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PAYMENT OF ADJUSTED-SERVICE CERTIFICATES

MONDAY, JANUARY 18, 1936

UNITED STATES SENATE,
ComMITTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to call, at 2 p. m. in the Finance
Committee room in the Senate Office Building, Senator Pat Harrison
(chairman) gresiding.

Present: Senators Harrison (chairman), George, Walsh, Bm‘kleiy(',
Connally, Gore, Costigan, Bailey, Clark, Byrd, Lonergan, Black,
Gerry, Guffey, Couzens, Keyes, La Follette, and Capper.

Also present: Brig. Gen. Frank T. Hines, Administrator of Vet-
erans’ Affairs, D. W. Bell, Acting Director, Bureau of the Budget,
and L. H. Parker, Chief of Staff, Joint Committee on Internal Reve-
nue Taxation.

The committee had under consideration H. R. 9870 and S. 3653,
relating to payment of adjusted-service certificates. The bills are as

follows:
{H. R. 0870, 74th Cong., 2 sess.)
AN ACT To provide for the immediate payment of World War adjusted service certificates, for the cane
celation of unpaid interest accrued on loans secured by such certificates, and for other purposes

Be it enacled by the Senale ana House of Representatives of the United Stales of
America in Congress assembled, That notwiths anding the provisions of the World
War Adjusted Compensation Act, as amended (U. S, C. '34 ¢d., title 38, ch. 11),
the adjusted service certificates issued under the authority of such Act are hereby
declared to he immediately payable. Payments on account of such certificates
shall be made in the manner hereinafter provided upon application therefor to the
Administrator of Veterans’ Affairs, under such rules and regulations as he ma
prescribe, and upon surrender of the certificates and all rightg thereunder (with
or without the consent of the beneficiaries thereof). The payment in cach case
shall be in an amount equal to the face value of the certificate, excopt that if, at
the time of application for payment under this Act, the principal with respect to
an{ loan upon any such certificate has not been paid in full by the veteran
(whether or not the loan has matured), then. the Administrator shall (1) pay or
discharge such unpaid prineipal in such amount as is necessary to make the
certificate available for payment under this Act, (2) deduct the same from the
amount of the face value of the certificate, and (3) make payment in an amount
Sq(\iml :gdthe difference between the face value of the certificate and the amount so

educted.

SEc. 2. In the case of each loan heretofore made pursuant to law by the Admin-
istrator of Veterans’ Affairs andfor by any national bank, or any bank or trust
company incorporated under the laws of any State, Territory, possession, or the
District of Columbia, upon the security of an adjustcd-servfce certificate, any
interest that has been or, in consequence of existing law, would be charged against
the face value of such certificate either shall be canceled or not so eharged, as the
casc may be, notwithstanding any provision of 1aw to the contrary. Any interest
on any such loan payable to any such bank or trust company shall be paid by the
Administrator of Voterans' Affairs,

In the cage of any such loan which is unpaid and held by a bank or trust com-
Imn at the time of filing an application under this Act, the bank or trust company
holding the note and certificate shall, upon notice from the Administrator of

1
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! Veterans' Affairs, Prcsent them to the Administrator for payment to the bank or datc
' trust company in full satisfaction of its claim for the amount of unpaid principal the
! and unpaid interest, oxcept that if the bank or trust company, after such notice, Sta
fails to presont the certificate and note to the Administrator within forty-five days Adr
after the mailing of the notice, such intorest shall be paid only up to the forty-fifth isr
day after tho mailing of such notice. sec!
Sec. 3. (a) An application under this Act for payment of a certificate may be tot
iy made and filed at any time before the maturity of the certificate (1) personally by £
the veteran, or (2) in case physical or mental incapacity prevents the making or fzec
filing of a personal application, then by such representative of the veteran and in of
- such manner as may be by regulations prescribed. An application made by a The
pe{fion other than a representative authorized by such regulations shall be held reta
void, mer
(b) If the voteran dies after the application is made and before it is filed it £
may be filed by any person, If the veteran dies after the application is made it nee
shall be valid if the Administrator of Veterans’ Affairs finds that it bears the N
bona fide signature of the applicant, discloses an intention to claim the benefit of or
this Act on behalf of the veteran, and is filed before the maturity of the certificate, of
whether or not the veteran is alive at the time it is filed. If the death occurg £
after the application is filed but before the receipt of the pagmcnt under this Act 19
or if the application is filed after the death occurs but before mailing of the’ ¥
check in payment to the beneficiary under section §01 of the World War Adjusted ;
, Compensation Act, as amended Payment shall be made to the estate of the
: veteran irrespective of any benefic ary designation.
[ (¢) Where the records of the Veterans' Administration show that an applica-
tion, disclosing an intention to claim the benefits of this Act, has been filed before
the maturity of the certificate, and the application cannot be found, such applica-
tion shall be presumed, in the absence of affirmative evidence to the contrary, AB
to have been valid when originally filed.
(d) In case application under this Act for payment of any certificate is filed
before April 6, 1937, payment shall be made by the Administrator of Veterans’ An
Affairs upon approval of the application. In case application for pa‘ymeng under W
this Act is filed on or after April 6, 1937, payment shall be made on the 1st day of tit
May, September, or January, whichever month first follows the date of filing the suc
— application, except that if payment on such application is made to the cstate of of .
» the veteran pursuant to subsection (b), payment shall be made upon approval of cat
) the application. reg
(e) If at the time this Act takes effect a veteran entitled to receive an adjusted- ri
service certificate has not made application thercfor he shall be entitled, upon Th
application made under section 302 of the World War Adjusted Compensation cer
Act, as amended, to receive, at his option, under such rules and regulations as the
the Administrator may prescribe, cither tie certificate under section 501 of such to
Act, as amended, or payment under this Act. (w
Sec. 4. If an application under this Act for payment of the certificate of any dis
veteran is not made prior to maturity of the certificate or is not filed prior to av.
April 6, 1937, interest shall acerue on such certificate at the rate of 3 per centum mu
er annum  Such interest shall be computed on a principal amount equal to the am
ace value of the certificate less any indebtedness of the veteran on account of Tr
the principal of any loan or loans secured bgr such certificate. Such interest shall of
begin to accrue on the day after the date of enactment of this Act, or the date of .
K issuance of the certificate, whichever is the later date, and shall continue to accrue mi
until January 1, 1945, death of the veteran, or payment of the certificato upon an tr
i application therefor under this Act, whichever is the earliest date. Tho acerued or
) interest shall be paid b?r the Administrator of Veterans’ Affairs upon payment of an
the certificate under this Act or the World War Adjusted Compensation Act, in
as amended. cer
Skc. 6. The Secretary of the Treasury is authorized and directed to redeem an
from the United States Government life insurance fund all adjusted service an
certificates held by that fund on account of loans made thereon, and to pay to i
, the United States” Government life insurance fund the amount of the outstard-
T in% liens against such certificates, including all interest due or accrued, together a
X with such amounts as may be due under subdivision (m) of section 502 of the 10,
: World War Adjusted Compensation Act, as amended. The Secretary of the v
. Treasury is authorized and directed to make such payment by issuing, to the tru
: United States Government life insurance fund, bonds of the United States which an
; shall bear interest at the rate of 4% Yer centum per annum, No such bonde shall fal
: mature or be callable until the expiration of a perfod of at least ten years from af-
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PAYMENT OF ADJUSTED-SERVICE CERTIFICATES 3

date of issue, except that any such bond shall be redeemed by the Secretary of
the Treasury and the principal and acorued interest thereon paid to the United
States Government life insurance fund at any time upon certification by the
Administrator of Veterans’' Affairs that the amount represented by such bond
is required to meet current liabijlities. Bonds issued for the purposes of this
section shall be issued undgr the Second Liberty Bond Act, as amended, subject
to the provisions of this section.

Sec. 6. Amounts in the Adjusted Service Certificate Fund are hereby author-
ized to be apxropriated and made immediately available to the Administrator
of Veterans' Affairs for makinq payments authorized to be made by this Act.
The Administrator of Veterans’ Affairs shall from time to time advise the Sec-
retali'y of the Treasury as to the amount of funds necessary to make such pay-
ments.

Sec. 7. There is hereby authorized to be appropriated such sums as may be
necessary to carry out the provisions of this Act.

Sro. 8. If any provision of this Act, or the application thereof to any person
or circumstance, is held invalid, the remainder of the Act, and the application
of such grovislon to other persons or circumstances, shall not be affected thereby.

Sec. 9. This Act may be cited as the **Adjusted Compensation Payment Act,

1936.”
Passed the House of Representatives January 10, 1036. -
Attest: Soutn Tnmnnsél "
erk.

{8. 3653, 74th Cong., 2d sess.}

A BILL To provide for the immediato payment of World War adjusted-servico certificates, for the can-
celation of unpaid interest accrued on loans secured by such certificates, and for other purposes

Be 1t enacled by the Senate and House of Representatives of the United Slates of
America in Congress assembled, That notwithstanding the provisions of the
World War Adjusted Compensation Act, as amended (U. 8. C., 1034 edition,
title 38, ch, 11), the adjusted-service certificates issued under the authority of
such Act are hereby declared to be immediately payable. Payments on account
of such certificates shall be made in the manner hereinafter provided upon appli-
cation therefor to the Administrator of Veterans’ Affairs, under such rules and
regulations as he may prescribe, and upon surrender of the certificates and all
rifhts thereunder (with or without the consent of the beneficiaries thereof).
The payment in each case shall be in an amount equal to the face value of the
certificate, except that if, at the time of application for payment under this Act,
the principal and unpaid interest accrued prior to October 1, 1931, with respect
to any loan upon any such certificate has not been paid in full by the veteran
(whether or not the loan has matured), then the Administrator shall (1) pay os
discharge such unpaid prinecipal and interest as is necessary o make the certificate
available for payment under this Act, (2) deduct such unpaid principal and so
much of such unpaid interest as accrued prior to October 1, 1931, from the
amount of the face value of the certificate, and (3) certify to the Secretary of the
Treasury as payable an amount equal to the differcnce between the face value
of the certificate and the amount so deducted. .

Sec. 2. In the case of cach loan heretofore made pursuant to law by the Ad-
ministrator of Veterans' Affairs and/or by any national bank, or any bank or
trust company incorporated under the laws of any State, Territory, possession,
or the District of Columbia, upon the security of an adjusted-service certificate,
any interest unpaid accrued subsequent to September 30, 1931, that has been or,
in consequence of existing faw, would be charged against the face value of such
certificate shall be canceled insofar as the veteran is concerned, notwithstanding
any provision of law to the contrary. Any interest on any such loan payable to
xx\ isuch bank or trust company shall be paid by the Administrator of Veterans’

airs.

!n the case of any such loan which is unpaid and held by a bank or trust com-
Pan at the time of filing an application under this Act, the bank or trust company
wolding the note and certificate shall, upon notice from the Administrator of
Veterans' Affairs, present them to the Administrator for payment to the bank or
trust company in full satisfaction of its claim for the amount of unpaid ﬁrincl al
and unpaid interest, except that if the bank or trust company, after such notice,

fails to present the certificdte and note to the Administrator within fifteen days
after the mailing of the notice, such interest shall be paid only up to the fifteenth
day after the mailing of such notice,

e




4 PAYMENT OF ADJUSTED-SERVICE CERTIFICATES

Sec. 3. (a) An application under this Acb for payment of a certificate may be
made and filed at any time before the maturity of the certificate (1) personally
by the veteran, or (2) in case physical or mental Incapacity prevents the making
or filing of a personal application, then by such representative of the veteran
and in such manner as may be by regulations preseribed. An application made
}l:yl (111 peix:on other than a representative authorized by such regulations shall be

eld void,

(b) If the veteran dies after the application is made and before it is filed it
may be filed by any person. If the veteran dies after the application is made
it shall be valid if the Administrator of Veterans’ Affairs finds that it bears the
bona-fide signature of the applicant, discloses an intention to claim the benefits
of this Aoct, and is filed before payment is made to the beneficiary. If the death
ocours after the application is filed but before the receipt of the payment under
this Act, or if the application is filed after the death ocours but before mailing
of the check in payment to the beneficiary under section 501 of the World War
Adjusted Compensation Act, as amended, payment under this Act shall be made
to the estate of the veteran irrespective of any beneficiary designation. If the
veterans dies without making a valid application under this Act no payment
under this Act shall be made. If the veteran dies on or after the Fassage of this
Act without having filed an application under section 1, in making any settle-
ment there shall be deduoted on account of any loan made on an adjusted-service
certificate only interest accruing prior to October 1, 1931,

(6) Where the records of the Veterans’ Administration show that an applica-
tion, disclosing an intention to claim the benefits of this Act, has been filed and
the application cannot be found, such application shall be presumed, in the
a{olsegtlzedof affirmative evidence to the contrary, to have been valid when origin-
ally filed.

(d) If at the time this Act takes effect a veteran entitled to receive an adjusted-
service certificate has not made application therefor he shall be entitled, ué)on
application made under seotion 802 of the World War Adjusted Compensation
Act, as amended, to receive, at his option, under such rules and regulations as
the Administrator may presoribe, either the certificate under section 501. of such
Act, as amended, or payment under this Act. :

Sec. 4. The amount certified pursuant to seotion 1 of this Act shall be fpuid
to the veteran or his estate on or after June 15, 1936, by the Secretary of the
Treasury by the issuance of bonds of the United States, registered in the name
of the veteran only, in denominations of $50 or multiples thereof having a total
face value up to the highest multiple of $50 in the amount certified as due the
veteran, and the difference between the amount certified as due the veteran and
the face amount of the bonds so issued shall be paid to the veteran or his estate
l‘%’ the Secretary of the Treasury out of the fund created by section 505 of the

orld War Adjusted Compensation Act, as amended. The bonds shall be dated
June 15, 1936, and shall mature on June 15, 1945, but shall be redeemable at the
option of the veteran or his estate at any time, at such places, including post
offices, as the Secretary of the Treasury may designate. Such bonds shall be
issued under the authority and subject to the provisions of the Second Liberty
Bond Act, as amended, and shall not be transferable, assignable, subject to attach-
ment, levy, or seizure under any legal or equitable process and shall be payable
only to the veteran or, in case of death or incompetence of the veteran, to the
representative of his estate. Interest on each bond issued hereunder shall acerue
at the rate of 3 Eer centum per annum from June 15, 1936, to date of maturity
or payment of the prinoipal of the bond, whichever is earlier, and will be paid
with such principal: Provided, however, That no interest will be paid on any bond
redeemed prior to June 15, 1937. The provisions of this section shall be carried
out subject to regulations of the Secretary of the Treasury to be issued from
time to time to effectuato the purposes of this Act. : .

8gec. 6. The Becretary of the Trcasurf' is authorized and directed to redeem
from the United States Government life insurance fund all adjusted-service
certificates held by that fund on account of loans made thereon, snd to pay to
the United States Government life insurance fund the amount of the outstandin
liens against such certificates, including all interest due or acorued, together wit
such amounts as may be due under subdivision (in) of section 502 of the World
War Adjusted Compensation Act, as amended. The Secretary of the Treasury
is authorized and directed to make such payment by issuing, to the United States
Government, life insurance fund, bonds of the United States which shall bear
interest at the rate of 4% per centum por annuim, No such bonds shall mature
or be callable until the expiration of a period of at least ten years from date of

issu
ury
Gor
tor
me:
1gsu
of t

£
p&g
fowr
ind¢

ags
agjv
Cor
nee
~

or .
suc

19.
TE

to

pa
an

lar
his

Cco!
nu

W
ot

ex

for
de
ca
th

t
its

th
ti



PAYMENT OF ADJUSTED-SERVICE CERTIFICATES 5

issue, exoept that any such bond shall be redeemed by the Scoretary of the Troas-
ury and the princlpal and acerued interest thercon paid to the United States
Government life insurance fund at any time upon certification by the Administra-
tor of Veterans’ Affairs that the amount represented by such bond is required to
meet current liabilities. Bonds issued for the purposes of this section shall be
issued under the Sccond Liberty Bond Act, as amended, subject to the provisions

of this seotion.
Sec. 8. The adjusted-service certificate fund is hereby made available for
Ly

p gments authorized by this Aoct.
EC. 7. Notwithstanding the provisions of Public Law Numbered 262, Seventy-

fourth Congress, approved August 12, 1935, no deductions on account of any
indcbtedness of the veteran to the United States, except on account of any lien
against the adjusted-service certificate authorized by law, shall be made from the
adjusted-service credit or from any amounts due under the World War Adjusted

Compensation Act, as amended, or this Act.
Sec. 8. There is hereby authorized to be appropriated such sums as may be

necessary to ocarry out the provisions of this Act.

Sec. 9. If any provision of this Act, or the application thereof to any person
or circumstance, is held invalid, the remainder of the Act, and the application of
such provision to other persons or circumstances, shall not be affected thereby.
Sec. 10. This Act may be cited as the Adjusted Compensation Payment Act,

1936

TESTIMONY OF BRIG. GEN. FRANK T. HINES, ADMINISTRATOR
OF VETERANS' AFFAIRS

The CuairmaN. Gentlemen, you have before you two bills relating
to the bonus question. One is the so-called Vinson bill, which has
passed the House. The other is o bill which was introduced today
and referred to this Committee, the authors of which were Senator
Clark, Senator Byrnes, Senator Steiwer, and myself. We worked
largely in collaboration with Senator Robinson and he gave the bill
his approval.

The bill which was introduced today is the outgrowth of many
conferences between the heads of the veterans’ organizations, and
numerous Representatives and Senators. It differs from the House
bill—as will be explained by General Hines, who is thoroughly familiar
with this matter—in the main in two particulars. There are some
other differences.

The House bill did not call for any particular method of payment,
except it provided for an authorization of appropriations, presumably
to be paid in cash, The bill which was introduced today provides
for the payment of the face value of the certificates in bonds of $50
denomination, nonnegotiable, drawing 3 percent interest, but to be
cashed at full face value at any time at the option of the party holding
the bonds.

Senator Warsu. Does the 3 percent interest extend indefinitely?

The CuairmaN, The 3 percent interest extends to 1945, the ma-
turity date of the certificates. The bonds are to be issued as of the
date of June 15, 1936, because that is the time the Government does
its refinancing. We thought it was better for the Government, and
there is no objection to that upon the part of the veterans’ organiza-
tions. If the bond is cashed before June 15, 1937, the holder gets
no interest. He has to wait until June 15, 1937, in order to get the
3 porcent interest. After that, the same condition does not obtain,
The Treasury had their views with reference to that. They thought
it would be an encouragement for the ex-service men to hold the bonds,
and so forth.

42003—30—pt. 1——2
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6 PAYMENT OF ADJUSTED-SERVICE CERTIFICATES

Senator Georae. If cashed within the first year——-

’ll‘he CuairMAN. If cashed within the first year, they get fullface
value.

Senator Grorae., But no interest?

The CHAIRMAN, But no interest. If the holders of the bonds wait
until June 15, 1937, they can get the full face value plus the 3-percent
interest,

Senator GEorGE. As I understand, Mr. Chairman, the interest
after June 15, 1936, if payable for more than a year, until 1945, is
cumulative, not pa;i‘able annually or semiannually?

The CualrMAN. That is right.

Senator ConNALLY. Wait a minute; let me understand that. If a
man holds his bond from the 1st of July 1936, until the 1st of July
1937, he then gets interest from the date of issue?

The CuairMaN. From the 15th of June 1936.

Senator BArkLEY. If he cashed the bonds on the 15th of June 1937,
he would get 1 year's interest.

The CuairmaN. That is right. :

Senator BARKLEY. At any time before that he would get no interest,
but would get full face value?

The CuairmaN. That is right.

Senator BARKLEY. Then after June 15, 1937, he would get cumula-
tive interest until 1945, or such other time as he held it?

The CuairmaN. Yes.

Senator ConnaLLYy. Compounded?

The CuairMAN. No; simple interest.

That is one of the main differences—in fact, the main difference.
The other is that the so-called Vinson bill, smssed by the House,
canceled all interest. This bill does not cancel all interest, but does
cancel the interest prior to 1931,

Senator BaiLey. It is the interest subsequent to September 30,
i?l?’;’ is it not? I refer to the bottom of page 2 of this unnumbered

General Hines. I think you have covered the two main differences,

The Cuairman, If it is interest due the Government prior to 1931,
th(g have to pay that interest?

eneral Hings, Yes; all interest that has accrued.

The Cuairman. But if it is interest that has accumulated since
that date, it is canceled.

Senator WaLsu. On the theory that it was difficult for the veteran
to 8&3’ during the depression, I suppose?

eneral HINes. Noj it is on the theory that if the basic credit with-
out the $60 deduction had been paid when it was really earned, and
a 6 percent rate of interest allowed up until October 1, 1931, that
would have been about the date that the certificates would have
matured. That is the theory of it. "

Senator ConNALLY. Let me ask you a question, General. You
cancel all the interest that is due; but suppose a party has borrowed,
and has been payin% his interest: What do you do for him?

General Hines. There is no refund of interest. That has been

taken out. It was originally in the Vinson bill, and was taken out
by the House committee, ,

_Senator ConnaLLy. If you do not refund to the fellow who paid
his interest when you refund to the other fellow who did not pay his,
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PAYMENT OF ADJUSTED-SERVICE CERTIFICATES 7

you are penalizing the thrifty man who discharged his obligations,
and you are giving a reward to the sorry fellow who did not.

General Hings, I will say something about that as I Fo along,

Senator Barkrry. General, what is the date of the last loan act,
providing for a 50-percent loan?

General Hings, February 27, 1031,

The Cuairman. There is another difference. In the House bill, if
an ex-service man owning a certificate was indebted to the Govern-
ment, whether the H. O. L. C,, the Federal Land Bank, or what not,
this money would not be paid to him until that debt was cleared up.
We did not think that was fair; so now it exempts the man who owes
the Government except where the certificate is actually put up to
the Government as security for some loan that has been made, and
so forth, To that extent the bill liberalizes the measure in favor
of the ex-service man,

Sonator Barkney. None of those certificates have been put up for
other loans, except those involving the borrowing of money on the
certificates; have they?

General Hings. Tgat is all,

The CuairMaN. No; but the Vinson bill would have given that
interpretation to it.

Senator BarkLry. In other words, if the ex-service man has bor-
rowed money from the Home Owners’ Loan Corporation, or the Farm
Credit Administration, or any other, he would not get his pay.

The CuairMaN. No; thefv could take it out.

Now, General Hines, will you make a statement to the committee
explaining those two bills?

General Hings. Mr. Chairman and gentlemen of the committee.
I doubt if the committee would desire that I should review the history
of the bonus legislation. I think you are familiar with it. You have
had extensive hearings on it. J will simply remind you of the basis
of the credit.

As you will recall, almost immediately after the armistice the first
bill that you voted out was a bonus of $60 to these men, presumably
to enable the men who had no funds, or not sufficient funds, to equip
themselves, to fit themselves out with a suit of clothes, and enable
them to get a start.

Then from that time until 1924 you had various measures before
the Congress. Finally, in 1924 a bill was passed allowing a basic
ad(jlustment of $1 for overy day served in the United States, and $1.25
a day for every day served over-seas, with a limitation of $500 for
home service and $625 for overseas service.

Many methods of payment were discussed—cash payment, rehabili-
tation, etc.—but finally it was concluded by the service organizations
and the Congress that the best form at that time was to take the
basic credit, which ‘vas a dollar a day or a dollar and a quarter a day
for the total number of days served, deducting from that the first 60
days on the theory that $60 had been paid in the first bonus, adding
to that 25 percent, using the aggregate amount as a net single pre-
mium, and purchasing for these men at the particular age, according
to the American experience table of mortality, with 4 percent interest
compounded annually, a paid-up 20-year endowment insurance
policy. The value indicated on the certificates was not the basic

value of the bonus which you originally voted, but it was the value
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that the certificate would have 20 years from that date. Most of
these certificates were issued with the date of January 1, 1925.
Therefore, they would mature January 1, 1945.

It was originally provided that loans would be made to the
veterans after the certificates had been issued 2 years, It was con-
templated originally that the loans would be made b{ banks and
trust companies, and that the rate of interest would be 2 percent
above the discount rate in the Federal reserve district for 90-day

aper.
P ﬁanks, however, were not particularly anxious to handle the loans.
Therefore, we appeared before Congress and requested that authority
be given to make loans from the Government’s converted insurance
fund. That is a trust fund providing for the payment of converted
insurance, where the men have converted from the war-time insurance
to commercial forms of insurance. The Veterans’ Administration
suggested to the Congress that that fund make loans to the veterans
o November 30, 1935, there had been issued 3,737,123 certificates.
You will recall also that in the original act those men who had a basic
credit of $50 or less were to be paid in cash. They were paid in cash
either to the veteran or to his dependents, in the event of his death, in
quarterly installments. The others who had a credit over $50 were
issued the adjusted service certificates with a maturity or face value
on November 30, 1935, of $3,683,536,660, the majority of which would
mature in 1945, and the rest after that date, of course.

Of these certificates, 218,932 had become matured, due to the death
of the person to whom they were issued, and $218,548,330 had been
Eaid thercon. In other words, 218,932 certificates had maturéd and

cen paid, leaving 3,518,191 certificates in force, with a maturity
or face value of $3,464,988,330.

The basic credit—that is, the adjustment at the rate of $1 and $1.25
per day—represented by the maturity value of the outstanding
certificates is $1,377,950,134. The present value of these certificates?
if they had a cash surrender value, on the same date—I am referring,
to all these as of November 30—would be $2,187,998,155, if only
the earned portion of the additional credit granted because of the
deferred payment was allowed; and if the fuﬁ additional 25 percent
which is added is allowed, the present value of the certificates on this
basis would be $2,420,821,127.

The original act, as I have explained, permitted the loans on the
certificates from banks and trust companies. Then afterward it per-
mitted them from the Government converted insurance fund, and then
finally from the adjusted-service certificate fund.

Senator BArRkLEY. General, do you mean that after deducting the
amount paid to the 218,000 veterans who died, amounting to $21R -
{548,330, and deducting the amount borrowed under the 50-percent
oan act——

Qeneral Hinks. No; I have not quite reached that.

Senator BarkLey. Go ahead, then,

General Hines, Effective February 27, 1931, you granted authority
for makinghloans from the adjusted-service certificate fund. This is
the fund which was created for the purpose of accumulating the neces-

sary reserve in order to meet the maturity value of the certificates.
This amendment discarded the actuarial basis upon which the loans
were formerly made by authorizing, instead of the actuarial loan value

STER
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of as provided in the certificates, loans up to 50 percent of the face.
. At the time that was passed, the actuarial loan value was about 22
percent of the face; so that you granted authority for the ex-service
16 men to borrow up to 50 percent even though the certificate did not
J entitle the holder to borrow more than 22% percent.
Senator ConNALLY. As a matter of fact, we permitted the men to
b borrow practically the then cash surrender value?
¥ General Hines, In some instances more than the cash surrender
value. Later on, the rate of interest was changed to 4% percent.
8. Then, finally, in July 1932, the interest charge was reduced to 3%
¥ percent, which is the present rate.
“3 This amendment had the effect of permitting veterans to borrow
at a rate of interest the maximum of which was one-half of 1 percent
"8 less than that allowed on the adjusted service credit in accumulating
m the maturity value.
18 .On December 31, 1934, 3,026,190 certificates had been borrowed
8. upon, and the liens a%ainst these certificates aggregated $1,763,144,548
’}(1" In taking up the Vinson bill I will cover the standing of the fund
; at this time.
I The Vinson bill, in effect, declares the certificates immediately pay-
© able. The chairman has very well outlined its main provisions. The
‘(‘i’ certificates in force are declared immediately anab e. The interest
: that has accrued and that has not been paid by the veterans is for-
1 iven, and authority is given for the Secretary of the Treasury to
n issue to the Government insurance fund, which holds $490,000,000 of
’3 these certificates, bonds paying the rate of 4} percent to cover the
: loans on those certificates. It also provides that an appropriation be
Y n}mdg ﬁ,o cover whatever is n-.cessary to carry out the provisions of
the bill.
5 " Provision is made that any loans in the hands of the banks, after
g 45 days’ notice, will be turned in to the Veterans’ Administration,
S and ‘the amount due for whatever loan is made by the bank, plus
8. accrued interest, will be paid to the bank, but the veteran will only
y be charged with the amount that he has borrowed against the face
(é velue of the certificate.
: Senator WavLsu. What would the appropriations have to be to
8 carry out the provisions of the Vinson bill?
General Hines. The maturity value of the outstanding certificates,
N as I have indicated, is $3,463,000,000. The interest to be forgiven,
- which we would add to that amount, is $297,350,000. That makes a
n total of $3,760,350,000.
Senator BArRkLEY. That does not include the appropriation?
e General Hines, I haven’t reached the appropriation yet. The
‘Yl.; value of the adjusted-service certificate fund at this time is
$1,471,000,000. The difference between the maturity value of the
cortificates, plus the interest to be forgiven, and the value of the
adjusted-service certificate fund, leaves a balance of $2,289,350,000.
, ow, I call your attention to this fact: Some 500,000 veterans
Y have not borrowed on their cortificates.
18 Senator Gore. That is 560,000?
- General Hines. Five hundred thousand veterans have not taken
8. advantage of the existing law to borrow on their certificates. How
8 many of those, with the inducement given in the Vinson bill—and
te that inducement is that if the veteran holds his certificate from the

e e o e
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date of the passage of the act he is allowed 3 percent interest, under
the Vinson bill—how many of those will continue to hold those certif-
icates I doubt if anyone can say accurately. Mr, Vinson, and those
in the House sponsoring the measure, felt that those men who have

" not borrowed, and probably others who have borrowed, with the

inducement of holding their certificates and receiving 3 percent inter-
est, would not present their certificates for immediate redemption.

It is provideti), as I stated, to cover the amount of $490,000,000 in
the Government’s converted life-insurance fund by the issuance of
Government bonds. So we would have those two amounts, and that
would approximate, as you can readily see, $1,000,000,000, if the
500,000 veterans did not cash in, and $490,000,000 was paid to the
Government insurance fund by bonds which would be deductible
from any amount to be raised.

You have another item that bears consideration and that is the
amount due the banks, which we estimate at $60,000,000. Your new
Vinson bill would require that to be turned in within 45 days.

Senator Carper. General, may I ask what is the amount required
to be appropriated?

General Hines. We feel that the authorization should be for the
full amount. How much cash would have to be raised and how rapidly
would depend, of course, upon how many veterans in their applications
}ndicatﬁd whether they were going to hold their certificates or ask

or cash.

Senator BArkLEY. General, let me ask you, I haven’t got it clear
yet, how much the net balance is after deducting all the money that
has been borrowed by veterans on their certificates?

General Hines. The net amount payable to the veterans would be
$1,992,350,000.

Senator BarkreEy. That is after deducting what they owe the
Government?

General Hines. That is after deducting what they owe the Govern-
ment and banks. In other words, that would cover all the liens
against the certificates,

Senator BArkrLEy. And that $2,000,000,000 includes the 500,000
who have not borrowed it all and who may or may not cash their
certificates, depending upon their own volition?

General Hines. That includes the total face value of all certificates
outstanding and the forgiving of the interest.

Senator George. How many certificates are unissued for which
application may be made? ,

eneral Hings. It is rather a difficult thing for us to estimate how
many veterans are still eligible for their certificates.

Senator George. Who have not made afplication‘?

General Hings. Who have not made apﬂ ication for them, but I
think Mr. Breining feels—and Mr. Breining has had a lot of experience
with this—that it is somewhere between 200,000 and 250,000,

Senator GeorgE. Does this substitute bill make provision for the
payment of this, whether they apply for them or receive them?

eneral Hines. Yes. The Vinson bill does not change that feature
of the original act. A man could apply for and take cash, or he could
take a certificate and hold it, whichever he wished. It in no way cur-
tails those, and you can apply up to January 2, 1940, under a bill

- which we passed last year; that is, the last session of Congress. -
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PAYMENT OF ADJUSTED-SERVICE CERTIFICATES 11

Senator Gore. Is it not 200,000 that could do that?

General Hines. I would not say the exact number.

Senator Gore. Whatever the number is.

General Hines. It is somewhere between 200,000 and 250,000, I
should say.

Senator GeorGe. Would they receive the face value of the
certificates?

General Hines. Yes, sir. ‘

Senator GeEorGe. The veteran who has not applied for it up to now
would receive that?

General Hines. Yes.

Senator Georae. He would not merely be compelled to take the
adjusted certificates amount?

General Hines. He would have an option of either taking the cer-
tificate and holding it—I am speaking now under the Vinson bill—
holding it and receiving 3 percent, compounded annually, or take
cash for the face value. There would be no lien against it, therefore
he would have a right to take cash.

Senator BArkLEY. If we could assume the 500,000 who had not
borrowed but would hold to maturity in 1945, have you computed
then how much would be required to pay the balance due on the
certificates on which there have been loans made?

General Hines. I want to make sure I understand your question.
Your question, Senator, as I understand it, is that if the 500,000 who
have not borrowed held their certificates, and we pay the $490,000
to the Government’s converted insurance fund, you want to know
the amount of cash that would be required?

Senator BArkLEY. Yes.

General Hings. The amount of cash that would have to be raised
assuming all the rest?

Senator BARKLEY. Yes.

q l(l}enernl Hines. It would amount to $1,500,000,000 and some odd
ollnrs.

Senator Gore. Let me ask you a question there, General. This
Vingon bill, as I understand it, provides that those who have not bor-
rowed from anybody else, and continued to hold their certificates,
and all the unaccrued interest between now and 1945 is assumed to
have been accrued, and the full face value, including that unaccrued
interest, is to bear 3-percent compound interest?

General Hines. Noj; that is not exactly it. If a man has not bor-
rowed on a certificate he has a $1,000 certificate that he has not
borrowed on. If the Vinson bill became a law today he would have
an option of holding his $1,000 certificate and receiving from today
3 percent interest, until January 1, 1945. Now, if a man has bor-
rowed on his certificate, the Vinson bill provides that only the amount
he has borrowed be deducted, and not the acerued interest, the accrued
interest is forgiven from the amount to be paid him, or he still has
the option of retaining his certificate and receiving interest at 3
percent, from the date of the passage of the bill, on the balance of his
certificate, that is, the amount that he has borrowed, not deducting
interest, at 3 percent, if he desires to hold it.

Senator Gore. Suppose a man has a certificate of $1,000 and has
not borrowed on it.  Undor this Vinson Act would he draw 3 percent
interest on:that $1,000 until 1945? e
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General Hings. That is right. X

Senator Gorg. That is what my question was. One thousand
dollars face value assumes that the unaccrued interest has been
included. )

General Hines. Now the other bill which the chairman has de-
seribed to you differs from this bill in two particulars. In the first

lace, it declares that the face value of the certificates, with all
Interest forgiven after September 30, 1931, becomes due June 15, 1936.

Senator Gore. 19367

General Hines. June 15 of this year. It forgives all of the interest
after September 30, 1931. You will recall that a bill of that character
passed the House and the Senate last year. The theory of fixin
October 1, 1931, as the date upon which interest after that date woul
be forgiven is based on the thought that if the basic credit had been
paid these men when it was due, say, the date of the armistice,
althou%h it carries it back before that, 1t is an average date, and they
were allowed the same rate of interest that was paid on the adjust~
ment of other Government contracts existing when we finished the
war, that the certificates themselves would have been due October 1,
1931. Thereafter all interest is forgiven.

Senator ConNaLLY. It does not disregard the 25-percent bonus?

General Hines. Noj; this takes in the 25-percent bonus. The basic
credit is the same. This relates to the forgiveness of interest.

Mr. Breining corrects me. He says 25 percent is not in on the basic
credit, but that it does teke in the $60 deducted under the original act.

The next important feature in the bill is that instead of the payment
in cash this provides that bonds of the smaller denominations, $50
bonds, in multiples of $50, will be paid to the men, they having the
option, of course, of cashing those bonds in at any time after they are
issued. If they cash them in before June 15, 1937, they do not receive
interest. If they cash them in any time afterward they do receive
interest.

The amounts under this plan differ with the Vinson bill in this
respect: The matured value of the certificates as of June 15, which
is a little different date than I used before, would be $3,456,000,000,
and with the interest forgiven, which is a smaller amount than the
other, $263,000,000, it would give a gross value of $3,719,000,000.

The sources of funds would be these: The adjusted-service-certifi-
cate fund on that date we estimate would be worth $1,482,000,000.
Ap’Froprintion required would be $2,237,000,000.

he disposition would be made something along these lines:

To the veterans, in bonds, $1,836,213,950. In cash, which would
be the odd amounts where the multiples of $50 did not exactly equal
the total amount due, $87,786,050. .

The amount due the Government life-insurance fund which would
be paid in bonds would be $507,000,000, and the amount to be paid
to the banks in cash would be $60,000,000. So that you would have
approximately $147,000,000 in cash, and the balance in bonds.
he CuairmMaN, How much ecash is there in that fund now?

General Hives. $264,000,000. It is notin cash. It is in Govern-
ment securities which are readily convertible into cash. That would
have to be sold to provide cash, if the balance were needed.

- The Cuamrman. The balance is mostly in these certificates or
secured notes? - - - - - . T
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General Hines. The rest in the fund is made up of the notes, with
your advances made to veterans. The bonds, as I have stated, in
the fund, which would have to be converted into cash, are $254,000,-
000, and the liens are $1,228,000,000, which makes the net worth of
the fund $1,482,000,000. .

The question of how many veterans would immediately cash
their bonds, of course, is conjectural, those who hold their certifi-
cates will receive 3 percent. These bonds are attractive. They are
non-negotiable, registered in the name of the veteran. That is done
for a reason which I think is apparent to the committee, for the pur-
{)ose of not having any third party receive any benefit from the bonds.

t is of no disadvantage to the veteran, unless it may be claimed that
if the bonds were negotiable he would have the opportunity of selling
a 3-percent bond at this time above par. He is guaranteed always

ar on his bond, and, of course, by not immediately throwing a

arge number of bonds on the market, I think he is protected in those
bonds in a respect he might not otherwise be. .

Senator BArkrLeEy. Would it also tend to prevent the possibility
of private interests taking advantage of the veterans who might find
a convenient place to cash their bonds at & considerable discount
rather than to wait?

General Hines. It certainly would do that.

Senator ConnaLLY. Does the Government set up any agencies
where the veteran may get the money, if a large amount of veterans
come in?

General Hings. After the bonds are issued, the veterans then })ro-
ceed to cash them. The agencies that will be permitted to cash them
will be set up, as I understand it, at places convenient to the veterans,
It has been suggested that the post offices be permitted to cash them.

Senator BarkrLey. What is the maturity date of these baby bonds?

General Hings. The date of maturity would be June 15, 1945,
They are 10-year bonds.

Scnator ConnaLLy. General, I want to ask you a question. What
is the difference between the $1,000 certificate and what the veteran
would have gotten if that amount had been calculated at 4 percent
compound interest up to 19457

General Hines. We worked that out last year, if you will recall.

Senator ConnaLLy. I do not recall. That is the reason I am
asking you.

General Hinges. Under the Harrison bill, where we took the basic
credit without the 25 percent, and added 4 percent of that amount
compounded annually up to any date, we had it calculated from
November 11 through 1945,

Senator ConnNaLLY. How much more would he have gotten if he
had taken the straight 4 percent compound interest?

General Hings. He would not get any more than he does now.

Senator CoNNALLY. He would not get as much, because the
insurance gives him something.

General Hines, You see the 25 percent added increased the amount
quite rapidly.

Senator ConNALLy. That was in lieu of interest from 1918 to 1925,
which was 7 years.

General Hines. We have never felt that that was the purpose of
the 25 percent. As I explained to the committee last year, there

" 42003—-pt, 2—30~—=8 - e T S
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was a difference of opinion on it, but we have always felt, in looking
back over the hearings, that the 25 percent was added having in
view the deferred payment and somewhat of a sweetening process
of the proposition, to get the veterans to save that amount.

Senator ConnNaLLY. It looks to me as if he had gotten the 4
percent from 1918 compounded up to 1945 that that would amount
to more than the basic credit, because the basic credit, which is
somewhat large, was made for the carrying of this insurance.

General Hines. That is a very small item, however The basic
creditzi is $1 a day, or $1.25 a day, for the number of days the man
served.

Senator CoxNaLLy. Plus 25 percent.

General Hings. Plus 25 percent. It has always been my theory——
others differ with me, however—that that 25 percent was added
because of the deferred payment. Instead of paying cash at that
time, they deferred it 20 years; therefore it increased the amount by
25 percent.

Senator Barkrey. General, if we could assume that every holder
of these certificates would cash them, cither under the Vinson bill,
or cash the bond which is to he issued under the substitute bill,
‘¥Olll(‘§ there be any difference in the net amount required to pay
them?

General Hines. Yes; there is a slight difference. In the first in-
stance, the total amount, if they all cashed in, the total appropriation
required would be $2,289,350,000. Now, I am assuming, of course,
that in both eases you are going to pay the Government life insurance
in bonds, which is $490,000,000, or we would call it $500,000,000,
which would be deducted from that, which would give you $1,789,-
350,000 in addition to the $254,000,000 available in the fund.

Now, in the other case, under this all-bond proposition, with odd
amounts in cash, you have the total appropriation required of $2,237,-
000,000, and under the same circumstances if the $507,000,000 is
issued in bonds to Government life insurance you get approximately
$2,000,000,000. They are very close together.

Senator BarkLey. There is substantially no difference if we could
assume that everybody would come in and get the cash?

General Hines. That is right.

Senator GeorGE. As I understand, under this bill, speaking of the
Hartison bill, the full face value of the certificate is payable when that
certificate is issued, even in the case where there has been no applica-
tion made?

General Hines, The man would make application and at that time
would indicate what he wanted to do.

Senator GEORGE. Suppose he dies before making the application?

General Hinks. Then it would go to his estate.

Senator Georer. The full face value would go to his estate?

General Hines. The full face value would go to his estate.

Senator Georce. I wanted to get that clear. I am not sure that
that is clear now in the language of the bill,

General Hines. Either the veteran or his heirs would make appli-
cation,

Senator Grorge. Now is the basic law in that respect changed,
General? The basic law did not give you the full face value. 1f

_ _the veteran died without having made application, he only got his
adiusted certificates. : ST
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General Hines, He got his basie credit. ‘

q Senator Georar, He did not get the [ull face value of the certi-
cates.

General Hines. Not unless the certificate was issued.

Senator Groras. That is right. Now I am asking if, in the event
a veteran dies without having made application, is he to receive the
full faco value of the certificate?

General Hines. The provisions of the original act have not been
changed by this, as we have it now.

Senator Gerry. This new bill provides for the issuance of these
bonds in $50 or multiples of $50. The mechanics, then, in the case of
the man who had borrowed 50 percent, would be o find the balance
due him, after forgiving interest?

General Hines., That is right.

Sonator Gernry. There would be all sorts of odd sums that would
not be multiples of $50. How do you work that out?

Goneral Hines, Suppose he had $400 due in one case, then he would
be entitled to eight $50 bonds. In another case, where we had one
wh? had a crvedit left of $425, he would get eight bonds and $25 in
cash.

Senator Connally, we will have that information for you. Tt is
$1,115.

Senator CoNNaLLy. You mean, if it had been compounded at 4
porcent it would be $1,115?

Mr. Breining. That is only on the basic credit.

Senator ConnaLLy. General, do not you think that the second
lieutenants and first liecutenants who went in and joined the Regular
Army and then quit after the war ought to be recognized in this bonus?

General Hines. We have had that up several times. Of course,
the basic credit is certified to us by the War and Navy Departments.
They have never felt those men should be included, because they at -
one time had the opportunity to become Regular officers, and for that
reason they never included them.

Senator ConNaLLy. They were not Regular officers, they were just
provisional officers. They could have been Regular officers if they
stayed in, but they did not stay in. I think they ought to be paid
just like the other licutenants.

General Hines. The Congress has considered that at one or two
times, and has never brought out a bill.

Senator ConnaLLy. I wish you would have somebody draw up an
amendment, and T will offer it.

General Hinges. We reported on several bills, and have indicated
the cost, but I think the War Department has always put in an
adverse report on it, as far as I know.

Senator BatLey. It would take $1 12,000,000, on the actuarial basis,
to mature these certificates in 1945. Am I right about that?

General Hines. That is not exactly correct, Senator. Originally
wo asked Congress each year for the actuarial amount, which would
give us the proper reserve for the number of certificates issued.

Senator BaiLey. Would it not come to that?

General Hinus. It does not. For instance, this year our estimate
on bringing the fund up to date was $190,000,000.

Senator CrLark. That is because it has not been kept up.
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Gengral Hines. It might not have been $112,000,000. We based
it on the number of certificates outstanding at the time our estimate
went in.

Senator Bamuey. I understood it was not less than $100,000,000.

General Hines. They had appropriated, Senator, as small an
amount as $50,000,000.

Senator BaiLey. Would it not requiro at least $100,000,000 a year
to secure these certificates? :

General Hings. It would require about $124,000,000 a year at
present,

Senator BaiLey. Then, assuming that $124,000,000 a year would
go out to pay $2,237,000,000, that is, under this combination bill,
2%-percent interest on that is $55,000,000.

General Hines. Under that; yes,

Senator BaiLey. Deduct the $55,000,000 from $124,000,000 and
that gives you $69,000,000 surplus, after paying interest. You
multiply that by nine,

General Hings. About 9} years.

Senator BaiLey. That is about $700,000,000 that you save on your
actuarial basis, is it not, on the principal?
hGene}xl'ul Hines. Senator, we have got to retire these bonds, to raise
the cash,

Senator BaiLey. You say it is $124,000,000 a year. Now, if you
borrow that money, you do not have to pay but $55,000,000 a year.
Therther is a credit against the principal, in one way or another.

General Hines. But the original theory was we would put in each
year, only, sufficient to keep the reserve so that the amount invested,
or that would have been invested, in ({)revious years, at 4 percent,
would mature the certificates at the end of 20 years.

Senator Bamey. 1 realize that was shot to pieces, but that is what
was in contemplation. It seems to me on this proposition you make
no additional burden on the taxpayer for the next 5 years. On the
other hand, you accumulate in 9 years a fund amounting to over
$700,000,000, which would relieve the burden on the taxpayer by
taking it from this principal of $2,237,000,000, and leaves the extra
cost of $1,500,000,000, in round numbers. Am I right about that?

General Hines. The total cost, Senator, is going to be determined
by an entirely different basis.

Senator BarLey. I am assuming the original basis.

General Hines. Assuming that that is correct, if your basis is
correct, you start off originally with the thought that this basic credit
appropriated here would mature the certificates.

Senator CLark. You think that Congress has not appropriated an
amount sufficient to keep this fund up to date, that is the reason you
take this way of recommending $194,000,000 instead of approximately
$120,000,000, to bring the fund up to date?

General Hines. No. We have estimated always the amount
required in the fund. The question of how much Congress appro-
priates to that fund was a matter which necessarily had to be left
to the Congress. ’

Senator CLARK. 1 understand. I am not asking you to criticize
the Congress. It is a fact that the Congress has not kept the fund
961 tlzg actuarial standard necessary to maintain the fund intact, is
it no
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General Hines. That is correct. It is short $64,000,000. 1 would
not want to put it exactly as the Senator did.

Senator BarkLey. What difference would it make? What is the
difforence as to what appropriation the Congress has to make?

General Hines. It would make this difference, Senator:

The longer you delay in making an appropriation, the less the fund
could earn, and the earnings of that fund were an important factor
in maturing the certificates.

Senator Cr.ARK. As far as the soldiers are concerned, it would not
make any difference.

The Cuairman. Did we not provide for that when we appropriated
about $400,000,000 in the fund?

Senator CLARK. $424,000,000 in 1931.
| General Hines. That was the time we were making the 50-percent

oans.

Senator BaiLey. How much we would have to consider on January
1, 19?45, to mature these certificates, according to the original proposi-
tion

General Hings, At the rate the fund is now earning, 3} percent
Mr. Breining says it would be about $50,000,000 short. 'Then, o
course, the act provides for anropriations up to 1946. We would
have to make it according to the certificates outstanding. 'There are
many factors involved, Senator, in the earnings on that fund. As
you know, the maturity of the certificates, and the earnings on the
fund, involve many factors. Now you know we are only charging
on a great bulk of those investments one half of 1 percent lass than we
are paying on the fund.

Senator BArRkLEY. Assuming under this bill that we are now con-
sidering that they are cashed, does either bill make provision with
reference to the reduction of this annual contribution to this sinking
fund, or what happens to it?

General Hines. It makes no reference to it.
¢ Sg;mtor Barkrey. Do you continue to go ahead and add to the

un

General Hings. The fund is still left intact, but after the appropria-
tion which I have stated as being necessary was made no further
appropriations would have to be made to that fund.

enator BARKLEY. As far as either one of these bills is concerned,
that accumulation would continue until 19477

General Hings. It might, On the issue of the bonds I am not sure
what the Treasury would do, but I assume that the bonds would be
appropriated for, because the bills contemplate whatever appropria-
tion you mad - 28 to the adjusted-service certificate fund.

Senator BarxLey. Of course, if they were all paid off so there would
be no need for that fuad, then there would be that annual saving in the
appropriation made by Congress.

eneral Hines., Provided you made no provision for the redemption
of the bonds you are issuing to get the money.

Senator BArxkrLey. Of course, you have got to pray for them.
Presumably there would be $100,000,000 difference. The accumula-
tion by January 1, 1945, would be sufficient to retire the bonds we are
to issue in order to get the money to pay the cash,

General Hinks. Not at the rate we are now appropriating. We
would have to increase that. v
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Senator BArkLEY. It is a relatively small amount, compared to the
$3,000,000,000? o .

General Hings. No; it would be a very sizeable amount.

Senator Carper. I am not clear yet as to the amount necessary to

‘approHriate in this Congress to take care of the requirements of these

two bills, What is the difference in the amount?

General Hines. Under the Vinson bill the amount you would have
to appropriate would be, even if we assume that the 500,000 would not
borrow, which wotld represent $500,000,000, or a half billion dollars,
if they would hold their certificates, you would still have to appro-

rinte $2,289,000,000, and we would feel justified in asking for the
ull appropriation of $2,289,350,000. Now, we have no way of telling
how much of that would have to be called for in cash, until the vet-
eraﬁs have indicated their choice of holding the certificates or receiving
cash.

Ser‘}ator Carrer. You cannot say, then, which will would require
more

General HiNngs. Yes; I can definitely say that the bill suggested
by the chairman, if it passes, the amount of cash outlay, of course,
would be materinlly less, because it provides that there would be
issued to the veterans bonds. Now, the immediate cash would be
very much less; but if the veterans, when they receive the bonds,
grcceeded to cash them all in, there would be very little difference

etween the two bills,

Senator Gerry. What is the difference, taking into account-the
500,000 veterans holding these certificates, under both bills?

General Hinks. Are you assuming, Senator, that the veterans who
have bonds of about an equal amount would hold the bonds the same
as those that would hold the certificates? A

Senator GERRY. Yes. I am just trying to get a general basis.

General Hings. I think there is this difference: There is the differ-
ence between $2,237,000,000 and $2,289,000,000. That is the differ-
ence between the two in the amounts required as an appropriation.

Now, if you deduct one of those amounts from the other, 1t would be
$52,000,000, and that is accounted for, practically, in the interest
and the different dates of the estimates.

Senator GERrY. In other words, by 1945 the amount you indicate
would be about the same?

General Hines. It would be at present a difference in interest of
about $61,000,000.

Senator GErry. Which would cost $61,000,000?

General Hines. The Vinson bill.

Senator Gerry. The Vinson bill would cost $61,000,000 more?

General Hines. Yes. .

Senator GErRRY. At the same time, on the saine basis, the amount
would be about the same between the two bills?

General Hines. Yes.

‘Sex‘l?ator Gerry. In one case you would have to make an appropri-
ation

General Hings. In both cases you would certainly have to make an

propriation, but as to the amount of the bonds, until you get some’

a
i&a as to how fast the bonds are going to be cashed, you could not
tell exactly what amount of cash would be needed.

Senator Gore. The Vinson bill remits the interest?
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3 General Hines, Mr. Breining tells me that the Treasury will want
the money appropriated to that fund for the bonds just the same. If
that is the attitude of the Treasury on this—and I expect Mr. Bell will
be able to answer some of these questions—then the amount of the

>
3 appropriation would just differ bPr $61,000,000. It would be
$61,000,000 more in the Vinson bill than in the bill proposed in
3 the Senate.
; Senator BArkLEY. In either case, the amount which would have to
=, be actually expended out of the appropriation would depend upon the
- rapidity with which these bonds or certificates were cashed?
3 General Hines. It would depend, in one case, in the case of the
3 Senate bill, on the rapidity with which the veterans applied for their
- bonds; in the other case it would depend on how many veterans held
3 their certificates and received 3 percent.
Senator BArkLey. That is the same thingl.‘
3 Senator Couzens. Let me ask you this: Take for granted that we
pass no legislation and the matters run as they are: What is the final
1 additional cost to the Government through the enactment of either
3, of these bills, assuming, of course, that there is no 8-percent paid for
° . uncollected certificates?
e General Hines. That is a very difficult thing to work out, but I
', should say it would amount to probably $1,300,000,000. In other
e words, gou have to consider the fact that you are paying these certifi-
cates off 9% years in advance of maturity.
e Senator Couzens, Whether the bonds are held or not, the Gov-
ernment finally has to liquidate the bonds?
0 General Hings. That 1s right.
e Senator Couzens. It is assumed, and, I think, correctly so, that

either one of these bills is going to cost the taxpayers a very substan-
tial amount more, in the final analysis, than if no law is passed now.
™ I understand your estimate is $1,300,000,000.

- : Sex}at(;{ ConnaLry. It would cost about 3 percent for 9 years,
that 1s all.

e General Hings. If you take the present value as I have indicated

t here you get very close to $1,000,000,000 without considering the
refund of interest. A

e Senator Couzens. In other words, by this gratuitous increase to
the veterans it is going to cost the taxpayers ultimately about

»f $1,000,000,000 more, is that correct?

General Hines. That is about correct. :
Senator BARkLEY. Why is it worth while, General Hines, to con-
sider present values? Everybody knows the present value is not
oing to play any part in the payment of these certificates. Every-
ody knows that, in one form or another, they are going to be paid
t off before they are matured. Is it worth while to consider present
value at all?
General Hines. The way I look at the proposition is this: The

- Congress in 1924 made a settlement. They have a right to revise

that settlemont if they wish and if, in their judgment, they feel that
n the original bonus was not sufficient. They desire now to revise that
ne contract, which means the same as increasing the original bonus,
2 Certainly that is the right of Congress in the matter. e veterans,

I think, strongly feel that this amount should have been paid them
immediately after discharge, and that the charging of interest and
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not paying them promptly justifies whatever additional cost is

involved in the payment. . i ) ‘
Senator Couzens. That additional cost is surpassing $1,000,000,-

0.

Senator BaiLey. The argument, I think, is that back in 1924 we
were prosperous and now we are in bad shape, and the only thing
to do 1s to spend outselves out of it. Is that 1t? ,

General Hings. That would not be a fair statement for me to make.

Senator BARKLEY. Is it not true that in 1924, or thereabouts, we
had enough surplus in the Treasury to have paid the then cash value
of these certificates, almost without any additional appropriation?

General Hines. On that I cannot answer you, Senator. The judg-
ment of those in authority at that time was that the cash was not
available, and I think, coupled with that fecling on the part of those
who handled it, was the fact that this form of settlement would be
in the interest of the veteran in that it would give him something
that would fall due at a time when it would be of more use to him,
and I think the Legion took the stand then, in trying to pursuade
the men to hold on to these certificates, that it would help tlflem and
their families later on,

Senator BARkLEY. I recall about that time we were reducing taxes
every year, ard in one of those years we had a surplus of over $900,-
000,000. I recall also, as a practical matter of legislation, we had to
agree to a bill that could be passed, in view of the fact that thePresi-
dent would not sign any kind of a bill. We even had to pass this
over the veto.

Senator Crark. The fact of the matter is the bonus was not paid
when it was really earned, which was at the end of the war, when the
men were discharged from the service and needed it, because of the
haste of the Government to take off the excess profits tax and certaiu
other taxes. If those taxes had been levied it would have paid off
this bonus and obviated the payment of interest.

Senator CoNNALLY. Is it not true that the veteran organizations
sponsored the bill?

General Hings. That might be said to be partly true. They
accepted this settlement.

Senator Crark. That is not true. .

Senator CoNNALLY. I say it is true, because I read it in hearin%s
where they came before Congress and said they would be perfectly
satisfied with that bill as it was drawn.

Senator BaArkLey. They took the position they were in favor of
the cash bonus, but in lieu of getting that they accepted this.

Senator Gore. Is theinterest thatis due and unpaid to be remitted?

General Hines.. Under the Vinson Bill the interest that has accrued
is to be remitted or forgiven. That which has been paid is to remain
paid, it is not refunded.

Senator Gore. The interest due is about $297,000,000?

General Hines, Yes, sir,

Seggmr Gore. What would that average on the soldiers who bor-
rowe

General Hines. Around about $85 a man.

Senator Gore. Now, the soldiers who have not borrowed, who have
no interest acorued against them, would this be a discrimination
against them?
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General Hines. There is an inequaliwtgr there, certainly, Senator
Gore. I pointed out to the Ways and Means Committee that there
were two inequalities that their attention should be called to: One,
that the men who had not borrowed were being penalized, and the
other was those 218,000 certificates that had not matured, that the
accrued interest had been deducted. I squested that they might
give consideration to leaving the interest alone and paying the bal-
ance between the amount borrowed and the face value.

Senator ConnarLy. Well, they also penalized the man who
borrowed and paid his interest.

General Hines. That is a small amount, after all, compared to
the other.

Senator CoNNALLY. It may be a small amount, but to the man
himself it is an inequality.

General Hings. (}t is an inequality, nevertheless, gentlemen.

Senator BARKLEY. General, the passage of either of these bills
finally disposes of the bonus question, does it?

General Hines. T would say, Senator, that you may have before
you a proposition of equalizing interest between those that have
not borrowed and those that have borrowed, and those who have paid.

Senator BArRkLEY. I mean as far as the face value of the certificate
is concerned, this is supposed to settle it?

General Hines. Oh, yes. That will settle it, so far as the certificates
outstanding now are concerned, and the face value of them. It pays
the face value in the certificate.

TESTIMONY OF D. W. BELL, ACTING DIRECTOR, BUREAU OF THE
BUDGET :

The Cuarman. Mr. Bell, did you want to make any statement to
the committec?

Mr. Bern. No, I do not. 1 have no statement to make.

Senator Barkrey. I would like to ask Mr. Bell this: Do you
anticipate any difficulty in the marketing of the bonds that will be
required to pay the cash either under the Vinson Bill or under this
substitute bill?

Mr. Burn, That is a rather difficult question to answer, Senator.

Senator BarkLeY. I realize you are not in a position to answer.
Knowing the history of Government issues recently, do you antici-
pate any real difficulty in marketing these bonds?

Mr. Berr. It all depends, of course, on the economic conditions
in the next 6 months. :
Senator Barkrry. Are the prospects that it will be very good?

Mr. Brrn. Taking the past 6 months as a baiss and if payments
are made gradually, probably there will not be great difficulty.

Senator CostigaN. Mr. Bell, what will be the procedure of paying
the veteran who enters his bonds?

Mr. BrLr. The two Senators are asking different questions.

Senator BarkiLey. He would not enter the bank to cash his bonds,
he would enter some Government agency. The bank might handle
it, but it cannot be negotiated.

Mr. Berr. If we pay in cash of course we would have to raise the
money immediately by selling Troasury obligations. It would be
necessary to sell such obligations on the market, just like any other
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Treasury financing operation. If they come in gradually, say at the
rate of $300,000,000 a month, it would take 5 or 6 months to com-
plete the payment. If other Government financing were not heavy
at the same time it would not in all probability have a material
effect in the long range, but it would have some immediate effect.
t The immediate passage of this bill no doubt would create some shock
; to the market.
¢ Senator Couzens. Did not the President recently issue an order
g that the heads of departments were not to comment or state anything
: with respect to appropriations by Congress except that which was
; in accordance with the President’s policy and approved by the Budget
; Bureau?
i Mzr. Bern, That is right.

Senator Couzens, Is that true in this case?

Mr. BeLL, Well, sir, I am here representing the Treasury and I
am trying to give the committee information that they may want,
subject to that rule,

Senator BARkLEY. That rule was promulgated in order to keep
irresponsible heads of divisions in the different branches of the Gov-
ernment from issuing statements that had not been submitted to
some higher authority. It certainly did not apply to the testimony
of Government officials before the committee,

Senator ConnNaLLY. It applied only up to the time of the Govern-
ment Budget appropriations.

Mr. BeLL. It applied, Senator, to anybody appearing before a
congressional committee, that they must, in appearing, state that
they are appearing to furnish such information as they may have,
b but in no way expressing the views of the Administration on policy
{ matters, unless before appearing they have ascertained those views.
' Senator ConnaLLY. Of course, we know that.

Mr. BeLL, That is what I am doing. I am not expressing any

Administration viewpoint on the merits or demerits of the proposed
legislation.
g Senator CoNNALLY. What Senator Couzens had in mind was they
i were prohibited from coming here and testifying about financial
: matters or appropriations unless they had first consulted the Budget
' Bureau, and that their views were in accordance with them. I
? understand that rule did not apply after the Budget had been sub-
mitted to Congress.

Mr. BeLn. It does applfy.

Senator ConNNALLY. After the budget had been submitted to
Congress?

Mr. BeLn. Yes.

Senator CouzeNns. Sure; that is the Furpose of it.

Mr. Bern, They are not prohibited from testifying, but when thay
do testify they are to state that they are before the Committee to
give information and factual data, and they are not expressing the
views of the Administration, unless ascertained beforehand.

Senator BARKLEY. It was not necessary to issue an order of that
sort, an%way.

Mr, BzrL. That has been the policy for a good many years. It is
not altogether a new policy.

Senator BARkLEY. That has been the policy all along. A man
comes before the committee to give an expert opinion or to give facts.
That is not the expression of policy.
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Mr. BeLr. That has been the policy for a good many years.

Senator BaiLey, If we pass this bill the Treasury would be called
upon to pay $1,500,000,000 within a short time, is that not true?

Mr. BeLn, If T understand General Hines' figures, yes; that is
about correct. :

Senator BaiLey. You represent the Treasury. Are you not willing
to tell us? I would like to know.

Senator ConnarLLy. How is the bond market?

Senator BaiLey. I do not think we ought to ask without the advice
of the Treasury. If it is going to injure the credit of the Government
og embarrass the Treasury I think the Treasurer ought to tell us
about 1t.

Mr. Bern, I will tell you, Senator, it is very hard for anyone to
say exactly what effect the passage of this bill will have on the credit
of the Government.

Senator BaiLey. We borrowed five billion dollars last year, did we
not, or four billion?

Mr. BewL. Less than three billion dollars in the calendar year 1935.

Senator BaiLey. Now, this two billion on top of that, that would be
five billion, within the fiscal year, would it not? _

Senator Byrp. There is a lot more to be borrowed between now and
the first of July.

Senator BaiLey. That is five billion, without considering other
appropriations. It will run to six or seven billions of dollars in one
fiscal year. Will the addition of $2,200,000,000 to the public debt at
this time, which must be realized in cash, embarrass the Treasury?

Mr. BEeLi. As stated previously, that is a difficult question to
answer,

Senator BaiLey. T am going to ask the committee to send for Mr.
Morgenthau. I think the Finance Committee of the Senate ought to
know that fact before we take any steps. I want to know it. I am
not going to take the risk. I do not know whether it will embarrass
the Treasury or not. I sometimes think we cannot embarrass them.

Senator BarkLEY. In the first place I think the Senator made an
unintentional error there in assuming $2,200,000,000 would be
required. General Hines testified $1,700,000,000 would be the
maximum required in new financing.

Senator Bamgy. Put it that way. That is on top of somewhere
between three and five billions within this fiscal year.

Senator BarxiLey. The amount will depend upon how eatly
P. W. A. goes forward with its project under the works program.

Senator BaiLey. They are supposed to finish that July 1st.

Senator Gerry. Mr. Bell, General Hines said that the Treasury
would ask for the total appropriation under either bill. How much
would the Treasury ask for?

Mr. BeLL. I take it it will be $2,200,000,000 in either case. Ap-
proximately $2,200,000,000.

Senator Gerry. Even under Senator Harrison’s bill?

Mr. BeLL, Yes, sir.

Senator Gerry. It would ask for the same amount practically in
either event?

Mr. BeLL. I should think so; yes, sir.

Senator Gerry. Thank you.

General Hines., There is $61,000,000 difference.
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Senator Gurry. It is $1,200,000,000.
Mr. BerL. $2,200,000,000. - :

General Hines. $2,237,000,000 in the Harrison ‘lr)ill, or the bill with

which the Senate is concerned, and $2,289,000,000 in the other,
Senator BarkrLey, What is the present average market value of

Government securities? . . .
Mr. BeLn. The average rate of interest on the interest-bearing debt

today is about 2} percent. .
l?.enq?tor BarkrLey. What is the average price at which they are
selling

Mr. Bewr. Of course, that depends on the maturity and the rate of
interest. I will give you some prices and yields if you would like to
have them. The 2% percent Treasury bonds, callable in 1945 and
maturing in 1947 sold last week, that is January 11th, at 101!%,.

The CuairmMan. They are negotiable?

Mr. BeLL. Yes,

Senator Byrp, Have you got a 10-year bond there? About what
rate of interest does that cnrr{?

Mr. Bern. That is practically a 10-year bond. It is really 9 plus.
‘That is just about what the market rate is at the present time. It is
a little under 2% on the 9- and 10-year bond.

Senator BArkLEY. What is the last quotation on the highest bond
that is now on the market?

Mr. BELL, The Treasury 4% percent, which matures in 1952, is
callable in 1947, sold at 115'%,, almost 115%.

Senator BARKLEY. Was the first bond you read the lowest present
quotation on Government bonds?

Mr. BeLL. No; we have the 2% Treasury Lond which is callable in
1955 and matures in 1960 selling at 100'%s.

Senator BArRkLEY. I say selling above par.

Mr. BeLL. Yes; selling above par.

Senator CoNNALLY. V\%mt is the average rate? How much are
they paying for the bonds?

Mr. BeLL. How much are we paying on bonds?

Senator ConNALLY. You have got the 4% which sells at 115, you
have got the 3. What is the yield? On what basis is the yieid on
the 2% and 2%?

Mr. BeLL, The yield today on the 4% is 2.71 percent, and the yield
on the 2%, which is a shorter term bond, is 2.58, in other words, from
about 2% to 2% percent,

Senator ConNaLLy. That is what you can get money for, around
that figure?

Mr. BeLL. Yes.

Senator CLark. What is the Government paying?

Mr. BeLL. If we were selling a bond today these yield rates would
be our guide in fixing the coupon rate on the bond to be sold.

Senator Byrp. Could the Government issue these $2,200,000,000
new bonds and pay these in cash and save anything on interest?
The Government is now paying 2)% to 2%. The point I am making is
that the veterans are bearing it. If the financial strength of the
Government is sufficiently strong why not save a part of the interest
now, why not sell the bonds and pay them in cash?

Senator Couzens. You could not raise that amount of money at
_below 3 percent.
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Mr. Bern, The 3-percent rate is an inducement to the veterans to
keep the bonds and therefore keep them off the market.

Senator CLark. The last bond issue was 2%?

- Mr. BerL, 2¥%. That was a 10- to 12- year or a short-term bond.

The Cuamrman. Mr. Bell, as between these two plans, fromn the
Government’s standpoint, do you think it would be better for the
Treasury to issue nonnegotiable bonds, such as the bill proposes that
was introduced today, or that proposed in the other bill, in the
Vinson bill?

Mr. BeLL. I think that would depend, Senator, on how many of
them were cashed in.

Senator Byrp. In my judgment a large proportion of them are
going to cash in.

Mr. BeLL. If we have the same ﬁroportion cash the bonds that
would accept cash in the first place, then there would be no difference.
There might be 2 or 3 montgs’ delay in getting the bonds cashed,
which would help some. There have been some estimates made that
more of them will keep these bonds, that is to say, up as high as
$500,000,000, of the bonds will be kept by the veterans.

The CuairMaN. I want to read to the committee a statement from
representatives of ex-service men’s organizations.

Senator Byrp. Could I just make one point clear? As I gather
from Mr. Bell’s answer, in his judgment, if you offer for sale
$2,000,000,000 of new bonds that will break the bond market to the
extent that the Government will pay more interest than indicated
by the statement you read. Unless it does then it is to our advantage
to issue the 2 billion dollars of bonds and pay the certificates in cash
and save the interest, the difference in interest,.

Senator Gore. But these bonds do not draw any interest.

The CHairMAN. What is your answer, Mr. Bell?

Senator BARkLEY. I did not understand Mr. Bell to say the market
would break to that extent,

The CrairmMaN. Make yourself clear on this, Mr. Bell.

Mr. BeLn. I think it is very hard to say what the market would do
when this bill is passed and when we undertake to raise a billion and a
half dollars. I think a billion or a billion and a half dollars thrown
on any bond market will have some effect.

Senator ConnaLLY. Some depressing effect?

Mr. Berr. Some depressing effect. Whether it goes down %, or 1%,
is_anybody’s guess. It depends upon the conditions at the time,
whether or not the money rates are tightening or whether they are the
other way. I can give you an instance in 1931 when you liberalized
the loan provisions: we had to refinance some $800,000,000 of securi-
ties in the Adjusted Service Certificate fund. You hit it at a rather
opportune time, becanse Vzou had declining interest rates, rapidly
declining interest rates. e sold a bond in March 1931 for 3% percent,

and another one in June for 3%, and another one in September for
3 percent. We had short-term certificates, 6 months and a year, on
which the rates went gradually down. If you had that same situation
today you would have an entirely different job of financing than if
interest rates were going up. If your rates go up then placing an
additional issue of bonds on the market just helps it to go up that
much faster, naturally.
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Senator BArkLEY. In view of the fact that this is somewhat dif-
ferent from the ordinary budgi;atarfy ?rocess, inasmuch as it does not
add anything to the total debt of the Government and these have
got to be paid off anyhow re ardless of present financial methods,
Would there be as much of a shock in the process of exchanging one
form of obligation for another as there would if it were entirely a
new debt created in addition to the present outstanding bonds, plus
these soldier bonuses, which are just as binding an obligation as the
rest of them?

Senator Byrp. It adds a billion dollars to the debt in the sense it
adds a billion dollars to the cost.

Mr. BeLn. The adjusted-service certificates, Senator, to the ex-
tent of about $2,200,000,000, are not in the public debt of the United
States Government. The published public debt is what is looked at.

Senator BARKLEY. It is an obligation that has got to be paid.
Now, in figuring the credit of the Government, that is figuring it
over a period of years—everybody knows that this $2,200,000,000
has got to be paid not later than 1945—would the mere swapping of
one form of obligation for another due at the same time have as
much of a shock on the bond market as the addition of $2,200,000,000
over and above the outstanding. bonds, plus the bonus, which would
be $2,200,000,000, or whatever this amounts to, due in 1945, or
such other time as they might be redeemable for other ordinary
purposes?

Mr. Bewu. I do not think that just swapping of bonds for soldiers’
certificates will have the effect on the market that you describe.

Senator Gore. It would have an effect to some extent?

Mr. BeLL. The effect on the market is coming when we sell bonds,
or rather securities on the market because of the necessity of the
Treasury raising additional funds to cash those bonds given to the
veterans.

Senator BarkrLey. What has been the largest single issue of bonds
to raise money to provide cash out of the 4-billion dollar public works
program?

Mr. BELL. Well, we have combined a good many of our public debt
operations. Itis difficult to say. We have had bond issues, certificate
issues, Treasury bill issues, and so forth.

Senator BARKLEY. Let mo ask it this way: Let us forget the refund-
ing, what is the largest amount of new money you have required, as
represented by a single issue of bonds, let us say, in the year 1935?

Mr. BeLL. On December 15 of this year we had two issues, one of
Treasury notes and the other of Treasury bonds, and we raised about
$450,000,000 in cash on each, or a little over $900,000,000.

Senator Barkrey. At what rates?

Mr. BrLL. The bonds were 2% percent and the notes were 1}
percent, :

Ee&lgtor BARkLEY. What was the subscription for the amount
asked?

Mr. Berr. I am sorry I haven’t got that. I can furnish it to you,

%;mutor BaARKLEY. 1t was several times oversubscribed, was it
no

Mr. BeLL. Yes; as I recall it was more than four times oversub-
scribed, not as large as some issues in the past.
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The Cuarman. Gentlemen, lot me read a statement issued by the
heads of the veterans’ organizations. They prefer not to appear before
the committee unless the committee desires. = , o

Senator ConNNALLY. Let us desire it. Why do not they want to
come in?

Senator Couzens. Maybe they do not want to go on record.

The CuairMAN. Noj; they say they do not care to prolong consider-
ation by inviting a lot of other people in.

Senator Couzens. We do not have to invite anybody else in.

Senator BArkrLey. We can put the statement in the record.

The Cuaiemay (reading):

The American Legion, the Veterans of Foreign Wars of the United States, and
the Disabled American Veterans, have been in frequent conference with House
and Senate leaders concerning the proposed adjusted-service certificate legisla-
tion. We are of the opinion that the Senate bill today introduced merits the sup-
port of all friends of payment of the adjusted-service certificates and we are
united in support of the measure.

This bill has been introduced by Senators Harrison, Byrnes, Steiwer and Clark,
and we are advised carries the approval of Senator Robinson, majority leader.
The bill provides for the issuance to the veteran of nonnegotiable honds of $50
denomination and for payment in cash of amounts less than £50. It provides for
interest pavment to the veteran who holds his bonds beyond June 15, 1937, thus
all interest upon such bonds will acerue to the henefit of the veteran himself.
Under the bill the veteran may cash one or more of his bonds at any time at such
ageney as has been designated by the Secretary of the Treasury. We are further
advised that such bill, if it becomes law, will not require any taxes and that it is
especially designed to ease strain u{)on the Treasury. We bhdlieve that the
amount of cash out-lay required has by this bill been reduced to the minimumn,
In effeet, the bill provides a refunding operation to discharge an existing obliga-
tion of the Government. If the bill becomes law, it will provide opportunity for
the veteran in immediate need to obtain at his option all or part payment of his
bonus at any time after June 15, 1937.

It will give incentive to the veteran who can do so to hold his bond until ma-
turity. In principle, the Senate bill is consistent with H. R. 9870 as passed by
the House with the support of our organizations.

We hope for enactment of the bill into law,

Ray Murrny,
National Commander, American Legion.
James E. Vax Zavor,
National Commander, Veterans Foreign Wars of the United Slates.
1. A. Hannax,
Nalional Commander, Disabled American Velerans.

Senator BaArkrEy. I move the statement be put in the record.

The Cuamman. Without objection it may be put in the record.

Senator Gore. Now, Mr. Bell, this statement corresponds to my
impression. I haven’t had a chance to examine the bill, but I under-
stand these bonds do not bear interest until June next year, that is, in
19377

Mr. BeLl. The veteran cannot get interest on the bond until June
1937. If he cashes it before then he does not get any interest.

The CuairmMaN. He ean cash the bond, though, Senator, after
June 15, 1936, for the full value, but he does not get any interest
before June 15, 1937.

Senator Gore. The interest would run but it would not be psid,
is that the idea?

Senator BarkLey, In other words, if he held it longer than a year
and cashed it after that he would get interest after June 15, 1936, but
if he cashed it within the year he would get no interest at all.
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Senator Gore. Does that give us a year within which the Govern-
ment can float bonds to obtain money, say, at 2%, and retire these
bonds at 3 before they begin to bear the 3-percent interest? I am not
clear on that point. C

Mr. Bern. It gives you a year for the interest, but it does not give
you a year in which to finance the bond, if the veteran should submit
1t and ask for cash.

Senator Gore. I understand that. Any time the veteran presents
his bond he is entitled to cash.

Senator ConnNaLLY. After the 15th of June of this year.

Senator Gore. After the 16th of June; is that right?

Mr, Bewn. Yes, sir. '

Senator Gore. He cannot present it until after the 15th of June?

Mr. BerLr. He cannot get it until after the 15th of June.

Senator Georae. They are not issued until after the 15th of June.
1t is like the savings bank, you forfeit the interest if you take it out
before the end of the year.

Senator Gore. Suppose a man presents his bond to be cashed the
first of September, this 3-percent bond, and the Government issues
bonds bearing 23 and gets the money to pay the bond off, will there
ever be any 3-percent interest on this bond to be paid at any time in
the future?

Senator ConNALLY. If he keeps the bond after the first year.

Senator Gore. Suppose he does not; suppose he decides to dispose
of it prior to July 1 of next year, that is 1937, will the bond then bear
interest from the time it is issued, that is June 15 of this year, will
that interest be paid by the Government?

Senator ConnaLLY. No; they would have to surrender the bond to
the Government to get the cash.

Senator Byrp. If they surrender the bond in 1938 then the Gov-
ernment would have to pay interest at 3 percent.

Senator Gore. I do not think that will concern us. 1 do not think
they will surrender the bond in 1938, I think they will all be presented
within a year. If the Government borrows money at 2% and pays
off the bond instead of paying the 3-percent interest on this bond, I
think it is a good thing.

General Hines, do you know how many veterans are on relief?

General Hines. No, sir; I cannot tell you that. The nearest I
can get to answering that question is that we estimate about 400,000
v;ateli%ins out of employment. How many are on relief I have no way,
of telling.

Senator Gore. You have no way of telling how many veterans
make income tax returns and pay income taxes?

General Hines. Very few.

Senator BArkrLey. How many of that 400,000 are drawing com-
pensation, if you know?

General Hines. Of the 400,000 1 have no way of telling that
offthand, but we think approximately 360,000 are drawing compensa-
tion in some form.

Senator CLark. That is not necessarily part of the 400,0007

General Hines. No.

Senator CLark. You have no means of identifying the two groups?

General Hines. No.
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Senator Gore. Would you care to express an opinion about cashing
the certificates of soldiers who are drawing compensation?

‘General Hines, I would prefer not to go any further than I have
always gone with this committee. I feel I am the administrative -
officer and I should give you facts, and what the bills will do. Per-
sonally I have no expression of opinion on the merits of either measure
before you.

Senator BArkLEY. To what extent would the payment of interest
after the year is up induce the holders who might need their cash at
any time within the last half of the year to make out and hold them
until the year was up, or a little more than a year so they could get
the 3-percent interest?

General Hines. That is very difficult to figure, The veterans
represent a complete cross section of our country. There are some
with small amounts that undoubtedly will cash in as soon as they get
the money. I think it is a fair assumption to assume a large portion
of the 500,000 who have not borrowed during the depression period
and probably some of those who have borrowed and have recently
obtained employment, as some have, would take advantage of the
interest on the certificate and hold them. How many it will be, I
think one guess is as good as another. I have this feeling, that if the
‘married veteran receives bonds and his wife gets hold of them he
may get one of the 50’s, but I think she will hold on to some of the
others for safety sake.

The Cuairman. What is the pleasure of the committee, gentlemen?
You have heard this discussion. The administration expresses no
opinion as to these bills at all.

Senator Gore. I would like to ask one question. Can you tell
us, gentlemen, how much time elapsed before they began to borrow
on those certificates, or how much time was it before a given per-
centage, say 75 percent, borrowed on those certificates?

General Hines. We have in our possession over 3,000,000 cer-
tificates that have been borrowed upon.

Senator Gore. Yes.

General Hings. Not all of them have borrowed the full 50 percent.
Many of them borrowed more than once. I doubt if I could tell you
offhand the total number that have borrowed the full 50 percent.

Senator Gore. That was not quite the point. How lonﬁ 8 time
was it after it was made possible to borrow that the bulk of the
veterans did borrow?

General Hines. Within less than 6 months. We did a rushing
business after you authorized the 50 percent, and it kept up for about
6 months.

Senator ConnaLLy. You haven’t seen a rushing business yet.

Senator Gore. You said a minute ago the veterans were a cross-
section of our population.

General Hines. I think it is a fair cross section of our population,
representing about 4 percent. ]

Senator BArxLEY. I move the chairman be authorized to report
this bill, the substitute bill, to the Senate.

Senator Geonrar. Before you do that I move a suitable amend-
ment be inserted in this bill so as to authorize the payment of the
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full face value of the certificate to the veterans who did not, prior to
their death, make aﬂ)licutmn. ‘
The CuairMaN. The amendment that was drafted—did that take

Mr. Breving. No. ‘

The Cuamrman. If & man dies before making an application why
should not his estate be permitted to get it?

Mr. BruiNing. We have never done it; but, of course, that is no
reason why it could not be done.

The Cuairman, Without objection, the amendment will be prop-
erly drafted carrying out that idea.

r. BreINING, Just prospectively.

Senator GEORGE. Yes, sir.

Senator BaiLey. Mr. Chairman, I move that the Secrvetary of the
Treasury appear before us in executive session and advise us as to the
effect of this measure upon the credit of the country. I do not know
that anybody here has said anything about that. I do not think
anybody here knows.

Senator Gerry. 1 will second the motion.

Senator BARKLEY. I do not think anybody can tell. If we have
the Director of the Budget here he can make an estimate as to that.

Senator BARkLEY. The chairman cannot report this until Friday,
anyway.

he)bHAIRMAN. We can get it out of our way one way or another.

Senator BARkLEY. I wilig say this, Senator, in that connection:
There is a subcommittee of the Finance Committee thatis now engaged
in holding hearings on a very important administration measure
which would be facilitated by getting this bill out of the way without
having it drag 2 or 3 days.

Senator BArLey. In answer to that, I am on that subcommittee;
and moreover, we are at the beginning of the session. To hear the
Secretary of the Treasury will not take more than 15 hours from the
resent time. I see no great haste about putting a $2,200,000,000

urden on the Government. I would like to get the information

Afrom him,

The CuairmaN. Those in favor of the motion made by Senator

‘Bailey to invite the Secretary of the Treasury to appear before the

committee in executive session will raise their hands. Those opposed
will raise their hands. The motion prevails, so we will meet in the
morning at 10 o’clock.

Now, is it the purpose of the committee to have any further hearings
on this matter?

Senator Gore. I want to make this suggestion, Mr. Chairman-—
if Kou do ngt have hearings, that the chairman be authorized to permit
others to file their views. I suggest that the chairman be authorized
to receive communications on either side of the subject and to print

‘them'in the record.

The Cuairman. Without objection, then, that order will be
entered. We will close the hearings with Secretary of the Treasury
Morgenthau in the morning.

Senator Gore. 1 do not mean to preclude a full hearing in the
event you do not have any communications. ‘ S

General Hines. May Iinsert in the record an answer to the question
of Senator Gore? '
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The CHAIRMAN. Yes, _ ‘

General Hines. Of the 3,000,000 who have borrowed, about 50,000
have borrowed less than 50 percent.

Senator ConNALLY. I want to make a motion that the three men
who signed the paper that the chairman read be called tomorrow
momin%. The paper has so many qualifying clauses that I think we
should have an explanation. I think every Senator here will find it
will be to his future advantage to do it.

The CHAIRMAN. Gentlemen, you heard the motion. The Senator
from Texas moved that the heads of these three ex-service men’s
organizations be invited to appear before the committee in the
morning to briefly state their views. Is there any objection to the
motion? All right; it will be ordered.

Senator CLark. I was going to object if it is going to throw the
bars open to a general hearing on this thing. We have had hearings
as to the outline of this question repeatedly.

Senator ConnaLLy. This will all be in executive session.

The Cuamman. All right.

(Whereupon the committee recessed until 10 a. m. of the following
morning, Tuesday, Jan. 14, 1936.)
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TUESDAY, JANUARY 14, 1936

UNITED STATES SENATE,
CommiTTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to adjournment, at 10 a. m., in the
Finance Committee Room, Senate Office Building, Senator Pat Har-
rison (chairman) presiding.

Present: Senators Harrison (chairman), George, Walsh, Barkley,
Connally, Gore, Costigan, Bailey, Clark, Byrd, Lonergan, Black,
Gerry, Guftey, éouzens, Keyes, La Follette, and Capper.

Also present: Hon. Henry Morgenthau, Jr., Secretary of the
Treasury; Bri%. Gen. Frank T. Hines, Administrator of Veterans’
Affairs; Mr, Harold Breining, Assistant Administrator, Veterans’
Admimstration; Mr. Daniel W. Bell, Acting Director, Bureau of the
Budget, and Mr. George C. Haas of the Treasury Department.

The CuairMaN. Secretary Morgenthau, we have before us the
Benus bill that was passed by the House and the one introduced in
the Senate, and some of the members of the committee wanted to
ask you some questions with reference to some of its provisions.

Senator Bailey.

Senator BaiLry. Mr. Secretary, I'did not think on yesterday that
we should cease further to consider either of these bills without having
some advice from you, the Secretary of the Treasury.

I wish to ask you, assuming that either of these bills will require
payment in cash this year, and almost immediately, $1,700,000,000,
providing that eventually there is to be paid $2,200,000,000 but
$1,700,000,000 to be paid right away, would the enactment of the
bill, of either of them, calling for that amount of money embarrass
the Treasury in any way?

TESTIMONY OF HON. HENRY MORGENTHAU, JR., SECRETARY OF
THE TREASURY

Mr. Chairman, I wonder if the committee would bear with me in
answering this question, because after all it is getting right down to
the roots of the credit of the Government, that is, may I talk without
a record being made?

The Cuaimrman. Of course we are in executive session, but we are
keeping a record here for our confidential information,

entlemen, you heard the request of the Secretary of the Treasury.

Mr. Bawey. I would like, Mr. Chairman, very much to gratify
the wishes of the Secretary, but public matters are public matters.
I do not seec what the value would be if the statement were kept
secrot.

33
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Senator Barknry. I assume what the Secretary has in mind is he
does not want any statement he might make here to be iiven pub-
licity or to get out in the press, or to be revealed by anybody, that

“might have an effect, one way or another, on the bond market. I

assume there are some confidential matters that he has in his posses-

sion as Secretary of the Treasury that it would not be wise for the
public in general to know.

Senator BamLgy. I thin

ay the taxes, not we and not the soldiers, and the public in general is
interested in the Government of the United States and its future.

Senator BArRkLEY. But the public in Eeneml is also interested in
knowing whether some statement made by a high official is going to
be misinterpreted and magnified.

Senator BamLey. That is assuming, Senator Barkley, that somne-
body is going to misinterpret what the Secretary says. If you get a
record down here of his statement they cannot misinterpret it.

The CuairmaN. Is it the desire of the Secretary that the rest of
his remarks be taken down in the record and it be kept in executive
session, a secret? I want to know in order to put the question befors
the committee.

Secretary MorGgeNTHAU. I feel this way: I have been before this
committee for 2 years; I think I have always tried to answer all the
questions honestly and to the best of my ability. I want to answer
Senator Bailey the same way. 1 am here as the Secretary of the
Treasury to answer his questions.

What I mi%ht say, if it became public property or was discussed
on the floor of the Senate or the House, it might have a very adverse
effect on the Government’s credit. 1 just want to put that before
you gentlemen. If you think that that should be disregarded and
you want me to go ahead and talk, I will talk, but I just feel, after
all, the question of the Government’s credit is a question of con-
fidence in one’s own government.

Senator BaiLey. Now, Mr. Secretary, let me get that clear. Do
I understand you to say that your answer to my question would be
such that if it were made public it would adversely affect and seriously
injure the Government’s credit?

Secretary MorgenTHAU. What I am trying to say is it might be
misinterpreted. Now, I have made statements before—not here, but
to the press—and they will print half of what I say, or they print
what they like, or they give an interpretation just as they want it.
What I am afraid of is a misinterpretation of what I might say here
once it becomes public property.

Senator Bamey, On that basis no statement could ever be made,
because all statements are liable to misinterpretation. There must
be something unusual about the situation you have in mind that you
fear to be misinterpreted. Why cannot we have a plain statement?
I have got to vote one way or the other on this question. I would
like to vote to pay these certificates, but the last thing I will do will
be to vote to injure this Government. I wish to know the facts.

The CHAIRMAN. Suppose we put it to the committee as to whether
or not this matter should be taken down in the record or whether it
should be kept confidential?

Senator Couzens. Mr. Chairman, before that vote is put, I want
to be perfectly fair with my colleagues. I am not bound to keep any
Government facts secret if I determine or desire to do otherwise.

k the public in general is going to have to -
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The CuamrMAN. In view of that I see no reason why it should not
be taken down in this record, bacause the Senator has a right to do
as he pleases with reference to that, ‘

All right, proceed and answer such questions as you want to answer
and make such statements as you wish to make. . o ,

Secretary MoraentHAUu, Might I ask one question, Mr, Chairman?
Do I understand from Senator Couzens’ remarks that whatever state-
ment I make here he feols perfectly free to use as he sees fit?

The Cuamman. He feels free to say what he pleases about it.

Secrotary MonceEnTHAU. Publicly?

The Cuamman. Senator Couzens has stated on the floor of the
Senate once or twice that whatever happened in an executive session
he felt free to use as he saw fit.

Senator Couzrns, That is correct, if I believe it is in the publie
interest, and I think the public should be advised. I will not sacrifice
my opinion for the benefit of any individual, or party, or Government
department.

he Cuuammman. Proceed. Make just such statements as you desire,

Secrelary MonageNTHAU, If I may have the question please?

Senator BaiLey. Restating the question: Iiither of the bills before
us contemplate the payment of not less than $2,200,000,000 to the
holders of the certificates known as the adjusted-service certificates,
and eithor of them contemplates the payment in cash, without delay,
certoinly within the next 2 or 3 months, $1,700,000,000. Now, the
question is: Would the enactment of either of these measures, the
providing of that amount of money by the Treasury, embarrass or
tend to embarrass the Treasury and the Government?

Secretary MorGeNTHAU. Mr. Chairman, if 1 might answer this in
my own way and then if my answer is not satisfactory when I get
through with Senator Bailey’s question I will be glad to answer other
questions. If the committee would permit me to answer in my own
way and then when I am through, if 1s not satisfactory, I will be glad
to answer in further detail.

The Crairman. You have that right.

Secretary MoreenNTHAU. Let me just give you gentlemen the
picture from the Treasury’s standpoint, the way it stands now. For
the balance of the 5% months of this fiscal year and the 12 months
of the coming fiscal year beginning with July 1, 1936, our total public-
debt obligations that come due are approximately $5,800,000,000.

Senator BaiLey. Now, let me just get this clear. That is $5,800,-
000,000 on current account, that is not on bonds coming due?

Secretary MorcENTHAU. That is all public-debt obligations that
will come due in the next 5% months of the current year and the 12
months beginning with July 1, 1936. '

Senator CLark. That is 17% months?

Secretary MorGENTHAU. Yes, sir.

Senator CArk. The next 17} months.

Secretary MorcenTHAU. Yes, sir; the balance of this fiscal year
and the next fiscal year beginning with July 1, the public-debt obliga-
tions of the United States Government that come due are appoxi-
mately $5,800,000,000.

Senator Couzens. Included in that, of course, is not any additional
expense of the Government? ,

ecretary MorceNTHAU. No, sir. T was going to' come to that.
For the rest of this fiscal year we estimate, after the decision of the
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Supreme Court on the A. A.-A,, that we will have to raise in new funds
about $1,000,000,000 between now and the first of July. ~

Senator BaiLey. That is this year? ‘

Secretary MoraeNTHAU, Yes,sir. A billion dollars in cash between
now and the 1st of July. That is taking into account the loss of
revenue through the decision of the Supreme Court on the A. A. A.
and not allowing for any legislation to refund the Treasury in view o
the Supreme Court decision. We do not know what Congress will
do in that connection.

The Cuamman, Is that assuming that the money that has been
paid already on the processing tax can be recovered by them?

Secretary MorcENTHAU. No, but it does take into account the loss
of impounded momiy.

Senator CLark. It provides for paying off the contractual obliga-
tions of the Government and for disposing of the impounded money?

Secretary MoraENTHAU. No, sir; it does not take into account the
money which is due the farmers for having carried out the 1936
contracts.

Senator CLArk. It does not take that in?

Secretary MorGENTHAU. It does not take that in.

Senator Gore. How much is that? Is that about $280,000,000?

Secretary MorGENTHAU. About $280,000,000, roughly. Agricul-
ture uses the figure $236,000,000 for that, Senator Gore. $236,000,000
ig the figure that Agriculture uses, but we are not including that.
We are including the loss of the impounded money.

Senator Gore. That is $200,000,000?

Secretary MORGENTHAU. What I am trying to explain is just where
the Treasury stands as of this morning, in view of the decision and
not taking any legislation into consideration which is contemplated.

Sena‘;or Barxrey. You do take into consideration the impounded
money

Secretary MorGENTHAU. That was included in the President’s
Budget as receipts.

Senator Gore. That is right, $200,000,000.

Secretary MorGENTHAU. The impounded money?

Senator Gore. Yes.

Secretary MorcENTHAU. About $200,000,000. I am trying to
state it as I see it on this morning, with the Court’s decision behind us
and not taking into account new ﬁsgislation which is being discussed by
the Congress and the administration. So taking everything into
account we figure we have to raise another $1,000,000,000 between
now and the 1st of July.

Senator BaiLey., And in addition to that, $236,000,000 for the
further appropriation to the farmers?

Secrtary MoraeNTHAU, If the Congress votes it.

Senator BaiLey. That is money due to the farmers,

Secretary MoraENTHAU. This 18 the situation as of this morning,

Senator CLARK. In other words, you do not consider the figures
until Congress appropriates the money?

Secretary MorGENTHAU. I do not think I should.

Senator CLark. I agree with you entirely.

‘Secretary MoraENTHAU. I am not trying to give you what I
th(link ; I am just trying to report as a fiscal officer as the situation is
today. :
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Now, starting in with July 1, 1036, as the President’s Budget stood
the morning he sent it to you, we would have had to raise $500,000,000
new money for the year beginning July 1, 1936. ‘The President stated
in the Bud%et message that he would send up the figures for relief in
a couple of months, and he indicated that the amount would not
exceed $2,136,000,000, If you wish to use round figures as to what
Congress may vote, let us use $2,000,000,000 for relief, plus the
$600,000,000 deficit. That is two and one-half billion dollars that
wo might have to raise in the fiscal year beginning with July 1, 1936.

Now, on top of that there is the figure for the veterans in between
your $1,700,000,000 and the $2,200,000,000, and the average of which
18 about the fizure of $2,000,000,000. So there is $500,000,000 in
the President’s Budget; let us use the figure $2,000,000,000 for relief,
and let us use $2,000,000,000 for the soldiers’ bonus, so you get an-
other 4} billion dollars that we might have to raise during the fiscal
year beginning July 1, 1937, With the money coming due and the
money we might have to raise, why, there is a total of a little over
11 billion dollars.

Senator BarmLey. You begin with $5,800,000,000 in the next 7
months?

Secretary MoraeNTHAU. Yes, sir; 17} months.

Senator BaiLey. And in addition to that there is the $236,000,000
then the relief has 2 billion, then the $500,000,000 which you did
not designate but you said the President predicated, and the bonus
2 billion, and all of it would come to, in round figures, over 11 billion
dollars in the next 17 months. Am I right?

Secretary MorcenTHAU. That is right, sir.

Senator BArkLeY. How does that compare with the amount of new
money that has been required to be raised in the last, say, year and
one-half, 18 months?

Secretary MorcenTHAU, Mr. Bell tells me in the last 12 months
we have raised about 2% billion dollars new money.

Senator ConnaALLY. That is above your refunding?

Secretary MoraeNTHAU. Yes, sir.

Senator BArkLey. Let me ask you this: That $5,800,000,000 that
will be due within the next 17}, months is in refunding obligations?

Secretary MoraeNTHAU. That amount represents bills and notes
that are coming due and which must be re-funded.

Senator BarkrLey. Which would all be re-funded? i

Secrotary MoraenTHAU. Yes; I mean those Treasury obligations
which are coming due in the next 17% months.

Senator BarkLey. That represents extraordinary expenditures
which have been engaged in by reason of the appropriations of Con-

ess for velief and other emergency provisions, including the 4

illion 800 million?

Secretary MonraenTnAvu, That is part of it.

Senator Bamnky. Now, Mr. Morgenthau, we have before us the
necessity of raising 11 billions of dollars in 1713 months over and above
the regular expenses of the Government, which is about 3 billion 800
million, is it not?

Secretary MorcenTHAU. That is all-inclusive; that is everything,
except, ol course, the ordinary revenue from taxes, ote.

Senator Bamey., You had it in the 5 billion 800 million dollars
and in all these others specified?

42093—pt. 2-~36—2
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Secret MoraENTHAU. That is all-inclusive, We are talkin
about the billion dollars new money from now to the 1st of July, an
$600,000,000 after the 1st of July. That would take care of every-
thing that was included in the President’s Budget.

Senator Couzens. That is all in excess of Government receipts?

Secretary MorgeENTHAU. That is in excess of ordinary Government
receipts.

Segator Bamey. That is the point. It is in excess of the ordinary
receipts. )

Senator Warsx. Mr. Morgenthau, what will this $11,800,000,000,
if it is authorized and spent in the next year and a half, increase the
national debt to? L. .

Secretary MoRGENTHAU. Senator Walsh, it is rather difficult for
me to answer, because so many things have happened, but going to
the President’s Budget, which is, after all, only 10 days old, as he sent
it up he estimated that the national debt on July 1, 1936, would be
about $31,000,000,000. Then you add to that the $500,000,000
which he estimated would be the net deficit for the fiscal year 1937,
exclusive of relief, that would raise it in the next 17 months to
$31,500,000,000, and if you add 2 billion for relief items to be later
submitted it would bring it up to $33,500,000,000. Now, if you add
the soldiers’ bonus there is another 2 billion. It would bring it to
$35,500,000,000.

Senator CLark. Do you figure these adjusted-service certificates
now outstanding as a part of the national debt?

Secretary MoraeNTHAU. No.

Senator Gore. Not in a technical sense.

Secretary MorceENTHAU. Technically the answer is ‘‘no.”

Senator Brack. What part of it is recoverable?

Secretary MorGENTHAU. Quite a good amount.

Senator Brack. Isn’t it all recoverable?

Secretary MorGENTHAU. Mr. Bell says between 3 and 4 billion
dollars is recoverable.

Senator Byrp. Those figures do not include the contingent lia-
bilities?

Secretary MoraeNTHAU. No, sir.

Senator BaiLey. Contingent liabilities are $4,530,000,000. You
add the contingent to the 35 billion and you have 39 billion in pros-
pect, including the contingent liabilities.

_Secretary MorgENTHAU. Mr. Bell says that the contingent lia-
bilities are backed by assets, such as mortgages, etc.

Senator BarLey. On that point, Mr. Morgenthau, I agree with

ou, but if we take any step that shakes the Government or destroys
1ts credit, those securities would be worthless.

Secretary MorgeENTHAU. Well, I don’t know.

Senator BAaiLey. Of course, none of us know, but we do know
very well that if the Government’s credit is destroyed that the banks
themselves have got our paper, and of course we know there would be
another liquidation, there will be a total collapse. Then your R. F. C.,
the Home Owners’ Loan, Federal Housing, will have to deal with a
situation in which there is either no cash or so much cash that the
money is worthless. That is just one of the factors in it, I agree,
that 18 speculative. We do not know.

Senator Couzens. Did Senator Bailey ask a question as to what
effect the issuing of this $2,000,000,000 would have? .

ex
ite
1t,

ar
pa

pr

th
si’

tc
ex

th
it
w
in

8L
te

"o




on
ia-

ou
»8-

‘th
ys

w
aks

oy

.4
he
‘ee,

1at

PAYMENT OF ADJUBTED-SERVICE CERTIFICATES 39

Senator BaiLey. He is making a preliminary statement, I judge, in
answering the question. )

Secretary MoraeNTHAU. Yes. I have not finished. I would like
to finish, if I may, Mr. Chairman.

The CHAIRMAN. Go ahead. )

Secretary MoraenTHAU. I would like to give you the picture the
way I see it. For the fiscal year beginning with July 1, 1936, the
President’s Budget estimated a deficit of $500,000,000. .

Senator Byrp. Mr, Morgenthau, on that point, there will be quite a
carry-over from the J)resent ap({)ropriations into the next fiscal year
that the President did not include, as I understand.

Secre