get it |

Senator Dovatas, They are in the record, and I will ask to have
them put in the record at this point. '

(The material referred to follows:)
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Weekly atatistics on United States depoeits in selected New York banks, January 1953 to August 1865—Continued

{In thousands]
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Week(y statistics on United States deposits in selected New York banks, Aug. 17, 1955, through Sept. 5, 1956—Continued

[In thousandst

INCREASE IN PERMANENT DEBT LIMITATION
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Weekly statistics on United States deposits in selected New York banks, Sept. 5, 1956, through May 1, 1957
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United Ntates depostts in New York banks, January 1068 to May 1, 1967,
amallont amount of Untted Rtates deposit i individual bank during period

for whioh information i Hated

Bmalloat Hmnllest
‘umothnt am;mnt
Unitod Btates United Biates
Bunk had on do. Communt Hank had on de- Commaont
posit In porlod posit in perlod
for which In- for whioh In.
formation Is formution Is
Matod listed
A.oees| 81,178,000 Joreaiann $3, 41,000
| | DO 9,416,000 | Bofore mergor with bank }( ........ lg,m ,% u%oro merger with bank
. d ceme ue " (] .
[ ¢ PUU 89, 283,000 | Bofore morger with bank % ........ ;, xgg.ow
. IIN....... , 037,
Do.o.o ] 14,100,000 | Beforo merger with bank || O......... 3,031,000
H. | (P . @4, 000
K.... 10, 609, 000 e 295, 000
Bl 10,718,000 R........ 1,000
... ... 0, 702, 000 Band K .| 20,001,000 | Postmerger.
H.o....... 1,049,000 | Bofore raerger with bank (| H and D.| 12,371,000 Do.
D. Cand 1..[ 80,003,000 Do.
| 8,477,000 | Bofore morger with bank e -—
o, Total ..] 260,473,000

B s T

Senator Douaras. I went through the Philadelphia situation. 1
have it in iy files, the Philadelphia figure. 1am ready, though I have
no private resources, to compile clearinghouse figures for every major
city in the country, but T beg of you to help me do it, and I would ask
that you submit clearinghouse figures of (tovernment deposits in the
major cities of the country, of individual banks in the major cities of
&he c«;untr , over a period of the last 8 years. Do you think that can be

one
" Secretary ANpersoN. Frankly, I do not know what the problem in-
volved would be. I would like to consult with the staff on this.

Senator Dovaras. May I ask some more questions.

I agree that in view of the military situation, the financial problem
of the Government is going to be very difficult. Do you not think
that before we start increasing tuxes we should try to plug loopholes

in the existihg tax system ¢ ' o .
Secretary ANpersoN. I think, sir, that the simplification and equity

of the tax systems—— L , )
Senator Douaras. Well, the plugging of loopholes such as this:
Do you not think it is a condition of injustice when people with equal
incomes pay unequal amounts of taxes? ‘
Secretary Anperson. Well, I think, Senator, one would have to
qualify that by inquiring why the unequal amount is paid. .
Senator Dovaras. I know; but as a general principle, people with
equal amounts of income should pay equal amounts of taxes. I am not
going into progressive proportional or regressive taxation, but gen-
erally there should not be discrimination between people of a given
income class. C ‘
Secretary ANDERSON, Yes,

" Senator Dovaras. Allright.’ o
I have been studying this matter of loopholes in the Federal tax

structure for several years, ind I must say that I am disappointed in
the attitude of the Treasury. o ‘ : -

For instance, take the oil and g
top of permitting intangible drilling

s depletion_"allo'wanoé which, on
and development costs to be
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charged off in the first year—the first year—which is a 100 percent
depreciation also permits a 2715 percent deduction of gross income
up to 50 percent of net.

Now this results, as studies before our Joint Economic Committee
have shown, in an average tax rate to oil and gas companies of ap-
proximately 17 percent of their profits as compared to a normal tax
rate of 62 percent. And it results in great loss of revenue to the
Federal Government, : ‘

Some of us have been trying to plug that gap. In the Truman
administration the Treasury was on ourside. Since then, the Treasury
has been opposed to us, We passed an amendment the other night on’
the floor of the Senate and got 81 votes, but it was opposed in com-
mittee by the Treasury.

Do you not think that change should be made ?

Secretary ANpersoN. I know how the Senator feels about the de-
pletion issue. I must very frankly suy that my own studies over the
vehrs have led me to conclude that if we are going to have and de-
velop an adequate amount of petroleum resources in a nation in which
the very nature of the business is as hazardous as it is, that the de-
pletion allowance hes in practice worked out fairly well.

Senator Dovaras, Even though it has resulted in great tax favors
to a particular group?

Secretary AnpErson. Well, I think, sir, that one must estimate the
other side, to point out that over a number of years the total amount of
new reserves that were discovered in the country as compared to the
increase in our utilization of them, indicates that there were slight
additions. ' -

Senator Douaras, I am very glad that fact was brought out for the
record, because again and again we hear that discovery 1s running be-

hind use. ]
As a matter of fact, the ratio has been approximately constant, and

excopt for the last few months——

-Secretary ANpersoN. As I recall, sir, for about the last 2 years or 3
years, I am not sure whether it is 2 or 8, the rate of discovery has been
Senator Douaras. That is merely one. I will say that figures drawn
from statistics of income illustrate that the total depletion allow-
ances amount to $2.9 billion, ‘ ’ :

Now the Senator from Illinois is not proposing that the allowance
be completely eliminated; certainly not. He is proposing, however,
that some of the excrescences be reduced, because he believes—I not
only believe, but estimates have been made by the Treasury itself—
that we could save $800 million to $3256 million a year in this Waf'

What does the Secretary of the Treasury believe about the failure
of our tax system to withhold taxes at the source on dividends and in-
terest, although there is withholding at the source on wages and
salaries? ; N

These are roughly the facts: that, as you know, the recipient of
dividends and interest makes his return and pays his tax. There is
no withholding by the corporations. or bodies that distribute the in-
terest and dividends, and the figures show that the amount of divi-
dends and interest reported ig very much less than the amount of-
dividends and interest.paid. R | o
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The last ﬁgures I have seen on dividends is that there was a gap
of about $114 billion.

Even if we assume that $250 million of this consists of dividends
received by people in lower income %;ou s who would be exempt, and
go forth, which I think is a most liberal estimate because you do not
get great holdings of stock by low-income people, that would leave a

illion dollars income evasion on which the taxes would be at least
$200 million a year, and probably more than that, because the evaders
would tend to be in the upper-income brackets. So I think the loss

from this source is around $300 million a year.

Do you not think that should be allowed ?

Secretary ANpersoN. Senator Douglas, I would think—and I would
stand corrected if I am in error—I think we have not taken an adverse
position. I think I simply want to point out that it is a difficult and
complex allowance to be made, because some of the dividends and in-
terest would be paid to persons who have no incomes, and you would
sort of base it on the law of averages, but I think what we have done
is to point out the difficulty of not taking such a step.

Senator Douvaras, There is a loss of money here by the Government,.

Secretary ANpERSON. Yes,
Senator Dovaras. Instead of multiplying difficulties, why do you not

solve the problem ¢

Secretary ANpErsoN. I think this is worthy of study.

Senator Dovaras. I know while the withholding of interest is more
difficult because of the cgupon problem, I wish you would also apply
vourself to that problem.

Senator CarrsoN. Does this $300 million or $400 million he men-
tions include these coupons or interest ?

Senator Dovaras. 1 wasspeaking purely of dividends.
Senator CarrsoN. Well, the dividends, then, assuming that a non-

profit organization receives dividends and other groups which are
%x.empt krom taxes, would the Senator include all those in his idea?
just ask.

Senator Douaras. Some income of the nonprofit corporations should
certainly be taxed. They may be exempt from general property taxes,
but are they exempt from taxation on income from all investments?

hSenlato;' CarrsoN, Some schools are, are they not, and some
churches

Senator Douaras. A few, perhaps.
I wish the Treasury would work on this, becuuse we have got to

deal with these things. I presented evidence like this the other night
and was shouted down. , '

I know there is a- difference between the Treasury and the Senator
from Illinois on the question of the so-called dividend credit, which
was sponsorsd and indeed enacted at the behest of your predecessor,
George M. Humphrey, This provides that the first $50 per year of
income from dividends is to be excluded from gross income, and there-
fore is not taxable.

It also provides that 4 percent of dividends received by an individual
are to be deducted directly from taxes, not from taxable income. bx:t
directly from taxes. ‘

In other words, that income from ownership of stock is taxed at a
lower rate than income from effort.
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Lot mo say I think this is morally unjustifiable. Even if you waive
the question of whether dividends eanrned and other unearned incomo
and say those should be taxed at an equal or greater note rate, I res
nothing to justify n lower rate of taxation on ownership than on effort.
And this costs the Government. hetween $300 million and $400 million
f yoar,

T know .  humilinting to have to go back on Mr. Humphrey’s
baby, bul. n:.e three things that I have mentioned come to a billion
dollars a year, and there are others, Mr. Secretary. R
Have ¥ou examined the nbuses of capital gains or charging off what
is in renlity income to capital guins and thereby l‘{mying A maximum
tax rato of 25 percent instead of a higher note? Have you considered
the question of business expenses?

I am told the night clubs of New York are largely supported by the
tax-free deductions of their entertninment; that the high, speculative
prices for “My Fair Lady,” which T am told went up to $80 a seat,
occurred because business firms can invite guests and customers in, pay
for the seats, and charge them off ns tax-free oxpenses; that the suites
of rooms which executives retain on a permanent basis down here
in Washington can be charged as a business expense.

T know a man who I think has an apartment in New York, an apart-
ment in London, an apartment in Paris, which are all, I am quite sure,
deducted as business expenses,

Now, have you renlly considered those questions? Are you really
ready to act on those issues, Mr. Secretary? e

Secretary AnprrsoN. Well, certainly, Senator, so far as the abuses
of charging off business expenses, that is something, I think, all of us
do the best efforts we can to find how we can eliminate it from the
standpoint of corporate tax. As to what the Senator has had to say
about the dividend exclusion and credit, I am sure he will appreciate
that the corporations are first subject to tax before dividends and the
individuals receiving dividends are again subject to a graduated tax.

Senator Douar.as. I do not want to keep the Secretary too long.
I will merely ask him to study abuses in corporate spin-offs and split-
offs and stock options, and so forth, and if we are going in for a pe-
riod of austerity, which we may have to go in for in view of the threat .
from the Communist world, we can only do so if special privileges
are abolished.

If we have great special privileges for some at a time others are
heavily taxed, then we will have a system of injustice which will rankle
and wﬁich will make it very difficult for us to carry on. :

Mr. Secretary, I apologize for taking such a great length of time,
but we have seldom had so amiable a Secretary of the Treasury before
us, and so I thought perhaps I should take advantage of your kindness.

Y hope you will not resent the time that I have taken. ‘

Secretary ANDERsoN. Senator, I will always be glad to consider
any problem you have in mind. ' |

e CHAIRMAN. Any further questions?
. Senator BeExNeTT. None, Mr. Chairman. I would just say I real-
ize it is 1 o’clock, and I am not one of those who feels that because
everybody else questions at length, I should question at length. I have

no questions. .
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The Cnamman. I would like to say to the Secretary he has given
his usual frank and splendid testimony, Thank you very much.

Secretary AnpersoN. Thank you, Mr. Chairman,

The Cuairman, Mr, Budget Director, 1 have a few questions, not
muny, to ask you.

Mr, Srans. Yes, sir. :

The CHAIRMAN. 1 sont you a memorandum showi..g the budget sub-
mitted in January for this fiscal year and arking for current estimates,
If you can rend those we would like to get the revised estimates on the
January budget for spending,

On national gecurity, what is the budget picture there?

Mr, Stans. Senator, the January budget showed expenditures of
$42.8 billion; and the prasent revised estimate that is comparable to
that is a range between 548.8 billion and $43.5 billion,

The CHAIRMAN, Some of this information has been given, but this
is in more detail,

Th?n it was approximately $4 billion more for the military func-
tions

Mr. Srans. No, sir,

The CuairMaN, What isit?.

Mr. Stans. $500 million to $700 million more.

The CairMAN. Isee. Your figure now is what?

Mr. Stans. The figures are $43.3 billion to $43.5 billion, somewhere
in that range, :

The Crairman, That is the total, I was speaking of the first item.

Mr, Stans, I am sorry, sir. 1 do not have it broken down into the
three individual components, because the figures that 1 have just
cannot be precise enough at this ‘igint. )

The CuarMaN. All right, The total, then, for national security

is what? ) o

Mr. Stans. $438.3 billion to $43.5 billion, somewhere within that

range.
o CuairmaN. Foreign aid$ ) ,

Mr, Stans. Well, again, taking the two categories together, where
0111 show $4.1 billion as the J anuary estimate we now estimate $3.8
illion.

The CrnAlrMAN. International affairs.

Mr. Stans. Nochange.

The Cuairman. No change.

Veterans’ services and benefits._ o
Mr. Stans. Now, Senator, again I have to deal with the whole group

of domestic civilian programu as a single figure, for the reason there
are now so many variable that have to be approximated. o
Where you show total domestic civilian programs of $26.8 billion,
I now show an estinmate of aﬁ)proximately $31.6 billion. .
The Cuairman. $31.8 billion. That is approximately a $5 billion
increase in that, o
Mr. Stans. I little less than $6 billion increase, that is right.
" The CuamrMaN. Your total budget expenditure. - =
" ]l;'Ir Srans. Total budget expenditure, I have rouded out at $79
11110n. . v . . .
The CuairMaN. $79 billion. L
There are some other questions I want to ask you.
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Senator MartiN., Mr. Chairman, I am sorry I did not have this
sheet. when you started. Wait a minute, I can get it here. Senator
Williams has it.

Mr. Stans. I want to point out one factor, Senator, because of the
way the figures show on this sheet. The military, actually the esti-
mate for military expenditures is 8600 million more than the figure
of $43.8 billion to $48.5 billion, Th. reason for that is that $500 mil-
lion was in the budget in the allowance for contingencies, which is
under civilian programs in the work sheet the chairman gave me.
That $800 million will be expended, and is in addition to the figure

I mentioned previously for military, . o
The CuamMAN. Actually, there is an increase of nenrly $6 billion

in domestic civilian,

Mr, Stans. Yes; if you offset some reduction in mutual security
against defense, then practically the total increase is in domestic.

The Cuamman. The public has the impression that the military
functions are considerably increased, but these figures you have pre-
sented here show, of the $6 billion, approximately $6 billion incrense,
about $b billion of it is in the domestic civilian, ,

Mr, Stans. That is right. To avoid any misunderstanding, I would
like to point out that military expenditures will be substantially
higher than the gorevious year, but we are now talking about increnses
over the budget for this year.

The Cuairman. In other words, these increnses you have given us
are over the Junuary budget.

Mr. Stans. That is correct. .
The Cuairman, There are some other questions I asked there.

Have you the answers? Perhaps we could insert that in the record. 1
see—did you get o second sheet |

Mr. Stans. I have no second sheet. I have some matters——

The CrairMaN. I would like this for the purpose of the record,
if you could answer the questions I hand to you. &il] you read them ¢

r. Stans. I think we can insert these figures. The Secretary of
the Treas‘m;z'1 has already given some of them.

How much was estimated in revenue from personal income taxes in
estimating receipts at $74.4 billion? The figure was $38.5 billion.
For corporate income taxes, the fizure was $20.4 billion. And from
all other sources was $15.5 billion. As they are revised, the personal
income-tax figure is $36 billion. ‘

Senator WiLliams, It was what before? I did not get the figure.

Mr. Stans, It was $38.5 billion. The corporate figure is now $16.7
billion. And all other is $14.8 billion.

The CHarMAN. That is a reduction of how much ¢

Mr. Stans. That is a total reduction of $7.4 billion.

The CHAIRMAN. $7.4 billion in the estimate?

Mr. Stans. In the estimate of revenues from the level in the budget.
That is correct.

The CraRMAN, Mext?

Mr. Stans. The next question is;, In the budget last January, what
national income and gross national product level was used as a basis
for the estimates, and what are these levels as now revised?

Thesa figures are provided by the Treasury Department, and I will
quote them a3 they have given them to us. ' ’
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The personal-income figure originally estimated was $357 billion.
That has now been revised to $352 billion.

The corporate profit figure was originally $44 billion, and has now
been revised to $86 billion.

Senator Wirr1ams. When did you make that revision %

Mr, SmitH, As of now. .

Secretary ANDErsoN. After the June figures came in, in July, so
we say as of now,

Mr. Srans, I think we should explain for the record that the $357
billion figure for personal income is consistent with the revision made
recently by the Commerce Department in connection with its revision
of the national income figures of the last several years. (Prior to the
Commerce Department revision, the January assumptions were $852
billions for personal income and $42 billion for corporate profits, these
figures, as adjusted for consistency, are $357 billion and $44 billion,
respectively.)

ow the question was asked for gross national product, and I do
not have figures for that, and that was not directly used as a basis in
estimating revenues in any specific sense.

The next question is: Do you think the spending budget for fiscal
year 1960 will exceed $80 billion ¢

Honestly, I do not. I hope it will not. But it is ontire]ﬁ' possible
that it will. It depends, to a considerable extent, upon the size of
the military programs that become necessary. Our military pro-
grams have a considerable number of built-in growth factors which
are very hard to control and very hard to reduce.

I believe the Secretary of Defense is working diligently on the con-
solidation of programs and on other activities to hold the level of
defense spending without endangering in any way the national se-
curity, but, until we have a fairly definite estimate of our expense
requirements, I cannot be sure whether the budget for fiscal 1960 will
require expenditures above $80 billion or under. I think it will be
sli%htl y under, but I cannot be sure.

The next question is: Do you anticipate further inflation ¢

Again, all I can do is to express a hope that we can move against
the budget-deficit problem; that the resumption of the economy’s up-
ward movement will produce added revenues; that, with the help of
the Congress, the administration can reduce expenditures or, at least,
prevent them from increasing; and that the $12 billion deficit will
be a onetime experience and not a continuing thing,

If that is the case, the danger that deficits would contribute to in-
flation would be substantially reduced.

Senator WiLLiAms. We are in complete agreement, Mr. Director,
with the hope, What is your opinion as to the possibility of achiev-
ing any 1 of those 8, or the 3 in combination ¢

Mr. Stans. I think the economy is recovering. T am sure we all
agree on that. I think we can expect an increase in revenues as a
result. The extent of that increase In revenues is a very difficult thing
to estimate. . o

I feel confident that our deficit in fiscal 1960 will be less than in
fiscal 1959. T just cannot predict, at this time, how much.

4
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For one thing, I do not know until we have reviewed the estimates
of the agencies and have gone through the budget process of the next
8 months, what the necessary expenditure level will be.

Senator WirrLiams, You follow, naturally, in your position, the
actions of Congvress in the appropriations and authorizations,

Mr. STaNs. Yes, sir.

Senator WiLLiams. Taking those into consideration, what-is.yqur
opinion on that third phase of your problem as to the expenditures?
Do you think we are bringing them under control, or are they getting
out of control

Mr. Stans. Well, I feel, Senator, that expenditures are going too
lnﬁh, and it is necessary that the Congress help us in taking steps to
reduce the level of expenditures within the next few years,

I should say this: There are some factors in the budget in 1959 that
may not recur in 1960. One of them is the Federal program to aug-
ment State unemployment insurance.

Another is the purchase of a billion dollars worth of mortgages on
new housing.

If those programs do not recur, we have factors which will tend to
reduce the level of expenditures in 1960, and may offset the factors
that would otherwise tend to increase the level of expenditures within
tge Department, of Defense and Atomic Energy and other places like
that.

The next question asked me on this sheet: To what degree do you
think inflation will increase the costs of goods and services to be pur-
chased by the Federal Government ?

Again, I must cay I do not know. I hope that we will control in-
flation, prevent it from happening. If we (s)o have substantial deficits,
if other factors in the economy cause us to go into an inflationary
spiral, obviously all of these costs will increase.

I have no basis for any grojection at this time.

The last question is: Can you foresee a balanced budget?

Yes, I can foresee a balanced budget if two conditions prevail:
If the economy continues its return to a normal ﬁrowth pattern, with
the Federal revenues thus increased, and if at the same time we can
hold the line of expenditures or even reduce expenditures somewhatg
I think we could have a balanced budget in a matter of a few years

time,
I do not foresee a balanced budget for 1960. That is about all I

can say on that.

The Cuatrman. What do you mean by a “few years”? Are you
assuming there will not be an inflation ¢

Mr. Stans. I am assuming that there will not be inflation which
will increase our costs more than it will increase our revenues.

The Cuarmrman, If the increased costs are egual to the increased
revenue, you would still continue this present deficit unless you re-
duced expenditures.

Mr. Stans. What I meant by that previous answer, Senator, was
that I am assuming there will not be an inflation which will increase
the costs of the things we buy more than it will increase the individual
and corporate incomes that contribute to our revenues.

The Cuarman. I thought you were depending upon the increase
in income to balance the budget. :
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Mr. Stans. I am depending upon the resumption of the economy
to increase incomes, and thereby——

The Crairman. If that is accompanied by inflation, then you lose
certainly a part of that benefit, because you would have to pay more
in dollars for the things you buy.

Mr, Stans, Well, I think there are two ways in which our revenues
can increase other than as the result of increase in rates: One is the
normal resumption of the economy without inflation. The other
would be the fact that inflation of the economy would produce an in-
crease in our revenues simply by means of putting more money into
circulation,

I am hoping that the second will not take place.

The CuarmaN. If we do have more inflation, then the balancing of
the budget will be in the long future, will it not

Mr. Stans. If we have inflation——

Teh Cuamrman. Inflation which increases the dollar costs which the
Government has got to have in the way of buying military supplies,
and so forth.

Mr. Stans, I think, Senator, it depends upon the degree of infla-
tion, and it depends upon the extent to which inflation of itself in-
creases the dollar incomes of people and corporations and thereby in-
creases the dollar collections of taxes.

The CralrMAN. We have been having an inflation of approximately
3 percent a year lately, have we not?

Mr. Stans. T think it has averaged about that, yes, for the last
counle of years.

The CratrMaN, And we are losing 3 percent, or 3 cents of the pur-
chasing power of the dollar now.

Mr. Stans. That is correct.

The CriatrMAN. If we lose 7 or 8 cents of the purchasing power of
the dollar, that would certainly considerably increase the dollars which
you have to expend for purchases.

You think by reason of that von would get more income.

Mr. Stans. T think there is a relationship that we have to con-
sider, not only what the Government spends but on the income of all
the neonle in the economy. ,
thlm(e CuArMAN, That is a very dangerous situation, though, I should
think,

Mr. Stans, T do not approve of it by any means, Senstor.

The Caarikman. I know vou do not.

Senator MarRTiN. Mr. Chairman, I would like to make a comment
that there is another way to balance the budget, even if our revenues
remain the same as they are now, and that is to cut across the board,
outside of the interest on the debt, 15 percent. That would balance
the budget.

T mean if vou cut right across the board the way the appropriations
are now, saying for the next fiscal year, if we will cut, reduce them all
15 percent, excluding the interest on the debt, that would also balance
the budget. :

The CuarMaN. There is no doubt about it. :

Mr. Stans. Mathematically it would, there is no doubt about it.

The Cramrman. There is no doubt about it, the best way to do it is

to cut your expenditures.
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. Senator MarrIN., That will also be the greatest defense against
inflation. ‘

Mr. Stans. I would like to point out, though, Senator, in the 1959
budget there were included 17 recommendations {)y the administration
itself either to incrense certain collections of the (overnment or to
decrease expenditures.

The session of Congress is almost over now, and to the best of my
recollection only one of those recommendations has been adopted.

Senator MarTIN, Mr. Chairman, that is true, and there are three
elements to blame. It is the Executive, it is Congress, and the Ameri-
can people.

The American people are demanding expenditures for the things in
which they are personally interested. On all other things they want a
reduction. It has always been that way, and I suppose it always will
be in our form of government.

Mr, Stans. That is at the heart of our problem.

Senator MartiN, That is at the heart of our problem.

The Cuamman. Do you not think, Mr. Stans, that we are now
facing the most critical situation in time of peace in regard to Gov-
ernment expenditures we have ever faced ?

Mr. Stans, Ithink it isa very critical situation, and one in which we
all need to work to remedy it.

. The Cuamman. Because, first, the doficit is so large; and, secondly,
it is going to be very difficult to balance the budget unless we cut ex-
penditures. o

This thing of balancing the budget by increasing inflation is an aw-
fully dangerous thing, because that becomes uncontrollable, and if you
cannot cut expenditures and we continue to have deficits of, say,
$10 billion or $12 billion a year for a period of b or 6 years, we would
be in a very critical situation.

Mr. Srans. I think it would be most unfortunate.

The Cratraan. That would run your public debt up to $350 billion,
it would increase your interest charges, and it would certainly start an
inflationary spiral which would be very difficult to control.

But I have confidence in you, Mr. Stans, and I know you will do
everything you can, and I hope Congress will cooperate. I think a
grent determined nationwide effort should be made next year to reduce
these expenditures, These increases compared to the budget you sub-
mitted are alarming. Practically all of it is in domestic civilian. It

is not in the military; is that correct?

Mr. Stans. That is corrett. . o
The CHAIRMAN. It is not in military but in domestic civilian ex-

penditures. We have got to do without things the Government is
doing. They may be very desirable, but if they are not necessary they
may tigmve to be cut out. . )

Senator Syarnkrs. Would not the Budget Director provide us for
the record—he only gave us the total of domestic civilian—could we
have that broken down as to what particular items—

The CriairMaN. I would like very much to see that broken down.

Senator SmaTiErs. Have gone up, so that we can satisfy ourselves
on what particular programs it is that we are overreaching ourselves.

Mr. Stans. If I may refer to my opening statement, Senator, I
think many of the figures are fairly well presented there.
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Senator SmaTHERS, Ave they in your opening statement ?

Mr. Stans. Not down to the point of inﬁividua] programs, because
as I said, many of the items are still on the floor of the Congress, an
T have had to give some evaluation or consideration to them.,

The CHAIRMAN. Mr. Stans, there may be a vast difference between
annual Federal expenditures and new appropriations, etc. I find great
confusion in the mind of the public and in the minds of some Members
of Congress as to the distinction between the two.

Ordinarily, T try to talk in terms of expenditures because it is the
difference between annual expenditures not appropriations—and so
forth—and annual revenue which results in deficiencies or surpluses.

Earlier this week, in preparation for this meeting, I divected a ques-
tion to you relative to expenditures.

At this time, I want to ask you a short series of questions relative
to appropriations, and so forth. In the Bureau of the Budget you
have a term “NOQA” that stands for new obligational authority. When
I speak of appropriations I use it as a short term for NOA.

We are coming to the end of this session of Congress and within
the next few days there will be meny statements relating to budget
action tnken by this Congress, I have seen as many as nine such state-
ments at the end of a session. I might say all of them were wrong
in the totals reached. This year, as usual, these statements again
will be both incomplete and inaccurate. They will mix appropria-
tions and expenditures. They are likely to omit permanent appropria-
tions, authority to spend out of the debt, etc.

In order to avoid as many pitfalls as possible, for this record I
should like to ask you:

1. What is the difference between annual expenditures and new
obligational authority ¢

2. What are the elements of new obligational authority? Offhand,
for instance, I think of regular appropriations, permanent appropria-
tions, authority to spend out of the debt and contract authority. There
are others.

3. How much new obligational authority was requested in the Presi-
dent’s January budget? What wasthe total?

Please break the total down by regular approprintions, perma-
nent appropriations, authority to spend out of the debt, etc.

4. How much has been requested, in addition, since the January
budget was submitted? (What is the total additional requested )

Please break down the additional requests into the various segments.

What is the overall total requested at this time? Will there be
additional requests?

5. This is a difficult question for you to answer at this time, but it
will be appreciated if you make the effort to supply an answer as best
you can with whatever qualifications are necessary.

Will you give the committee the best figures you have to indicate
the amount of new obligational authority, in all of the segments,
granted by Congress to date?

6. Will you state for the record the total of unexpended balances
remaining available at the beginning of the fiscal year July 1¢ By
total, I mean the balances remaining available in appropriations, au-
thority to spend out of the debt, contract authority, ete.
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1. New obligational authority enacted in the current session of (Jon-

gress will be in addition to this; will it not ¢
What do-you estimate the total avail hle spending authority will be

at the conclusion of this session of Congress?
8. How much of 1959 expenditures do you estimate will be mnade
out of new spending authority, and how much -7ill be made out of bal-

ances carried over from prior years{
Would you give the answers for the record

Mr, Stans. I will do that.
SThe questions are repeated, with the answer supplied for each, as

follow: )

::.h W!Itm; is the difference between annual expenditures and new obligational
authority

Not all of the appropriations and other new obligational authority enacted by
the Congress lead to spending in the first year, since new authority allows spend-
ing over a period of years, Authorizatlons to pay salarles of pensions, for
example, usually lead to spending in the same year in which they are enacted.
But authorizations to buy guided missiles or to construct airflelds may not
result in spending for 2 or 8 years because of the time required to prepare (le-
signs, arrange contracts, complete production or construction, and finally pay
the bills. For this reason, the amount of new obligational authority voted by
the Congress for any one year and the amount of spending that year are usual'y
different. Nontechnical definitions of each of the terms follow :

New obligational authority for any year is the total of authorizations enacted
by the Congress which allow Federal agencles to incur obligations for the pay-
ment of money. These authorizations must precede all budget obligations and
expenditures. o : :

Bapenditures in any one year are the amounts paid to liquidate obligations; i. e.,
pay the Government's bills. Most expenditures are made in the form of checks
and are reported for the fiscal year in which the checks are issued. Budgel
expenditures exclude payments from funds held in trust and repayments of

borrowing. ‘
2. What are the elements of new obligational authority? Offhand, for instance,

I think of regular appropriations, permanent appropriations, authority to spend

out of the debt and contract authority. There are others,
The various types of new obligational authority are shown in the stub column

of the table presented in reply to question 3, following.

8. How much new obligational authority was requested in the President’s
January budget? What was the total?. ‘ ,
Please break the total down by regular appropriations, permanent appropria-

tions, authority to spent out of the debt, ete. ‘
The total amount of new obligational authority estimated for the fiscal year

1959 in the President's January budget was. $72.5 billion. This figure breaks
down as follows: :

Current authorizations: In billinns
Appropriations (less appropriations to liquidate contract authoriza-

BIODB) - e e e e e $62.0
Authorizations to expend from debt recelpts_. .8
Contract authorizations_ . .2
Reappropriations_ . ... _— o1
" fTotal current authorlzations_____ . _____. S— 64.1
Permanent authorizations: - -
Appropriations. .. oo e ——— em—em e —— 88
Authorizations to expend from debt recelpts.. oo o M
Contract authorizatlons.. . o o ool i |
Total permanent authox.'izatlons__ ; e ——— : -_8—;

Total new obligational authority — - Y

1Less than $50 mill{on, .
Norre.—Detall may not add to total due to rounding.
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“4, How much has been requested, in addition, since the January. budget was
submitted? (What is the total additional requested?) ‘ .
Please break down the additional requests into the various segments. .
What ';s the overall total requested at this time? Will there be additional
requests : . '
Additional requests over the budget estimates to date have been transmitted
in the amount of $1,670 million. Our records show that these additional amounts

break down as follows: 1

: Million
Authorization to expend from debt receipts. . oo -$825
Appropriations, reappropriations, and contract authorizations.......... 1,145

Assuming that permanent authorizations will total the same as estimated in
January, a total of $74,022 million has been requested to date. There will be
additional requests; for example, substantive legislation for which no appro-
priations have as yet been requested include such items as the civilian pay in-
creases and the sclence education program. C

5. This is a difficult question for you to answer at this time, but it will be
uppreciated if you make the effort to supply an answer as best you can with
whatever qualifications are necessary. . :

Will you give the committee the best figures you have to indicate the amount
(()]f tn(.a?w' obligational authority, in all of the segments, granted by Conrgess to

ate

We are maintaining records of amounts as they are enacted by the Congress,
but not In detailed breakdowns. Our records indicate the following amounts

enacted as of August 14:
“Million
504

Current authorizations to expend from debt receipts.._........- r—————
Current gppropriations, veappropriations, and contract authorizations._ 55, 695

This total of $56,289 million enacted covers items for which §4,219 million
was requested. It includes the amounts in the independent offices appropriation
bill which was vetoed by the President.

6. Will you state for the record the total of unexpended balances remaining
available at the beginning of the fiscal year July 1? By total, I mean the bal-
ances remaining available in appropriations, authority to spend out of the debt,
contract authority, ete, ) .

Based on a preliminary report of the Bureau of Accounts in the Treasury
Department, the total of unexpended balances as of June 30, 1958, was $71.2
billion, of which $45.1 billion represented balances of appropriations, These
figures do not take account of year-end writeoffs or withdrawals of unobligated
balances which are no longer available, since reports of such information are not
due from the respective agencies until September 30. In fiscal year 1057, the

writeoffs amounted to $2.8 billion, : -
7. New obligational authority enacted in the current session of Congress will

be in addition to this, will it not? - - C

What do you estimate the total available spending authority will be at the
conclusion of this session of Congress? o

Yes. The total amount available to Government agencies for expenditures in
any particular fiscal year consists of the new obligational authority approved
by the Congress for that year plus available authority enacted for prior years
but still unspent. . , , :

In the January budgét, the new and old obligational authority combined which
would be available for expenditure in the fiscal year 1959 was estimated to be
over $140 billion, It is not possible at this time to give a precise figure as to
the amount which will actually be available at the close of this congressional
session, but I believe it will be somewhat higher than the original estimate.

8. How much of 1959 expenditures do you estimate will be made out of new
spending authority, and how much will be made out of balances carried over
from prior years? S o ; ,

In the January budget, it was estimated that approximately two-thirds of the
total expenditures in the fiscal year 1959 would be made out of new. obligational
authority and one-third out of balances carried over from prior years. My
best judgment at this time is that these same percentages still apply. =

Senator WrLiams. Mr. Stans, I notice that your expenditures, esti-
mates on expenditures, for civilian domestic has been increased by

$4.8 billion.
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How ‘much of that represents intentional incrense in expenditures
as antirecossion mensuresf ‘ '

Mr. Stans. That would he very hard to determine, bscnuse T am
not sure with respect to each piece of now legislation the extent to
which antirecossion motives existed in the minds of the Congress,

Senator Winiams, T am not, either, but that excuse is used very
often, both in the Congress and in the executive. But T think we
would be in agreement that porhaps some of it and perhns)a n sub-
stantinl part,of the ineroase in expenditures was motivated by that
thought. Tsthat not correct.?

Mr. Srawns, Certainly that is trne of the housing bill, for example,
which is a billion dollars of the estimate; and that certainly is truc
of the $600 million increase in unemployment insurance benefits,

Senntor Wirtiams, And some of those increases were recommended
Ly the administration and approved by the Congress with that thonght
in mind, as antirecession measures; is that corroct ?

Mvr, Stans. That is correct, especially in the case of the unemploy-
ment benefits,

Senator Wintiams. T notice that now, yesterdny T think it was, the
Federal Reserve Board has raised the discount rate again, and that
was attributed to checking the trend toward inflation.

Do you think that is what they had in mind?

Mvr. Stans, All I know, Senator, is what T read in the papers, an:]
that seemed to be the explanation.

Senator Wirrrams, Yes.
If the recession, deflation, has been checked, where we are now

threatened with a return of inflation, wounld it not be more logical,
vather than to put the brakes on something, to repeal some of these
appropriations which were perhaps motivated from the point of view
of antirecession, and stop accelerating the gas? _
Are we not running at dual purposes? You are still approaching
the time when you are ready to start spending on a lot of these anti-
recession measures. Why spend it if we have to put the brakes on?
Why not stop the spending? That would solve a lot of our problems.
Mr. Stans. 1 think, Senator, that has been a matter of concern to
some of us for some time, As more and more spending proposals
were being generated, not only in the Congress but in the executive
branch, some of us were concerned that since many of these programs
take time to get underway, they would come after a resumption of

-recovery and would come at a time when we were acutally concerned

more with inflation. That seems to be the actual fact.

Senator WirLiams. And we are actually pumping more air into the
tglbﬁ t?lt» the same time we are trying to patch the fittle hole; is that
right

Mr. Stans. Thatis the result of that situation.

Senator WirLiams. Could you suggest—I know it is getting late,
and the closing days of this session, and we will not have much time .
to act, even if there was time to do it—but could you, on behalf of the
administration, make some suggestions where we could move in,
relieve this pressure of some of these programs which perhaps have
been authorized, or can you do it by Executive order, and stop some
of these spending authorizations? i .

Mr. Stans. Something can be done by Executivé order, perhaps,
in cases where appropriations have been increased by the Congress
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beyond the administration’s request. In some of these cases the pro-
fu'um commitments have alrendy gone to the point at which they are
wyond recall,

'(‘01'1 exnmple, the unemployment. benefit program is fully com-
mitted.

Senntor Witriams, 1 appreciate that, but—- .

Mr. Stans. The housing money, particularly the extra billion
dollars that was given to buy mortgages on low-cost, housing, is 85
percent cmnmittmﬁ

Senator Wirriams, ‘That is true, but we hoth know that those are
only two of the many, becnuse 1 was checking just the other day, and
we have incrensed—and we take the responaiﬁi{ity here in Congress—
overy appropriation bill for every agency and every department of
the Government has been incrensed above budget estimates, and your
budget. estimate was increased substantially above the year before.

The two together were substantially increased, and T am wondering
if there is not something we can do somewhere in some of the depart-
ments, as well as some other programs,

Mr, Srans. T think it is too late for the Congress, Perhaps, to re-
consider the individual appropriations. I am sure if the Congress
had known the facts at the time the appropriations were made that
are known today, the actions might have been different.

The administration has some authority to place funds in reserve
in the case of programs which can be deferred or reduced. But that
is a limited, very limited possibility.

l 'll‘he Cuamrman. You could make some recommendations in the next
ndget,

r. Srans. We certainly will make recommendations in the next
budget, not only to reduce expenditure levels for 1960, but looking
forward to the succeeding years, because really, as the processes of
government go, I think it is impossible to make sudden sharp reduc--
tions in any one year, I think you have to plan ahead for a consider-
able period.

Senator WirLrams. In making some of these reductions on pro-
grams which have been authorized and for which the funds have l!))een
appropriated, would it help the administration to know that you had
the support of Congress back of your cut?

Mr. Stans. It certainly would.

Senator Wirr1ams. That leads to my question I really wanted to
ask: Would you say it would be advisable for us to make a broad, as
an amendment to the final appropriations bill, cut across the board
in the overall total, with discretionary authority in the administration
as to how to apply it in various departments?

It has been done before, you know.

Mr. Stans. AsI recall, 1t was done——

Senator WiLLiams. Then you would have—excuse me—you would
have an expression as to our sentiments, and if we did not vote it we
certainly could not criticize you for not doing it.

Mr. Stans. As I recall, it was done in 1950 with respect to the
1951 budget.

If the ;on%ress undertook to do that, I personally not only would
encourage it, but would do my best to see that it was properly applied.
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. Senator WILLIAMS. I ap &reamte that. And would you help some
of us'who are ver much interested in that, in working out the amount
in the suggestion
Mr. Staxns, I shall be veri happy to work with the Senator on that.
Senator WiLLiams, Thank you. S
The CnAmMAN Are there any further questions?

&‘No response. ) -
he CHAIRMAN. Gentlemen, we certamly appreclate your appear-

ance,and are sorry we kept you so long.
Secretary ANpERsoN. Thank you.
'The CalrMAN. ‘The committee will go into executive session.
.(Whereupon, at 1:25 p. m., the commltwe ad]ourned, to proceed

in executive gession.



